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Comfortably  seats  five  car  critics. 

"The  new  Q  is  a  first. ..stellar  performance  and  soul." 

-  Forbes.com 

"The  cabin  features  a  dazzling  array  of  technology." 
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►  Can  music  be  recorded  on  a  beam  of  light? 


Cassettes^- 


■Compact  Discs^- 


■DVDs^- 


maxell 

Expanding  Memory  &  Mobility^- 


Just  a  few  years  ago,  all  consumers  recorded  music  on  cassette  tapes.  Today,  they  can  record  MP3s  on 

DVDs.  Maxell  has  helped  lead  this  extraordinary  rate  of  evolution  by  developing  technologies  that 

expand  memory  and  mobility.  We  create  products  that  provide  greater  capacities  and  increased 

performance  in  smaller  sizes— specifically  recordable  data/entertainment  media  and  portable  energy. 

We  also  strive  to  establish  partnerships  that  speed  the  development  of  these  technologies.  By  committing 

ourselves  to  the  key  areas  of  memory  and  mobility,  we  are  able  to  consistently  introduce  new  products 

to  market-products  that  will  change  the  way  we  live  and  work  forever. 
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WHERE  ALL  YOUR  401(k)S  ARE? 


You've  moved  on.  But  v\/hat  about  your  money?  Fidelity  Rollover  Express* 
is  an  easy,  simple  way  to  put  yourself  in  charge  of  your  retirement  savings. 
To  work  with  an  experienced  retirement  consultant,  call,  click,  or  visit 
Fidelity  today.  Because  you're  not  just  invested.  You're  personally  Invested.^' 


1.800. FIDELITY 


FIDELITY,COM 
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In  the  battle  for  profitable  customers,  data  quality  is  decisive 
Choose  a  partner  who  can  separate  illusion  from  reality. 


What  makes  a  great  relationship? 

'  Spur  your  horse,  lance  at  the  ready,  and  charge  into  savage  battle.  Today's  marketplace  grows  more 
bative  by  the  day,  and  erroneous  data  inevitably  leads  to  costly  defeats.  That's  why  you  need  a  loyal, 
ed  partner  like  Acxiom"-  to  deliver  a  reality  check  on  your  data.  Because  customer  relationships  will 
/  be  as  good  as  the  data  they're  built  on,  Acxiom  creates  the  world's  most  accurate  technologies  and 
I  for'assessing  and  improving  data  quality.  Our  clients  -  spanning  a  diverse  landscape  of  industries 
countries  -  choose  Acxiom  solutions  for  data  quality  assessment,  benchmarking,  and  accurate  ROI 
;ulations  for  improving  data  quality.  Solutions  to  improve  data  hygiene,  ensure  customer  recognition 

and  integrate  customer  data  at  all  touch  points  across  your  enterprise. 

Improve  and  enhance  data  quality.  Eliminate  waste.  Boost  retention.  Grow  your  most 
valuable  assets  -  relationships.  And  put  increased  profitability  into  the  realm  of  reality. 

How  can  we  help  you  win  the  battle?  Have  no  illusions. 

See  how  Acxiom  delivers  for  major  corporations  -  examine  industry-specific 

solutions  and  read  detailed  case  studies  at  www.acxiom.com/GR 
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Dell  I  Enterprise 


Dell  PowerEage '  Servers  use  Intel"  Xeorf  Processors. 


The  power  of  Dell  flexible  solutions. 


What  does  Dell  bring  to  your  enterprise?  Just  what  you'd  expect:  A  legendary  focus  on  you,  the  customer,  that's  as 
relentless  as  our  focus  on  driving  down  costs. 

With  Dell  you  get: 

«•  Enterprise  Solutions  on  your  terms.  No  proprietary  systems,  no  endless  consulting  fees.  Just  powerful,  cost 
effective,  industry-standard  technology  like  Dell  PowerEdge"  Servers  with  Intel®  Xeon®  Processors. 

♦  Solutions  that  are  easier  to  manage.  From  SAN  and  server  consolidation  to  Unix  migration,  we  collate  flexible 
systems  that  are  easier  to  afford,  year  after  year. 

♦  Enterprise  services.  Dell  has  an  expanded  range  of  services  to  help  you  simplify  the  design  and  management  of 
your  IT  infrastructure. 

■=~Z-—:^-^  f^or  nearly  20  years,  we've  revolutionized  the  way  the  world  buys  and  manages  technology. 

A  \\      %%^         ^ow  find  out  how  Dell's  direct  approach  can  revolutionize  your  enterprise.  To  learn  more 
~    ■      ^      ^\  about  the  Dell  ROI  test,  visit  www.dell.com/ROI1orcallustoll-freeat1-877-436-DELL. 


Enterprise  solutions  that  can  cut  costs  today  and  tomorrow.  Easy  as 
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Sneak  Peek  '03 

A  Look  Ahead 

Paul  Maidment 

"Fear  not  the  friture,  weep  not  for  the  past,"  advised 
Percy  Bysshe  SheOey.  In  that  spirit,  Steve  Forbes,  William 
Baldwin,  Rich  Karlgaard,  James  W.  Michaels,  Caspar  W. 
Weinberger,  Robert  Lenzner  and  other  editors  and  writers 
from  across  the  FORBES  editorial  spectrum  Uft  the  lid  on 
2003.  Some  of  the  most  thoughtful  minds  in  the  business 
give  you  insight  on  running  your  business  better  and 
investing  more  profitably  in  the  coming  12  months. 

Lifestyle 

Best  New  Business  Hotels 

Christina  Valhouli 


Sheik  and  stylish:  the  new  Fairmont  in  Dubai. 

The  lodging  industry  took  a  beating  in  2002,  but  from 
Tokyo  to  Dallas,  San  Diego  to  Bangkok,  new  hotels  have 
popped  up  that  cater  to  the  discerning  business  traveler. 
Of  course,  most  of  these  projects  were  begun  when  the 
economy  was  booming  and  demand  for  first-class 
accommodations  outstripped  supply.  Now  that  new 
hotels — such  as  two  Ritz-Carltons  in  New  York  and  the 
Fairmont  in  Dubai — have  opened  their  doors  it  is  up  to 
the  guests  to  check  in.  Forbes.com  highlights  the  best. 
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A  picture  worth  1,000  numbers. 

Use  our  new  online  tool  that 
lets  you  graphically  compare 
financials,  valuations  and 
performance  on  America's  be; 
big  companies.  Online  only: 
special  features  on  select  stock 
from  the  Platinum  List. 

A  Friend  In  Need? 

Our  online  world  oil  map  adc 
an  interactive  dimension  to  oi 
feature  on  Venezuela. 

Forbes  on  Fox 

Go  onUne  to  watch  videoclips 
from  our  weekly  TV  show. 

Search  Our  Online  Archive 

Search  by  tide,  topic,  author  (( 
date;  download,  print  or  e-m. 
current  or  archived  articles. 

Forbes  Global 

Riding  the  Slopes 

Atomic,  founded  by  Alois 
Rohrmoser,  fell  in  1994  when 
invested  in  "fat  ski"  technoloj  j 
and  took  on  about  $150  milli 
in  debt  to  expand  in  the  U.S. 
Now  part  of  Helsinki-based 
Amer  Group,  Atomic  makes 
money  on  those  fat  skis. 
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Frustrated 
by  missed 
tax-saving 
ortunities? 
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Prudential  can  help  manage  your  tax  burden. 

If  you're  like  most  investors,  every  year  you  promise  yourself  not  to  pay  the  IRS  a  penny  more  than 
its  fair  share.  A  Prudential  professional  will  work  with  you  and  your  tax  advisor  to  help  you  develop 
tax-smart  investment  strategies  that  can  help  you  keep  more  of  your  hard-earned  dollars.  Strategies 
that  are  right  for  you.  Strategies  that  can  be  adjusted  as  markets  change  and  your  needs  change. 


Make  higher  contribution  limits  to  retirement 
accounts  work  to  your  advantage.  Smart  use  of  new 
tax  laws  can  mai<e  a  big  difference  to  your  nest  egg. 
If  you  haven't  heard  about  IRA  "catch-up"  provisions 
for  those  50  and  over,  or  kept  track  of  new  higher 
yearly  contribution  limits  to  401(k)s,  40:3(b)s,  and 
IRAs,  you  could  be  missing  great  opportunities  to 
dramatically  boost  your  retirement  savings. 

Use  improved  college  savings  plans  to  increase 
your  children's  education  assets.  Section  529  plans 
continue  to  provide  one  of  the  best  tax-advantaged 
vehicles  for  long-term  college  savings.  Prudential 
can  help  you  identify  which  529  plan  is  right  for  you, 
and  help  you  capitalize  on  these  and  other  investment 
opportunities  to  secure  your  children's  future. 

Treat  your  estate  plan  as  an  ongoing  concern. 

Keep  tabs  on  your  plan  now,  and  at  least  every  two 
years  thereafter.  Working  with  Prudential,  you'll  develop 
a  strategy  that  ensures  your  assets  are  managed  according 
to  your  wishes  today — and  in  the  future.  Our  financial 
professionals  can  help  you  pass  assets  to  future 


generations  and  minimize  estate  taxes.  Life  insurance 
and  trusts  can  help  provide  the  money  your  family  will 
need  to  meet  these  obligations  and  protect  the  value 
of  your  estate.  We'll  also  help  you  keep  current  with 
changing  tax  laws. 

Utilize  strategic  gifts  to  your  advantage. 

Tax-efficient  gifting  remains  the  untold  story  for  many 
affluent  investors.  Prudential  can  help  you  understand 
the  tax  benefits  and  nuances  of  gifting,  and  show  you 
ways  to  help  achieve  your  philanthropic  and  family 
wealth  goals  while  maximizing  your  tax  savings. 

Get  a  head  start  on  easing  your  tax  burden. 

Call  today  for  Prudential's  free  Tax  Planning 
Guide,  and  speak  with  one  of  our  financial 
professionals  about  tax  mistakes  to 
avoid — and  smart  moves  you  can 
make  now  to  help  safeguard 
your  future. 

Call  1-800-THE-ROCK 

ext.  9592  prudential.com 
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1/2002.  Prudential  is  not  a  legal  or  tax  advisor.  Investors  should  consult  their  individual  tax  advisor  before  making  any  tax-relafed  investment  decisions, 
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It's  OK  to  stare.  But  what  if  it  were  yours?  What  if  you  pulled  it  out  from  your  portfolio  and  laid 
it  down  on  the  table?  Imagine.  The  longing  looks  of  colleagues,  friends,  Perkins  in  accounting. 
The  green-faced  envy.  You'd  become  the  center  of  attention  without  saying  a  word. 

If  you  believe  that  life  is  defined  through  quiet  understatement, 
then  this  is  the  notebook*  for  you. 


is  the  exclusive  nationwide  retailer  of 


cTrCTcTS 


lightweight  notebooks 


*This  is  just  one  of  the  lightweight  SharpT"  notebooks  avaHahle  at  Circuit  City.  Come  in  to  see  and  hold  the 
lightweightfutureforyourselforlearnmoreonlineatcircuitcity.com. 
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The  Dossier  Society  wouia  you  buy  a  usea  ca 

from  a  stranger?  Plenty  of  people  do.  Overcoming  their  angs 
about  both  car  salesman  and  computer  hackers,  shoppers  spem 
$3  billion  a  year  on  used  cars  at  Ebay,  as  Jonathan  Fahey  recount 
on  page  48.  The  key  lubricant  in  these  transactions  is  Ebay's  feed 
back  system,  in  which  buyers  rate  sellers.  The  bums  are  outed.  ] 
a  seOer  gets  good  feedback,  you  take  a  chance  on  him. 

This  is  powerful  technology,  making  reputations  stick  lik 
burrs  to  people.  Also  a  bit  scary.  In  the  global  village  it's  harde 
for  scamsters  to  hide  their  past,  but  it's  harder  as  well  fo 
reformed  sinners  to  get  a  fresh  start. 

Even  without  an  Internet,  reputation  tracking  would  be  a  hi 
business:  Think  of  Dun  &  Bradstreet  on  balance  sheets,  Equifa 
on  consumer  credit,  the  AAA  on  motels,  J.D.  Power  on  cars.  Th 
Internet  just  makes 
the  business  faster 
and  deeper.  The 
omniscient  network 
gives,  say,  a  head- 
hunter  the  ammuni- 
tion to  blackball  a  job 
candidate  after  turn- 
ing up  an  ancient 
drunk  driving  arrest 
or  a  dispute  with  an 
online  vendor. 

To  get  some  idea 
of  how  far  computers 
can  reach,  take  a  look 
at  Open  Ratings,  a  Waltham,  Mass.  firm  that  helps  corporation 
like  United  Technologies  and  Xerox  evaluate  prospective  suppli 
ers.  Users  of  the  rating  system  send  in  feedback  on  their  ow- 
experiences  as  buyers.  Marrying  those  scorecards  to  financifi 
and  other  databases.  Open  Ratings  presumes  to  predict  whicj 
suppliers  are  most  likely  to  deliver  late,  ship  defective  product 
or  go  bankrupt  before  completing  a  contract.  The  software  ca 
track  individuals  who  serve  as  officers  of  supplier  companie 
making  it  hard  for  a  vendor  to  escape  a  bad  rep  by  reincorpc 
rating  under  another  name.  It  also  provides  feedback  on  th 
feedback,  suitably  discounting  evaluations  by  buyers  who  ai 
consistent  PoUyannas  or  sourpusses. 

Legislators,  civil  libertarians  and  Supreme  Court  justice 
wring  their  hands  over  the  extent  to  which  a  child  molester, 
youthful  thief,  a  bad  stockbroker  or  a  clumsy  surgeon  should  b 
permanently  stigmatized  in  a  government-sponsored  databas 
Data,  though,  is  getting  so  cheap  to  store  and  easy  to  search  th; 
the  government  rules  will  in  the  end  be  moot.  Once  inform; , 
tion  escapes  into  public  view — in  a  police  blotter,  in  a  civil  sui 
in  comments  on  a  Web  site-^it  will  be  copied  and  indexed  , 
thousand  times,  and  impossible  to  erase. 
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',  who  has  time  for  a  hassle?  Not  you.  So  make  the  most  of  your  time  with  the  FedEx  Convenience  Network. 

B  your  pacl<ages  to  one  of  a  bazillion  FedEx  Express®  Drop  Boxesf  or  enjoy  the  customer  service  at  FedEx  World 
^\ce  Centers"  and  FedEx  Authorized  Ship  Centers.®  Just  log  on  to  fedex.com  to  find  the  location  nearest  you. 

SI 

V  convenient.  Looking  for  a  handy  place  to  ship?  Don't  worry.  There's  a  FedEx  for  that. 
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International  growth... powered  by 
financial  strength  and  leadership  status 
at  home. 

At  Sun  Life  Financial,  our  goal  is  to  become  an 
international  leader  in  the  financial  services  world.  In 
North  America,  we  are  welt  on  our  way,  the  groundwork 


laid,  thanks  to  a  growth  strategy  founded  on  discipline, 
intelligence  and  foresight. 

That  strategy  has  led  to  selective  acquisitions  that 
position  us  within  the  top  tier  of  financial  services  organize 
tions  in  markets  where  our  potential  for  growth  is  greatesi 
This  has  occurred  in  Canada,  where  Sun  Life  Financial  is 
now  the  market  leader.  In  the  United  States,  strategic 


*  Sun  Life  Assurance  Company  of  Canada.  2002  Alt  rights  reserved. 
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The 


Potentia 


to  grow. 


quisitions  have  strengthened  our  overall  portfolio  in 
»  world's  largest  market.  This  strong  North  American  base 
wers  our  international  growth  strategy. 

Today,  we  are  setting  our  sights  on  some  of  the 
)St  exciting  markets  in  the  world.  Business  expansion 
ntinues  in  the  Philippines  and  Hong  Kong.  In  India,  our 
nt  venture  mutual  funds  business  has  now  expanded 


to  include  insurance,  and  we  also  anticipate  growth  in 

the  vast  market  of  mainland  China,  with  a  new  joint  ven-        ^ 

ture  in  Tianjin.  iKl 

The  Sun  Life  Financial  group  of  companies.  Building 
shareholder  value  wherever  we  live,  work  and  do  business. 
By  achieving  the  leadership  performance  at  home  that 
powers  our  potential  for  future  growth... around  the  world. 
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Management  Abuse 

Stock  options,  as  shown  in  "Options 
Vigilantes"  (Dec.  23,  2002,  p.  67),  are 
promoted  as  necessary  to  attract  and 
retain  the  (so-caDed)  very  best  executive 
talent.  Yeah,  right.  In  most  cases  that 
best  talent  produced  pretty  dismal 
results.  The  worst  offending  manage- 
ments— and  they  are  plentiful — reopen 
past  options  programs  when  their 
Stocks  plummet.  Management  wins 
either  way  and,  in  fact,  thereby  actually 
has  an  incentive  to  induce  lower  stock 
prices.  And  this  from  our  best  talent! 
Other  than  selling  our  shares  in  protest, 
often  at  severely  depressed  prices,  we 
shareholders  don't  have  many,  uh, 
options  to  express  our  ire. 

HERBERT  W.  ZIMMERMAN 
Lancaster,  Pa. 

Arbitrary  Judgments 

I  write  in  response  to  "Here  Come  Da 
Judge"  (Dec.  9,  2002,  p.  60).  Unfortu- 
nately too  many  lawyers,  being  lawyers, 
cannot  resist  the  temptation  to  drag 
almost  the  entire  legal  system,  with  all 
its  expensive  pretrial  discovery  and 
other  procedural  aspects,  into  the  agree- 
ments they  draft  to  arbitrate  future  dis- 
putes. If  only  they  would  be  satisfied  to 
include  the  adoption  of  the  applicable 
rules  of  one  of  the  many  nonprofit 
organizations  without  adding  big  hunks 
of  the  U.S.  Federal  Rules  of  Civil  Proce- 
dure into  their  written  arbitration 
agreements,  no  basis  for  whining  would 
exist.  The  problem  lies  not  with  arbitra- 
tion, or  the  arbitrators  the  parties  select, 
but  rather  with  lack  of  adequate  knowl- 
edge of  lawyers  who  prepare  compul- 
sory labor  arbitration  agreements. 

FRANK  W.  SWACKER 
St.  Petersburg,  Fla. 

Greater  Access 

The  effort  to  bring  a  national  museum 
of  sports  to  New  York  City,  described  in 
"Brushback  Pitch"  (Dec.  9,  2002,  p.  62), 
was  founded  first  and  foremost  to  serve 
minority  and  international  visitors 
unable  to  reach  the  National  Baseball 
and  Pro  Football  Halls  of  Fame.  Your 
reference  to  serving  fans  "who  don't 
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Modern  Medicine 

"85  Innovations"  (Dec  23,  2002, 
p.  124)  was  an  eye-opener.  I 
would  like  to  add  number  86.  No 
one  can  deny  that  the  7  drugs  you 
included  among  the  85  are  all 
great  breakthroughs.  The  pill, 
penicillin,  Thorazine,  protease 
inhibitors,  Prozac,  Mevacor  and 
Viagra  altered  life  spans  or  greatly 
improved  lives.  Notably,  all  these 
drugs  are  available  only  by  pre- 
scription or  in  a  doctor's  office. 
Another  miracle  drug,  Tylenol, 
available  everywhere  to  everyone 
since  1961,  is  probably  taken  by 
more  people  worldwide  than  all 
of  the  other  drugs  on  the  list  of 
85  combined.  Mothers  of  infants, 
pregnant  women,  young  chil- 
dren, arthritis  sufferers,  athletes, 
presidents  and  many  others  use 
Tylenol  every  day  to  get  through 
the  day. 

FRED  WALKER 
Philadelphia,  Pa. 


own  cars"  doesn't  adequately  reflect  t 
key  issue — that  most  sports  fans 
color,  or  fi-om  other  nations,  are  simp 
unable  to  visit  Cooperstown  or  Cantc 
Statistics  obtained  through  the  St£ 
University  of  New  York  at  Oneonta,  I 
example,  show  that  visitation  to  t 
Baseball  Hall  of  Fame  in  Coopersto\ 
is  likely  less  than  2%  African -Americ 
and  less  than  2%  Hispanic. 

PHILIP  SCHWA 
New  York,  N 
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It's  all  the 
computers  you  need. 

Introducing  one  computer  that  works  like  more 

than  one:  the  Compaq  Tablet  PC.  Connect 
it  to  its  optional  dock  and  it's  a  desktop.  Attach 

the  included  keyboard  and  it's  ready  to  go  as 

a  laptop.  Or  write  right  on  the  screen  and  you  can 

create  editable  documents  without  a  keyboard 

at  all.  To  find  out  how  $1,699'  can  get  you  the 

computer  that  adapts  to  your  work  environment,  call 

1-800-888-8129  or  visit  www.compaq.com/tabletpc/ad. 

When  it  really  matters,  choose  Compaq. 

Tfie  Conipoq  Tablet  PC. 
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COMPAa 


HP  recommends  AAicros6frWthdow£''XP 
Professional  for  Mobile  Computing. 
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ail  price.  Actual  prices  may  vary.  Shipping, 
ig  and  taxes  not  included.  Docl<ing  station 
-parately.  Microsoft®  and  Windows®  are 
gistered  trademarks  of  Microsoft  Corp. 


Sotheby's 


January  Auctions  &  Exhibitions 
Old  Master  Paintings  &  Drawings 

Old  Master  Drawings 

Auction:  January  21 
Exhibition;  January  17-20 

Important  Old  Master  Paintings  & 
European  Works  of  Art 

Auction:  January  23 
Exhibition:  January  18-22 

Shown  Above 

Alessandfo  Di  Mariano  Filipepi.  called  Sandro  Botticelli 

Profile  Portrait  of  a  Woman  (detail!  tempera  on  panel 

19  'A  by  14  in      Estimate  $3,000,000-5.000.000 

Americana  Week 

Important  Americana,  including 

Furniture  &  Folk  Art,  Silver, 

Porcelain  and  Prints 

Auction:  January  16,  17  &  19 
Exhibition:  January  11-18 

Property  from  a  Private  Collection 

Auction:  January  18 
Exhibition:  January  11-16 

Sinking  Springs  Farms: 
The  Appell  Family  Collection 

Auction:  January  18 
Exhibition:  January  11-16 

"To  Arms!" 

The  William  H.  Guthman 

Private  Collection  of  American 

Militia  Accoutrements 

Auction:  January  19 
Exhibition:  January  11-18 


Sotheby's  72  &  York    Fteo  &  open  to  the  public 

Gallery  hours:  Mon  ■  Sal  10  -  5,  Sun  1  -  5 

Exhibitions  close:  1  pm  last  day  of  viewing 

Inquiries  212  606  7010    Catalogues  800  444.3709 

www.sothebys-Com 
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Financial  Instruments 

We  appreciate  the  coverage,  in  "Safe  at 
Any  Speed"  (Dec.  23,  2002,  p.  334),  of 
the  exciting  opportunities  FolioFN  is  tak- 
ing advantage  of  in  the  financial  services 
industry.  You  noted  that  fohos  offer  .a 
complementary  service  to  mutual  funds 
but  concluded  that  FolioFN's  strategic 
plan  for  folios  is  to  "rip  up"  the  mutual 
fund  industry  as  Schwab  did  the  fixed- 
commissions  structure.  In  fact,  our  plan 
is  quite  different.  Funds  are  convenient 
and  tried  and  true.  Funds  also  offer 
diversification  and  investment  manage- 
ment. Folios  offer  these  same  benefits 
and  also  allow  for  tax  efficiency  and  cost 
savings.  The  folio  platform  allows  for  an 
efficient  delivery  of  investment  manage- 
ment and,  in  fact,  uses  mutual  funds  in 
doing  so.  We  are  pleased  to  be  working 
with  some  highly  respected  mutual  fund 
companies  that  are  managing  and  selling 
offerings,  including  their  funds,  through 
our  platform. 

STEVEN  M.H.  WALLMAN 

Chief  Executive,  FolioFN 

Vienna,  Va. 

Remote  Control 

I  write  in  response  to  "Do  you  TiVo?" 
(Nov.  25, 2002,  p.  54).  Rather  than  market 
TiVo  as  a  glorified  VCR  to  the  main- 
stream. Chief  Executive  Michael  Ramsay 
should  have  marketed  the  big  social 
impact  of  this  revolutionary  home  enter- 
tainment piece  that  truly  changes  peo- 
ple's behavior.  His  slogan  could  have 
been:  "You  control  your  TV,  it  does  not 
control  you."  But  despite  major  wasted 
budgets  and  poor  commimication  of  the 
core  concept,  I  would  still  bet  on  TiVo 
rather  than  emerging  competition.  "I 
TiVo'd  it"  has  become  part  of  the  popular 
culture,  and  that  is  the  most  important 
brand  asset  you  can  have. 

ALEX  WIPPERFURTH 
San  Francisco,  Calif. 

Bidding  Process 

I  read  "The  Diversity  Game"  (Dec.  9, 
2002,  p.  140)  with  interest.  It's  unfortu- 
nate that  a  program  such  as  8(a)  is  sub- 
ject to  such  abuse.  I  manage  a  small  dis- 
abled-veteran-owned business  and  think 
you  should  know  that,  despite  the  abuse 
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depicted  in  this  story,  if  it  were  not  f 
programs  such  as  8(a)  and  the  Disabli 
Veteran  Business  Enterprise,  small  cor 
'  panics  like  mine  would  never  have  a  se 
at  the  government  contracting  tabl 
Your  story  reflects  more  on  the  power 
large  incumbent  contractors  (such 
Lockheed  Martin)  and  insiders,  not  tl 
merits  (or  lack  thereof)  of  the  8( 
program.  Large  entrenched  incumbe 
contractors  have  their  claws  so  deep  in 
the  federal  government  that  it  is  a  wo 
der  any  small  businesses  can  ever  cor 
pete  in  this  arena.  The  agencies  ther 
selves  abuse  small  contractors  througli 
practice  whereby  they  invite  smaj 
business  contractors  to  bid  on  contra 
renewals  with  the  full  knowledge  th 
their  only  intention  is  to  award  the  co: 
tract  to  the  existing  incumbent.  For  wh 
it's  worth,  8(a)  and  other  set-aside  pr 
grams  do  help  offset  some  of  tl 
insider/incumbent  abuses. 

JEFF  MINIC 
Roseville,  Cal 

Organic  Farming 

"Fieldwork"  (Nov.  25, 2002,  p.  248)  miss 
the  point  about  the  benefits  of  organ 
farming.  The  pesticides  used  in  convei 
tional  farming  are  heavily  petroleu 
based.  Organic  farming  greatly  minimiz 
our  use  of  petroleum,  reducing  our  d 
mand  for  imported  oil.  Organic  farmii 
also  conserves  the  topsoil,  improving  tl 
carrying  capacity  of  the  soil. 

KEVIN  M.  MURPF 
Oakton,  V 

Corporate  Affairs 

"Corporate  Cover"  (Dec.  9,  2002,  p.  16 
misstated  that  the  first  $50,000  of 
corporation  profits  are  not  taxed.  Tl 
income  is  taxed  at  a  15%  rate.  The  m 
$25,000  of  profits  are  taxed  at  a  25 
rate,  not  15%,  as  the  story  stated.  "Wl 
If  Rates  Spike"  (Dec.  9,  2002,  p.  20 
should  have  stated  that  Raytheoi 
8.25%  preferred  converts  to  stock 
May  2004,  not  2006.  mi 
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Enterprise  Security  by  Symant 

ietmrks  secured.  Vulnerabilities  detected.  AttM^^StKK/^^woris  saved.  Peace  of  mind  restored.  Symantec 
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Just  when  you  think  there  isn't  another  way 
to  look  at  something,  we  show  up.  At cargi,  we ve 

been  in  the  food  and  nutrition  business  for  more  than  a  century.  But  that  doesn't  stop 
us  from  developing  innovative  ideas.  Looking  at  products  from  a  new  angle  and  finding 
distinctive  ways  to  create  value  for  our  customers  is  what  we  do  best.  So  if  you're 
looking  for  someone  who  brings  a  new  perspective  to  the  table,  look  to  Cargill— where 
nourishing  people  begins  with  nourishing  ideas. 


CargiU 


Nourishing  Ideas. 
Nourisiiing  Peopled 


www.carg  ill.  conn 
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Unconventional  Agenda 


DENT  BUSH'S  NEW  ECONOMIC  TEAM  MUST  ADDRESS 
onusual  areas:  monetary  policy,  telecommunications  regu- 
and  the  International  Monetary  Fund. 
Since  the  late  1990s  the  Federal  Reserve  has  inadvertently 
le  U.S.  in  a  mild  deflation.  Because  we've  not  experienced 
ion  for  any  length  of  time  in  decades,  we  haven't  been 
rly  diagnosing  the  symptoms  or  the  disease.  Deflation 
i  downward  pressure  on  prices,  which  is  why  we  keep  hear- 
at  corporations  lack  "pricing  power." 
>an  has  shown,  lowering  interest  rates 
't  necessarily  ease  money;  the  money 
y  must  be  sufficiently  increased  to 
market  demand.  The  economy  will 
if  it  doesn't  have  sufficient  liquidity, 
midsize  and  small  businesses  in 
.8.  have  undergone  a  credit  crunch, 
nodity  prices,  particularly  the  price 
lid  (the  most  sensitive  monetary 
;ther),  indicate  that  our  central  bank 
fgun  to  get  its  monetary  act  together, 
langer  is  that  Greenspan  &  Co.  may 
icenly  tighten  money  again  as  the  economy  recovers. 
Another  critical  area  needing  White  House  intervention  is 
ifolding  disaster  in  telecommunications.  Scores  of  bank- 
:ompanies  have  cost  investors  some  $1  trillion  in  equity 
Moreover,  the  malaise  threatens  to  engulf  the  entire  sector. 
le  root  of  this  evil  is  the  way  the  Federal  Communications 
nission  has  carried  out  the  1996  Telecommunications  Act.  In 
ime  of  deregulation  and  competition,  the  FCC  has  behaved 


IMF-caused  Turkish  distress  led  to  rise  of 
pro-Muslim  party,  whose  leader,  Tayyip 
Erdogan,  recently  met  with  President  Bush 


like  old-style  Soviet  commissars.  The  number  of  regulatory  pages 
the  FCC  issues  yearly  has  almost  tripled  since  the  act  went  into 
effect.  The  agency's  most  destructive  move  has  been  to  mandate 
that  local  Bell  companies  such  as  Verizon  must  lease  their  facilities  to 
competitors  at  below-market  prices.  Result:  Investment  by  the  local 
Bells  has  lagged;  hence,  fiber-optic  highways  have  not  been  con- 
nected to  most  homes  and  small  offices.  People  must  contend  with 
getting  50,000  bits  per  second  instead  of  the  millions  or  billions  that 
fiber  could  provide.  The  FCC  ignores  the  fact 
that  the  Baby  Bells'  local  telephone  services 
face  plenty  of  competition  from  the  providers 
of  cable,  satellite  and  wireless  services. 

The  new  principle  should  be  simple:  If 
you  build  a  facility,  you  get  to  use  it,  not 
your  competitors.  Another  telecom  reform: 
End  the  uncertainty  over  spectrum  auc- 
tions. (At  one  recent  auction,  providers  bid 
$16  billion.  Now,  however,  they  can't  use 
the  spectrum  because  of  legal  hassles  from 
the  FCC.  The  FCC  should  tell  the  bidders 
that  they're  off  the  hook.) 
•  The  IMF,  with  its  lethal  prescriptions  of  devaluing  curren- 
cies and  raising  taxes,  continues  to  wreak  havoc  around  the  devel- 
oping world.  Turkey — critical  because  it  is  a  pro-American,  secu- 
lar Muslim  nation  whose  help  we  need  in  the  war  on  terror — is 
writhing  under  the  IMF's  economic  treatments.  So  is  Brazil. 

Facing  a  major  tax-cut  battle,  incoming  Treasury  chief  John 
Snow  and  his  colleagues  must  avoid  being  blindsided  by  these 
other  issues. 


Better  Economic  Times  Ahead 


.E  WILL  BEGIN  TO  FEEL  THE  EFFECTS  OF  A  BETTER  ECON 
his  year.  Key  to  recovery  is  resolving  the  Iraq  crisis,  which 
ippen  sooner  rather  than  later,  and  getting  a  muscular  tax 
acted,  which  will  happen  by  summertime, 
le  business  portents  are  positive.  Operating  profits  are 
ng;  corporate  cost-cutting,  though  painful,  is  succeeding, 
ictivity  is  growing  impressively.  Most  high-tech  startups 
d  out,  but  advances  in  technology  have  been  a  boon  for 
ncy,  which  will  ultimately  mean  better-paying  jobs  and  a 
r  standard  of  living.  Battered  high-tech  sectors,  such  as 
onductors,  are  also  stirring.  And  stocks  will  syrge  when 
m  Hussein  is  finally  sent  to  "paradise." 
ith  his  new  economic  team  and  firm  GOP  congressional 
)1,  President  Bush  can  push  fresh,  bold  economic  reforms, 
ould  go  for  scrapping  our  horrific  tax  code  and  replacing 


it  with  a  simple  flat  tax.  As  Apr.  15  approaches,  public  support 
wOl  grow  exponentially.  The  White  House  should,  at  the  mini- 
mum, push  for  sweeping  tax  reductions  in  capital  gains,  per- 
sonal income  and  corporate  profits. 

The  White  House  also  has  a  unique  opportunity  to  push  for 
significant  tort  reform,  personal  retirement  accounts  to  supple- 
ment Social  Security,  overhauling  our  destructive  regulation  of 
telecommunications  and  giving  patients  more  control  over  their 
health  care  dollars.  The  IMF  must  also  be  drastically  changed. 

The  rest  of  the  world  badly  needs  a  revitalized  U.S.  economy. 
Europe  is  dead  in  the  water,  as  France  and  Germany  refuse  to  fix  sti- 
fling tax  and  labor  codes.  Latin  America  is  in  serious  trouble,  in  no 
small  part  because  of  the  IMF's  kiUer  prescription  of  high  taxes  and 
debased  currencies.  And  Japan  is  still  in  a  deadly  deflationary  de- 
scent because  its  central  bank  stubbornly  refuses  to  genuinely  ease. 
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FACT  AND  COMMENT 


More  Expenses  for  Fund  Investors 


IN  THE  NAME  OF  CORPORATE  GOVERNANCE  REFORM,  THE 
Securities  &  Exchange  Commission  wants  to  require  mutual 
funds  to  make  public  how  they  vote  their  proxy  statements  for  the 
companies  whose  shares  they  hold.  Thus  would  be  revealed  the 
way  in  which  these  institutional  investors,  now  the  custodians  of 
$6  trillion  of  our  assets,  throw  around  their  considerable  weight 
vis-a-vis  takeover  attempts,  shareholder  initiatives  and  selecting 
boards  of  directors  and  corporate  auditors.  The  industry  is  fijri- 
ously  fighting  this  idea.  But  it's  a  rearguard  action.  Sooner  rather 
than  later  this  information  will  become  part  of  the  public  domain. 
Mutual  fund  biggies  believe,  not  without  merit,  that  the 


information  will  be  a  constant  source  of  mischief,  particularly 
providing  fodder  for  trial  lawT^ers.  Did  Fidelity  vote  to  reta 
Arthur  Andersen  as  the  accountant  for  Enron?  Lawsuit.  Did  Va 
guard  ever  vote  affirmatively  for  WorldCom's  directors?  Lawsu 

Advocates  of  the  change  say  fund  managers  will  becon 
more  vigilant  in  fighting  corporate  abuses.  But  that's  alrea( 
happening.  What  the  change  will  engender  is  higher  fees  f 
investors  as  fund  managers  devote  more  resources  to  legal  bi 
and  fending  off  pressure  groups. 

All  of  which  underscores  the  need  for  curbing  the  pillagin 
justice-poOuting,  locust-like  practices  of  trial  lawyers. 


Soft  Voice  That  Carries  a  Big  Stick 


WITH  THE  ADVENT  OF  THE  NEW  YEAR,  ROBERT  BARTLEY  HAS 
officially  stepped  down  as  editor  of  the  Wall  Street  Journal.  Few 
individuals  can  match  his  positive  impact  on  public  policy  over 
the  last  three  decades. 

Bob  was  an  early,  vigorous  proponent  of  Ronald  Reagan's  tax 
cuts  that  would  dramatically  turn  around  the 
then-stagnant  American  economy  and  give  us 
the  fuel  for  an  extraordinary  20-year  run  of 
prosperity.  The  high-tech  revolution  owes 
much  to  Bob — he  was  a  most  effective  advocate 
of  the  1978  Steiger  Amendment,  which  almost 
halved  the  capital  gains  tax.  That  unexpected 
reduction  gave  birth  to  new  waves  of  venture 
capital,  without  which  the  advances  of  the  1980s 
and  1990s  would  not  have  been  possible — or 
would  have  come  a  generation  or  two  later.  Bob 


Bartley  is  a  never-ending  source  of 
wisdom  to  many,  including  yours  truly 


has  also  been  a  constant  supporter  of  a  strong  national  defense. 

There  has  hardly  been  a  needed  or  proposed  change  during  tl 
last  25  years  for  which  Bartley  hasn't  been  a  leader:  school  choic 
tort  reform,  moratoriums  on  onerous  hiternet  taxes,  the  line-ite 
veto,  missile  defense.  He  has  been  relendess  in  exposing  the  foolisi 
ness  of  the  global  warming  hysteria  and  tl 
imbecility  of  so-called  campaign  fman 
reform.  And  Bob  has  been  a  nemesis  of  judia 
activists  who  think  liberal  judges,  not  elect( 
representatives,  should  make  law.  The  Clintc 
White  House  regarded  Bartley  as  nothing  le 
than  the  "Great  Satan"  for  his  dogged  exposu 
of  the  First  Couple's  scandalous  behavior. 

Fortunately,  Bob's  voice  has  not  be< 
stilled.  He  will  continue  to  write  his  week 
Wall  Street  Journal  column. 


Riveting  Reads 


The  Last  Jihad — ^by  Joel  C.  Rosenberg  (Forge,  $24.95).  Imagine  a  cri- 
sis of  Cuban-missile-like  magnitude  but  substitute  Iraq  for  the  Soviet 
Union  and  a  desperate,  who-gives-a-damn,  no-way-will-he-blink 
Saddam  Hussein  for  Nikita  Khrushchev,  and  you  have  the  ingredi- 
ents for  a  gripping  humdinger  of  a  story.  Rosenberg,  a 
communications  strategist  who  worked  on  my 
presidential  campaigns,  mixes  these  ingredi- 
ents expertly.  He  began  writing  this  novel 
months  before  Sept.  1 1,  opening  with  Arab  ter- 
rorists flying  a  hijacked  plane  on  a  kamikaze  mis- 
sion into  a  U.S.  city.  Talk  about  eerie  prescience. 

On  the  lighter  side,  I  naturally  noted,  approv 
ingly,  that  the  book's  U.S.  President  is  an  advocate 
of  the  flat  tax  and  the  protagonist,  Jon  Bennett, 
dreams  of  becoming  "a  billionaire  on  The  Forbes  400  list." 
Excerpt  "Colonel  Shastak,"  the  general  shouted.  "Present  yourself." 

The  commander  stood,  stiff,  straight,  and  proud.  Tlie  general  woi 
calling  upon  him.  He  would  do  his  country  proud.  He  would  not  fail. 

The  general  drew  his  .45  caliber  gold-plated  side  arm — a  gift 
just  a  year  ago  from  His  Excellency — and  aimed  it  at  Colonel  Shas- 
tak's  face,  no  more  tlian  four  feet  in  frotit  of  him.  The  man's  eyes 
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widened — then  exploded  in  a  cloud  of  blood  and  smoke. 
No  Way  to  Treat  a  First  Lady— (Random  House,  $24.95).  Tl 
novel  by  Forbes  FYI  editor  and  supreme  satirist  Christoph 
Buckley  will  give  your  tummy  muscles  a  more  effective  worko 
than  those  gadgets  endlessly  touted  on  1 
infomercials.  Every  page  will  have  you  guffa' 
ing.  The  plot  is  pure  Buckley:  The  First  La 
clocks  the  President  on  the  head  with  a  Pa 
Revere  silver  spittoon  when  he  tries  to  sne 
back  into  their  bed  after  a  late-night  tryst  in  t 
Lincoln  Bedroom.  She  soon  finds  herself  < 
trial  for  assassinating  the  nation's  Comma 
der-in-Chief.  This  masterpiece  should  ea 
Buckley  a  lifetime  pass  to  said  bedroom. 
When  you  start  to  read  this  book,  give  fair  warning  to  ai 
one  in  the  vicinity  to  expect  a  perfect  storm  of  roaring  from  y< 
Excerpt  "By  the  way,  I  want  you  in  black  for  the  trial." 
"Isn't  that  a  bit  obvious?" 

Boyce  shrugged,  "I'm  not  saying  wear  a  burqa.  Look,  m 
women  in  New  York  wear  black,  and  they  only  dream  about  kill 
their  husbands." 


American  Persistence 


Out  process  is  consistent  and  repeatable.  teams  to  find  the  undervalued  opportunities  in  the 


;f  only  your  swing  were  that  way. 


marketplace.  The  results  speak  for  themselves.  If 


\fter  30  years  of  managing  fixed-income  investments,  only  there 


>ur  method  for  analyzing  bonds  is  dialed  in.  Consistent  were  a  tour 


ind  repeatable,  it's  a  rigorous  screening  process  for  bond 


hat  is  designed  to  allow  our  portfolio-management  investing. 


Overall  Morningstar  Ratings'" 

Ginnie  Mae 

•  ••• 

Inflation-Adjusted  Bond 

•  •••• 

Tax-Free  Bond 

*••• 

Vera/;  Momingslttr  Ratings"  as  of  10/3V02.  Ginnie  Mae  and  Inflation-Adjusted  Bond  funds  rated  for  the  overall  period  among  274  Inlennediale  Government  bond 

mds.  Tax-Free  Bond  fund  rated  fi)r  tlie  overall  period  among  W  Muni  National  Interm  bond  funds.  Past  performance  is  no  guarantee  of  future  results. 

rt'estment  returns  and  principal  values  may  fluctuate  and  redemption  value  may  be  more  or  less  than  original  cost. 

or  the  most  current  performance  information,  please  call  its  or  visit  our  Web  site. 

}r  each  fund  with  at  least  a  3-year  history.  Morningstar  cakulales  a  Morningstar  Rating^  based  on  a  Morningstar  Risk-Adjusted  Return  measure  llial  accounts  for 

iriation  m  a  fund's  monthly  performance  (including  the  effects  of  sales  charges,  loads  and  redemption  fees),  placing  more  emphasis  on  downward  variations  and 

■warding  consistent  performance  Vie  top  10%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5% 

■ceive  2  stars  andtlie  bottom  10%,  receive  1  star  (Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately,  which  may  cause  slight  variations 

'  tlie  dL<tnbiitwn  percentages.)  Vie  Ch'erall  Morningstar  Rating  for  a  fund  is  derived  from  a  weighted  average  of  the  performance  figures  associated  ivith  its  3-,  5-  and 

)-year  (if  applicable)  Morningstar  Rating  metncs.  Vie  finds  liad  the  fallmoing  ratings  for  the  3-,  5-  and  lO-i/ear  periods,  respectively  Ginnie  Mae  3, 3, 4  out  of  274. 240. 

)2  Intermediate  Govemnwnl  bond  funds.  Inflation-Adjusted  Bond  4, 5,  NA  out  of  274,  240,  NA  Intcrmedialc  Government  bond  funds.  Tax-Free  Bond  4, 5, 4  out  of  131 

7,40  Muni  National  Interm  bondfutuLs.  Morningstar  Rating  is  for  the  investor  share  class  only:  other  classi's  may  have  different  performance  characteristics 

lease  call  1-877-44-AMCEN  or  visit  ivTmv.americancentury.com  to  obtain  a  prospectus  with  more  complete  information,  including  charges,  expenses  and 

•.inimums.  Be  sure  to  read  it  carefully  before  you  invest  or  send  money. 

merican  Century  Investment  Services.  Inc.  &  2002  American  Century  Sen'ices  Corporation 
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Century. 

Investment  Managers 


OTHER  COMMENTS 


The  nation's  honor  is  dearer  than  the  nation's  comfort; 
yes,  than  the  nation's  life  itself.  * 

— WOODROW  WILSON 


The  Lesser  Evil  As  the  critics  [of  President  Bush's 
policy  toward  Iraq]  continually  emphasize,  does  violence  really 
solve  problems?  Actually,  yes.  Violence  helped  to  end  the  regimes 
of  Adolf  Hitler  and  Benito  Mussolini.  The  atomic  bombs  the 
United  States  dropped  on  Hiroshima  and  Nagasaki,  however 
controversial  their  use,  solved  the  big  problem  of  an  unyielding 
Japan.  Violence  proved  equally  effective  against  the  Taliban. 

"You  can't  impose  democracy  at  the  point  of  a  bayonet"  is 
another  shibboleth.  At  the  end  of  World  War  II,  America  im- 
posed democracy  in  just  that  manner  on  Japan  and  Germany, 
and  the  result  has  proved  resoundingly  successful  in  both  coun- 
tries. The  problem  with  critics  of  U.S.  force  is  that  they  are  never 
willing  to  give  bayonets  a  chance. 

— DINESH  D'SOUZA,  Hoover  Institution,  USA  Today 

Growing  the  Economy  just  ten  months  ago,  the 

Dow  was  above  10,500.  It  reached  that  level  after  an  impressive 
rally  that  began  right  after  President  Bush's  post-9/11  speech. 
Despite  the  Enron  bankruptcy  and  the  shredding  of  documents 
by  Arthur  Andersen,  the  market  rose  continually  for  six  months. 
While  the  whole  world  seemed  to  think  corporate  scandals  were 
scaring  away  investors,  the  market  kept  rising.  It  was  not  untU 
mid-March  2002  when  things  started  to  faU  apart.  Why?  Eco- 
nomic policies  turned  decidedly  negative.  This  is  why  the 
replacements  for  Lindsey  and  O'Neill  are  so  important.  A  strong 
free-market  team  can  articulate  the  need  for  immediate  tax 
relief,  the  necessity  of  reforming  the  tax  code,  the  benefits  of 
private  accounts  for  social  security,  the  need  for  tort  reform  and 
the  power  of  free  trade. 


m^'x^'-jio, 


"Cr^me  brulee  means  a  day's  work  for  you. 
For  me  duck  a  I'orange  is  a  lifetime  commitment' 


Long-term  economic  growth  depends  on  the  success  of  e< 
nomic  policy.  The  most  important  thing  for  the  new  [Bi 
economic]  team  to  understand  is  that  the  Investor  Class  and  1 
markets  are  their  report  card.  If  they  want  "A's,"  they  need 
push  policies  to  boost  investment,  innovation  and  creativity. 

—BRIAN  S.  WESBURY,  chief  econom 
Griffin,  Kubik,  Stephens  &  Thomps 

Reviewing  the  Facts  it  is  often  wonderftii  how  pi 

ting  down  on  paper  a  clear  statement  of  a  case  helps  one  to  s 
not  perhaps  the  way  out,  but  the  way  in. 

— A.C.  BENS( 

Putting  on  Airs  The  typical  FCC  reaction  to  a  loss 
court  is  months  of  denial  followed  by  years  of  appeal.  Af 
receiving  an  adverse  opinion,  rarely  does  the  FCC  offer  the  coi 
an  apology  to  the  wronged  parties  and  offer  to  correct  all  de 
ciencies  within  90  days.  To  most  Americans,  justice  delayed 
justice  denied,  and  to  any  telecom  company,  justice  and  regu 
tion  are  complete  strangers. 

The  disdain  with  which  the  FCC  has  historically  held  cou 
has  been  all  too  requited  in  recent  years  when  the  agency  seei 
to  have  lost  a  majority  of  its  major  court  battles.  A  baseball  i 
star  may  only  hope  to  have  a  batting  average  of  .400  combin 
with  a  belligerent  attitude  toward  umpires,  but  these  attribu 
are  not  the  worthy  aspirations  of  a  federal  regulatory  agency. 
—HAROLD  FURCHTGOTT-ROTH,  American  Enterpr 
Institute,  former  FCC  commissioi 

Point  of  No  Return  "The  Mossad  analysts  and  th 
military  intel  guys  agree:  Saddam  Hussein  wouldn't  play  l 
with  just  one  nuke.  He  has  more  and  he's  prepared  to  use  'em 
lose  'em — and  not  just  against  Tel  Aviv  but  against  Washingi 
and  New  York  if  he  has  the  chance,"  said  Mitchell. 

"So  what's  Modine  want?"  the  President  asked  again. 

"It's  not  just  Modine,  sir.  The  entire  Israeli  Security  Cabi 
just  voted  in  emergency  session.  Sir,  we've  got  one  hour.  Eit 
we  go  nuclear  against  Baghdad..." 

"Or  what?"  the  President  asked,  his  eyes  as  bloodshot  i 
weary  and  anxious  as  Bennett  had  ever  seen  them. 

"Either  we  go  nuclear,  or  Israel  does." 

—The  Last  Jihad,  by  JOEL  C.  ROSENBI 

Keeping  Your  Word  Giving  yourself  your  wok 
do  something  ought  to  be  no  less  sacred  than  giving  your  w 
to  others. 

-ANDRE  GIDE 
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You  can't  always  control 

how  they  use  office  supplies, 

but  you  can  control 
overall  costs. 


411^ 


.^<    \ 


Here's  a  wake-up  call:  While  office  products  are  typically  12%  of 

supply  budgets,  they  can  account  for  70%  of  transactions.  That  takes  a  lot 

of  your  associates'  time.  And  up  to  half  of  their  purchases  may  cost 

15%  more  than  you  expected.  Boise  Office  Solui:lons  can  help.  Our  unique 

Customer  Insight  Reports^""  show  you  who's  ordering  what,  when  and 

how.  So  you  can  really  control  expenditures.  And  our  easy,  personalized 

ordering  system  saves  valuable  time.  For  eye-opening  proof  on  how  we 

can  save  you  money,  call  1-888-B0ISE-88.  It  couldn't  be  easier. 


Office  Solutions 


OFFICE   PRODUCTS  •  TECHNOLOGY  •  FURNITURE  •  OFFICE   PAPERS 


Exactly  where  would 
you  like  our  chauffeur 


to  pick  you  up 


? 


When  you  fly  First  Class  or  Golden  Club  Class  with  us  from  New  York  or  Los  Angeles,  we'll  have  a  chauffeur  driven  sedan  pick  you  up  w^ 
you  leave.  And  waiting  for  you  when  you  return.  This  service  extends  to  any  point  within  a  40  mile  radius  of  the  airport.  It's  our  way  of  ensur 
you  have  a  smoother,  faster,  more  comfortable  flight.  Even  before  you  get  on  the  flight.  Malaysia  Airlines.  Going  beyond  expectatio 


'MiftUMM 


for  reservations,  please  call  Malaysia  Airlines  Premier  Desk  at  1  888  627  8477,  your  travel  agent  or  log  on  to  www  malaysiaairlines  com  Terms  and  conditions  apply 


jURRENT  EVENTS 

Paul  Johnson 


] 


Wanted:  A  New  Breed  of  American  Hero 


IVHAT  HAS  HAPPENED  TO  THE  HERO?  I  AM  PROMPTED  TO  ASK 
this  question  because  of  the  current  fuss  in  London  over  Lord 
Jyron — an  exhibition  at  the  National  Portrait  Gallery,  a  block- 
)uster  of  a  new  biography,  TV  programs  and  newspaper  articles. 

George  Gordon  Byron,  6th  Baron  Byron,  was  certainly  a  hero. 
ie  became  a  national  figure  overnight,  when  the  first  two  cantos  of 
lis  poetic  semiautobiography,  "Childe  Harold's  Pilgrimage,"  were 
published  in  1812.  As  he  put  it:  "I  awoke  one  morning  and  found 
myself  famous."  Handsome  and  pleasure-seeking,  Byron  became 
femous  again  for  his  tempestuous  love  affairs,  then  notorious  when 
his  brief  marriage  broke  down  in  1816,  amid  dark  accusations  of 
sodomy  and  incest.  He  fled  to  the  Continent,  never  to  return — the 
pattern  for  all  the  other  "romantic  exiles"  who  were  to  follow. 

Finally,  Byron  sacrificed  his  life  for  liberty  when  he  financed 
an  expedition  to  help  the  Greeks  secure  independence  from  the 
Turks.  Still  in  his  thirties,  he  died  of  a  fever  near  the  battlefield  in 
1824.  Though  his  religion  was  closer  to  that  of  the  ancient 
Greeks  than  to  Christianity,  Byron  was  the  prototype  of  the 
modern  crusader  against  the  intolerance  of  Islam. 

His  was  an  age  of  heroes,  led  by  England's  Admiral  Nelson, 
who  died  in  the  moment  of  victory  at  the  Batde  of  Trafalgar  in 
1805.  France  had  Napoleon  and  his  marshals;  Prussia  had  Mar- 
shal Bliicher;  and  Russia  had  its  equivalent  of  Byron  in  the  poet 
Pushkin,  who  was  killed  in  a  duel  over  a  woman.  America  also 
had  its  heroes — above  all  others,  George  Washington,  the  soldier- 
statesman  par  excellence,  whose  devotion  to  the  U.S.  Constitu- 
tion and  whose  self-restraint  and  modesty  were  in  such  splendid 
contrast  to  the  dictatorship  of  the  self-glorifying  Napoleon. 

But  the  U.S.  also  produced  Stephen  Decatur,  a  crusader  of  its 
own  in  the  continuing  war  against  the  pirate-terrorist  states  of  North 
Africa:  Algiers,  Tunis  and  Tripoli.  In  the  first  quarter  of  the  1 9th  cen- 
tury Decatur  was  the  outstanding  commander  in  America's  deter- 
mined and  successful  campaign  against  Islamic  piracy.  The  Euro- 
pean powers,  even  England,  were  prepared  to  pay  ransom  money  to 
these  pirates,  refusing  to  take  effective  action  against  them.  The  U.S., 
through  Decatur,  led  the  way  on  behalf  of  the  civilized  world.  Even- 
tually England  followed  suit  with  its  own  naval  expedition,  and  in 
830  France  finally  put  an  end  to  the  problem  by  occupying  Algeria. 

Today  America  is  once  again  taking  the  lead  in  upholding  civi- 
lized values,  the  concept  of  international  law  and  the  sanctity  of 
human  life  in  the  face  of  a  terrorist  threat.  But  where  are  the  heroes? 

Most  heroes  are  the  product  of  war;  however,  recent  wars  have 
failed  to  supply  them.  The  1991  Gulf  war  gave  US' a  heroic-seeming 
commander  in  "Stormin'  Norman"  Schwarzkopf,  whose  robust 


personality  appealed  to  TV  viewers  watching  his  daily  media-brief- 
ings. But  one  of  the  disadvantages  of  high-tech  warfare  is  its  inabil- 
ity to  focus  on  actual  battlefield  combatants.  Using  smart  bombs, 
rockets  and  missiles,  the  heavy  punchers  in  a  modern  war  rarely 
see  their  targets.  There  is  something  distinctly  nonheroic  about 
pressing  buttons  that  release  enormous  destructive  power  while 
remaining  out  of  the  range  of  retribution.  But  the  terrorist 
enemy — while  ruthless,  cruel,  deluded  and  hatefiil — certainly  takes 
risks.  The  suicide  bomber  gives  his  life.  Osama  bin  Laden,  if  still 
alive,  is  a  hunted  fugitive  who  has  managed  to  escape  the  world's 
most  powerfiil  armed  forces,  which  has  lent  him  a  certain  glamour. 
Whether  we  like  it  or  not,  bin  Laden  is  a  hero  to  many  millions 
of  Muslims.  Suicide  bombers  appeal  to  Islamic  youth  and  inspire 
hundreds  to  follow  them.  And,  of  course,  Muslims  are  taught  the 
story  of  David  and  Goliath,  just  as  we  and  the  IsraeUs  are. 

The  Moral  Problem  of  Low-Risk  Combat 

The  aim  ot  weapons  designers  today  is  to  minimize  the  risk  to  our 
soldiers,  keeping  casualties  as  few  as  possible.  Currently  Boeing  is 
producing  thousands  of  kits  that  will  turn  conventional  bombs 
into  smart  bombs,  alleviating  the  need  for  pilots  to  fly  in  close  to 
their  targets.  Nearing  production  are  General  Dynamics'  robotic 
armored  vehicles  that  advance  through  almost  any  kind  of  terrain 
at  1 5  to  20mph  to  kill  the  enemy  with  virtually  no  risk  to  the  sol- 
diers directing  them  from  afar.  The  goal  is  to  reduce  infantry  units 
by  about  one-third  to  270  soldiers  and  140  robots,  thus  cutting 
likely  casualties  by  two-thirds.  Future  combat  soldiers  will  them- 
selves carry  a  good  deal  of  lightweight  gear  that  will  enable  them 
to  hit  the  enemy  ft'om  long  ranges  with  devastating  power 

This  type  of  equipment,  along  with  intensive  training  and 
highly  sophisticated  battlefield  tactics  coordinated  by  the  latest 
communications  technology,  will  aUow  us  to  win  battles  against 
Third  World  aggressors  quickly  and  with  few  casualties.  But  this 
is  not  a  background  from  which  individual  heroes  emerge. 

President  Bush  should  give  careful  thought  to  this  void;  we 
need  heroes  now  as  much  as  we  have  at  any  time  in  the  past. 
Heroes  inspire,  remoralize  and,  not  least,  legitimize  the  war  you  are 
waging.  They  help  us  to  distinguish  between  right  and  wrong  and 
to  discern  the  moral  merits  of  our  cause.  And  they  give  a  human 
dimension  to  the  activity  of  fighting  for  our  beliefs — something 
which,  at  present,  is  being  lost  in  a  maze  of  machinery,  wires  and 
flashing  lights.  There  are  heroes  out  there.  As  the  war  against  ter- 
rorist gangs  and  states  intensifies,  there  will  be  more.  But  we  need 
to  know  about  them — and  the  authorities  need  to  tell  us.  F 
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Paul  Johnson,  eminent  British  historian  and  author:  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and  Ernesto  Zedillo,  director,  Yale  Center  for  the 
Study  of  Globalization,  former  president  of  Mexico,  are  now  periodically  writing  this  column  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger. 
To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Worst  and  Best  Picks 


\MONG  MAJOR  U.S.  MAGAZINES  THE  ONE  YOU  HOLD  COMMANDS 
he  highest  subscription  price.  We  think  our  readers  deserve  a 
jood  return.  Let  me  ask:  Did  you  find  value  in  this  column  dur- 
ng  2002?  I'll  grade  myself  in  a  minute.  But  I  want  your 
Jioughts,  too.  Send  them  to  publisher@forbes.com. 

Bad  news  first.  I  made  lousy  stock  picks  in  2002  and  proved 
igain  why  readers  should  hide  their  wallets  the  instant  I  clear  my 
iiroat  to  talk  about  stocks.  Run  as  fast  as  you  can.  Better  yet, 
urn  to  the  real  money  pros  found  elsewhere  in  this  magazine.  In 
anuary  I  touted  Siebel  Systems  at  19.  It's  now  8.  Then  in  June  I 
pronounced  United  Airlines  cheap  at  a  0.05  price-to-sales  ratio. 
t  was  cheap,  but  I  had  overlooked  UAL's  weak  balance  sheet. 

Now  the  good  news.  This  column  was  the  first  to  smell  rotten 
;ggs  in  the  Bush  economic  team.  I  opined  that  Lawrence  Lind- 
ey  ought  to  be  canned  and  Paul  O'Neill  should  be  dumped  as 
arly  as  April  2  and  luly  23, 2001. 1  kept  up  the  pressure,  calling 
iush's  economic  team  the  "soft  underbelly"  of  his  Administra- 
ion  days  before  the  sacking.  What  tripped  the  alarm?  O'Neill, 
nostly  He  ran  Alcoa  Inc.  just  fine  as  its  CEO  from  1987  to  1999. 
3ut  that  job  seems  to  have  warped  his  economic  view,  which 
jecame  one  of  cartels,  regulation,  managed  trade  and  targeted 
ax  cuts.  O'Neill  is  typical  of  a  certain  Business  Roundtable 
ype — pro-business  yet  anticapitalist.  Call  it  mercantilism,  if  you 
ike;  crony  capitalism,  if  you're  a  cynic. 

This  same  view  was  embraced  by  lohn  Connally  when  he  ran 
br  President  in  1980,  spending  $13  million  and  roping  exactly 
^ne  delegate  to  the  RepubUcan  Convention.  Main  Stre'et  pre- 
erred  Ronald  Reagan.  And  what  Main  Street  wants  now  is  Rea- 
jan  redux:  less  regulation — desperately  needed  in  telecom — and 
ax  cuts  of  the  kind  you  can  bank  on  for  a  decade,  not  a  quarter. 

Another  you-read-it-here-first:  In  January  I  wrote  that  Carly 
-iorina  would  defy  the  odds,  win  the  Hewlett-Packard-Compaq 
nerger  fight  and  go  on  to  make  it  work.  She  has. 

Irony:  Fiorina's  mud  fight  with  Walter  Hewlett  was  the  best 
hing  that  could  have  happened  to  this  rookie  CEO.  It  accelerated 
ler  education  and  toughened  her  up.  Nobody  questions  Fiorina's 
5uts  or  experience  today.  The  tussle  added  three  months  to  the 
nerger  schedule — a  drag  at  the  time,  but  as  HP  insiders  now  say, 
t  gave  them  breathing  room  to  sort  out  operational  details. 

31ue  Skies  in  the  Boonies 

spent  a  few  weeks  in  July  and  August  flying  around  the  U.S.  in 
jny  Cessna  Skyhawk.  Most  of  you  liked  those  columns,  although 
■ome  found  them  self-indulgent.  I  enjoyed  writing  every  one 
ind  will  add  more  in  2003,  Steve  willing. 

As  I  learned  during  these  hops  across  America  during  a  very 
haky  summer,  our  economy  was  in  better  shape  than  most 


thought — underperforming,  yes,  but  okay.  New  York  and  Silicon 
Valley  were  staggering,  but  the  "red  states"  were  pumping  mer- 
rily along.  Wall  Street  and  Stephen  Roach  grimly  awaited  a  con- 
sumer falloff  and  a  double-dip  recession.  But  I  agreed  with  the 
University  of  North  Carolina  economist  James  Smith.  He  said 
the  economy  would  grow  by  just  under  4%  in  the  second  half. 

The  Next  12  Months 

What's  ahead  in  2003?  Too  much  depends  on  Washington,  I  hate 
to  say.  Tax  cuts,  tort  reform  and  telecom  deregulation — if 
passed — would  set  off  a  capital  spending  boom  to  shame  the 
1990s.  Timidity,  on  the  other  hand,  wiU  boost  the  odds  that  we'll 
go  the  way  of  Europe.  China  will  then  take  our  place — not  in 
2003,  of  course.  But  if  President  Bush  doesn't  use  his  political  cap- 
ital to  drive  home  some  big  reforms  soon,  prepare  for  a  long  slide. 

Can  John  Snow,  the  Treasury  Secretary  nominee,  get  the  job 
done?  He  will  sell  the  President's  program  better  than  O'Neill 
did.  But  that  just  reinforces  the  cold  fact  that  success  or  failure 
depends  on  the  President.  At  some  point  George  Bush  will  have 
to  say  "no"  to  the  next  dumb  Karl  Rove  idea.  Remember,  it  was 
political  mastermind  Rove  who  whispered  for  steel  import  quo- 
tas in  2001  (pandering  to  Pennsylvania  and  West  Virginia).  It 
was  Rove  who  urged  the  shameful  $  1 80  billion  farm  subsidy  (to 
help  lohn  Thune  unseat  Tim  Johnson  in  South  Dakota — which 
didn't  happen).  Damaging  stuff. 

As  for  technology,  I  see  a  modest  bump  in  IT  spending.  Today's 
CIO  salutes  his  CFO,  the  house  Scrooge  who  demands  quick  and 
accountable  IT  returns.  I  wish  CFOs  would  go  back  to  designing 
synthetic  leases,  or  whatever  it  is  they  do,  and  leave  tech  spending 
to  nuts  like  us.  But  that  isn't  going  to  happen.  As  long  as  C-suite 
conservatism  holds  sway,  stable  giants  such  as  IBM,  Microsoft, 
Hewlett-Packard,  Intel,  Cisco  and  Dell  will  hold  the  commanding 
heights.  Everybody  else  will  have  to  learn  to  fight  Uke  Navy  Seals. 

We  could  see  big  changes  in  the  way  tech  products  are  priced 
in  2003,  as  vendors  bow  to  the  CFO.  Mighty  IBM  is  attempting  to 
price  IT  services  the  way  water  and  electricity  are — pay  for  what 
you  use.  Further  down  the  food  chain,  RightNow,  a  280- 
employee  firm  in  Bozeman,  Mont.,  seOs  a  Web-hosted  service  for 
customer  management,  but  with  an  old  twist:  Try  before  you  buy. 

One  bright  spot  will  be  Internet  growth.  The  search  site 
Google  is  queued  up  for  a  first-quarter  IPO  off  of  surprisingly 
virile  numbers — some  $300  million  in  2002  sales,  $100  million 
in  profit.  Profit?...  For  an  IPO?...  An  Internet  IPO?  Yep.  AOL's 
troubles  aside,  2003  may  go  down  as  the  year  that  even  a  few 
godforsaken  content  sites  turn  a  profit.  Stay  tuned.  F 
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MAKERS  &.  BREAKERS 

For  more  financial  stats,  go  to  www.forbes.com/makers. 


The  High-End  Goods 

ONCE  TEXAS  OIL  TYCOONS  SHOPPED  THERE  FOR  HIS-AND-HERS 
airplanes.  Today  Burberry  neckties  and  Kate  Spade  bags  are 
more  typical  of  the  offerings.  That  epitome  of  the  luxury 
department  store,  NEIMAN  MARCUS  (31,  NMG.A),  knows  how  to 
attract  the  big  spenders. 

Economic  slowdowns  be  damned — the  well-off  types  aren't 
likely  to  flag  in  their  patronage  of  the  33-store  Dallas-based 
chain,  says  Salomon  Smith  Barney  analyst  Deborah  Weinswig. 

Neiman  Marcus'  performance  in  fall  2002  was  a  major 
exception  to  listless  retail  sales  generally.  In  November  Neiman 
scored  a  strong  5.8%  rise  in  same-store  sales,  compared  with  a 
7%  drop  at  luxury  rival  Saks  Fifth  Avenue.  Helped  by  tighter 
inventory  control,  the  company  had  a  welcome  24%  earnings 
increase  in  the  fiscal  first  quarter  ended  Nov.  2,  to  $29  million  on 


revenue  of  $734  million  (up  8%).  Good  news  after  the  8%  prof 
drop  to  $100  million  for  the  fiscal  year  ended  in  early  August. 
The  stock  is  off  its  $40  high  set  in  early  2001  and  change 
hands  for  a  cautious  14  times  trailing  earnings.  — Daniel  Krugi 


Stock  price 
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Interactive  Ads 

YET  ANOTHER  TECH  STOCK  BROUGHT 
low,  MACROMEDIA  (II,  MACR)  commanded  a 
lofty  $120  price  tag  in  July  2000.  Still,  sales 
of  its  Web-development  software  tools 
slipped  only  2%  to  $85  million  in  the 
September  quarter 
from  the  year-ago 
period.  Losses  have 
narrowed  by  83%,  to 
$12  million. 

Macromedia  has 
a  new  line  of  its 
wares  dubbed  Stu- 
dio MX  that  makes 
applications  more  interactive,  an  attrac- 
tive feature  for  advertisers.  Online  ad 
firm  Doubleclick  has  signed  on  to  use 
MX  tools  and  will  split  revenues  with 
Macromedia.  Edgar  Bierdeman,  head 
of  technology  research  at  Moors  & 
Cabot,  expects  MX  to  help  boost  sales 
18%  next  year.  The  stock  is  trading  at 
two  times  trailing  sales.  Rival  Adobe 
Systems,  which  is  profitable,  trades  at 
five  times.  — Victoria  Murphy 


Metal  Stress 

LIQUIDMETAI.  IS  AN  AMAZING  PRODUCT, 
used  for  things  like  golf  clubs  and  knife 


blades.  This  aOoy  (mainly  zirconium  and 
titanium)  can  be  molded  as  easily  as  plas- 
tic, but  once  hardened  is  twice  as  strong 
as  titanium.  The  company  that  makes  it, 
moneylosing  uaulDMETAL  TECHNOLOGIES  (9, 
LQMT),  is  far  less  enthralling.  Big  question: 
the  quality  of  revenues. 

A  full  43%  of  Liquidmetal's  $3.7 
million  in  third-quarter  sales  came  from  a 
Korean  company,  Growell,  that  it  pays  to 
produce  its  metal  ingots.  Liquidmetal 
buys  ingots  from  Growell,  turns  them 
into  casings  for  digital  music  players 
and  then  sells  the  cases  back  to  Growell, 
which  kindly  bought  $700,000  in  MP3/CD 
player  covers.  Liquidmetal  also  owns  5% 
of  Growell,  which 
bought  $900,000  of 
Liquidmetal's  fur- 
nace and  production 
equipment.  Bought? 
Well,  Growell  still 
owes  Liquidmetal 
$1.6  million  on  its 
purchases.  Further: 
Liquidmetal  has  yet  to  collect  on  $4  mil- 
lion of  its  $7.3  million  in  revenues 
through  the  third  quarter.  Liquidmetal 
correctly  points  out  that  there  is  nothing 
improper  about  its  actions. 

Now  that  the  lockup  period  for  its 


May  initial  public  off'ering  has  expiree 
insiders  can  start  dumping  stock.  Shoi 
what  shares  you  can  find  now,  then  covt 
with  ease  at  $2  when  the  new  shares  h 
the  market.  — Christopher  Helma 

Drug  Peddler 

SKYROCKETING  PRESCRIPTION  DRU 

prices  have  created  a  booming  mai 

ket     for    discount 

resellers.  They  buy 

drugs  for  insurers 

and  companies,  and 

also    sell    by    mail 

to    individuals    at 

a    third    less    than 

the  copayment  that 

pharmacies  charge. 

And  the  best  in  this  fast-growing  area  i 

CAREMARK  (17,  CMX),  according  to  Richar 

S.  Campagna,  a  hedge  fund  manager  i 

Shaker  Investments. 

Although  its  $6.5  billion  annual  salt 
are  well  behind  segment  leade 
AdvancePCS  ($14  billion)  and  Exprej 
Scripts  ($12  billion),  Caremark's  m 
profit  margins  are  fatter — 4%  compare 
with  1%.  Caremark  revenues  have  grow 
25%  a  year;  the  stock  is  trading  at  just  1 
times  trailing  earnings.  — Brendan  Coffe 
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You've  been  very,  very  good. 
Now  go  to  your  room. 

Search  for     The  extraordinary.  With  early  check-in. 

From  Gonclos  that  feel  like  home,  to  resorts  you've  only  dreamed  of,  there  are  places  to  stay 
out  there  you  never  imagined.  And  by  negotiating  Expedia  Special  Rates,  we  can  help  you 
get  into  them  as  easily  as  we  help  you  get  to  them.  Easy  and  secure  transactions  backed 
by  24-hour  customer  support.  It's  never  been  easier  to  find  the  trip  you're  looking  for. 
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Insights  By  Peter  Huber 

That's  Showbiz 


CAN  PHONE  AND  CABLE  COMPANIES  SAVE  THE  MUSIC 
industry?  Their  wires  are  certainly  being  used  to  steal 
a  lot  of  copyrighted  content,  and  the  problem  gets 
worse  every  time  a  household  with  a  teenager  on  the 
premises  signs  up  for  a  high-speed  Internet  connec- 
tion. A  hot  new  disc  used  to  sell  well  for  weeks,  but  sales  now  tail 
off  quickly.  When  Napster  went  off-line,  universities  saw  traffic 
volumes  drop  by  one-third  or  more  on  the  high-speed  pipes 
that  connect  their  campuses  to  the  Web.  But  neo-Napsters  have 
sprung  up  all  over.  The  music  business  is  less  profitable  than  it 
used  to  be;  the  gangsta  rappers  are  indeed  getting  mugged. 

Encryption  schemes  can't 
solve  the  entertainment 
industry's  problems.  Most 
coding  schemes  get  cracked 
sooner  or  later,  and  when 
you're  talking  entertainment, 
they  get  cracked  much  sooner. 
Music  and  movies  have  to  be 
delivered  to  eyes  and  ears, 
after  all,  so  a  crude  theft  of  the 
new  Harry  Potter  movie  can 
begin  with  a  digital  camera 
smuggled  into  a  theater.  A 
movie  pirated  that  way  looks 
awful,  but  it  just  isn't  hard  to 
move  the  interception  point  a 
short  distance  back  into  the 

wires  of  a  digital  projector  or  player.  Nothing  is  going  to  stop 
the  determined  hacker  from  tapping  the  right  wires  to  intercept 
the  bits  just  before  they  come  out  onstage  to  perform. 

So  the  entertainment  industry  has  embraced  a  new  approach 
under  which  telecom  companies  and  hardware  manufacturers 
would  become  liable  for  thefts  that  occur  in  transit.  The  copy- 
right owners  will  embed  a  sophisticated  digital  version  of  the 
traditional  ©  symbol  inside  sound  and  video  tracks.  Telecom 
and  hardware  companies  will  then  be  held  liable  for  any  copy- 
right infringement  facilitated  by  their  equipment,  unless  they 
deploy  software  and  hardware  designed  to  recognize  the  embed- 
ded tags  and  block  unauthorized  transmission  and  replication. 
But  the  idea  that  the  equipment,  cable  and  telecom  compa- 
nies can  be  enlisted  to  protect  Eminem  and  Madonna  is  not  going 
to  fly,  nor  should  it.  There  are  far  more  legitimate  than  nefarious 
uses  and  users  of  digital  hardware  and  Internet  links.  Forcing 
copyright-protection  capabilities  into  the  enormous  infrastruc- 
ture of  digital  hardware  and  data  networks  will  cost  a  lot — and 
nobody  can  even  begin  to  estimate  whether  there  will  be  com- 
mensurate benefits  to  copyright 
owners,  much  less  to  society  at 


Most  coding 

schemes  get 

cracked  sooner  or 

later,  and  when 

you're  talking 

entertainment,  they 

get  cracked  much 

sooner. 


large.  In  these  circumstanc 
there  just  isn't  any  compelli: 
case  to  require  one  industry 
reconfigure  its  hardware  ai 
software,  at  its  own  expense,  ■ 
save  another  industry's  bacon. 
Ironically,  entertainme 
companies  have  spent  much 
the  last  20  years  demandi)| 
regulations  that  barred  "con 
mon  carriers"  from  playing  aj 
role  whatsoever  in  the  storaj 
processing  or  filtering  of  content  that  moved  on  their  lin< 
This  same  crowd  is  now  vigorously  lobbying  to  make  mand 
tory  what  would  have  been  illegal  under  rules  they  backed 
decade  ago.  But  they  aren't  going  to  win  this  time  around. 
Though  they  certainly  lose  a  lot  to  piracy,  too,  softwa 
companies  are  in  a  much  stronger  position.  Very  little  of  Wi 
dows  or  Quicken  ever  has  to  come  out  into  the  open,  to  pe 
form  on  a  screen  or  speaker;  almost  aU  the  real  action  happe 
deep  inside  the  microprocessor.  Software  can  thus  be  written 
tie  itself  in  much  more  tightly  to  a  single  physical  platform.  Ai 
when  the  platform  is  linked  to  the  Web,  there  can  be  (ai 
already  are)  all  sorts  of  schemes  that  require  Windows,  say, 
call  home  to  Redmond  now  and  again,  to  verify  that  the  code 
still  in  good  hands,  to  fix  its  own  bugs  and  to  install  upgrade 
There  is  much  more  to  computer  code  than  meets  the  eye 
ear,  and  that  makes  a  very  big  difference  in  the  copyright  war 
Long-distance  telephone  companies  saw  their  revenues  cc 
lapse  when  new  fiber-optic  capacity,  deployed  to  carry  da 
traffic,  suddenly  made  nonsense  of  the  extravagant  rates  pr 
viously  charged  for  voice  calls.  Linking  hundreds  of  millions 
digital  machines,  the  data  networks  are  now  adding  sever 
points  of  annual  growth  to  our  economic  productivity,  ei 
riching  countless  ordinary  enterprises,  small  and  large.  Tup. 
and  Puff  Daddy  were  largely  created  by  yesterday's  commur 
cations  networks,  which  transformed  the  few  into  megasta 
and  the  many  into  couch  potatoes.  In  the  new  order  there  w 
be  many  more  entertainers,  and  they'll  earn  much  less. 

Accustomed  as  it  is  to  the  old  superstar  system,  the  ente 
tainment  industry  is  livid  about  all  this.  It  insists  that  suppli 
of  high-quality  violence  and  vulgarity  will  be  curtailed  wh( 
profits  fall,  and  points  out  that  the  U.S.  position  in  global  tra< 
will  be  harmed  because  we're  such  big  exporters  of  entertaii 
ment.  All  true.  And  investors  should  take  heed:  The  oudook 
gloomy  for  companies  whose  revenues  depend  strongly  on  ei 
tertainment  copyrights. 


Forbes 


Peter  Huber,  a  Manhattan  Institute  senior  fellow,  is  the  author  of  Hard  Green:  Saving  the  Environment  Fn 
the  Environmentalists  and  the  Digital  Power  Report.  Visit  his  home  page  at  www.forbes,cotn/huber. 
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So  there  yoii  are  one  day,  sitting  alone 
inside  the  Lexus  L-S  talking  to  yourself, 
when  \ou  hear  a  little  voice  talk 
back.  Are  you  going  mad? 

Perhaps  not. 

Perhaps,  just  maybe,  j 
the  voice  you  hear  is  the 
Lexus  voice-activated  DVD 
Navigation  System*  that  responds 
to  150  spoken  commands.  By  pressing  a 
switch  on  the  steering  wheel  and  uttering 
a  word  or  phrase  such  as  "restaurant"  or 
"gas  station,"  the  system  will  show  you  the 
desired  destination  on  a  display  screen  map 
and  a  voice  will  ingeniously  guide  you. 


SOME 


PEOPLE  TALK 

TO  THEIR  CARS. 

A  LEXUS  WILL  ACTUALLY 

.  TALK  BACK.  / 


Perhaps  the  voice  that  you  hear  is  from 
the  available  Lexus  Link  system.  A  touch 
of  a  button  lets  you  speak  to  an 
advisor  who  can  send  for 
emergency  medical  help 
or  Roadside  Assistance. 
The  system  knows  your 
location,  even  if  you  don't, 
courtesy  of  a  highly  sophisticated 
Global  Positioning  System  (GPS).^ 

Perhaps  the  voice  you  are  listening  to  is 
your  own.  A  device  inside  the  LS  lets  you 
convenientlv  record  a  memo.' 
Or  perhaps  not. 
Maybe  you  should  stop  talking  to  cars. 


Can  an  automobile  delight,  comfort,  fascinate  and  energize  you^   I    /'^\m 
Take  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection .    I    V — ^ 


onal.  The  Lexus  DVD  Navigation  System  is  designed  to  assist  in  locating  an  address  or  point  of  interest.  Discrepancies  may  be  encountered  between  the  system  and  your  actual  location.  Changes 
.'et  names,  road  closures,  traffic  flow  or  other  road  system  changes  mav  affect  the  accuracy  of  the  mapping  software.  Rely  upon  your  common  sense  to  decide  whether  or  not  to  follow  a  specified 
Detailed  coverage  not  available  in  every  city.  Optional  periodic  geographic  updates  available  at  an  additional  cost.  See  your  Navigation  Owner's  Manual  and  your  Lexus  dealer  for  further  details, 
tact  with  the  Lexus  Link  Call  Center  is  limited  to  analog  cellular  connection  availability  and  reception  of  GPS  satellite  signals,  so  sometimes  you  may  be  unable  to  contact  the  Call  Center  or 
e  emergency  service  support,  .Mso.  in  8/02.  the  FCC  ruled  that  U.S.  cellular  companies  are  no  longer  required  to  provide  analog  service  after  12/07  Lexus  Link  will  not  operate  in  areas  where 
coverage  is  not  provided.  1  Included  with  available  Lexus  Link  svstem.  Lexus  reminds  you  to  wear  seafbelts,  secure  children  in  rear  seat,  obev  all  speed  laws  and  drive  responsibly 
©2002  Lexus,  a  Division  of  Toyota  Motor  Sales.  U.S.A.,  Inc.  For  more  information,  call  800-US,VLEXT'S  (800-872-5308),  or  visit  us  at  lexus.com. 


n^ 


^ith  operations  in  Mexico,  Central  America,  Venezu 
the  U.S.  and  Europe,  tapped  hp  for  a  new  global  soli 
Without  disrupting  daily  operations,  hp  services  rem, 
GRUMA's  network  and  oversaw  a  massive  SAP/Windows'" 
NT  implementation.  And  what's  good  for  GRUMA  is  good 
for  dinner  tables  everywhere,  www.hp.com/plus_gruma 


^▼' 


=  ^everything  is  possible 


explorers 


5     ■     WW 


When  NASA  wanted  to  upgrade  its 
network,  hp  retooled  the  infrastructure, 
outsourced  IT  management  and  installed 
HP  OpenView™  to  monitor  the  network 
for  failures  before  they  occur.  Now 
NASA  can  spend  more  time  on  its  real 
mission:  to  explore,  discover  and  inspire. 
www.hp.com/plus_explorers 


=  everything  is  possible 
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)2  Hewlett-Packord  Company,  everything  fjSaassible  is  a  servicemark  of  Hewlett- Pockord 
xan^T^ther  company,  product  and/or  tqqpB  names  q^  symbols  mell^'o^ed  herein  ore 
■norks  and  ore  the  property  of  their  resp^lve  owners^ 


es  q^  : 

7 


^■p 

■ 

^^^H^^^^^^^^^^^BIr''' 

i 

'■Ifl' 

^^Hhn 

V' 

^^^I^^^^^^^^^^HP|HfH^BI 
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<''Hi| 
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''H ' 

^^^^^^I^^^^Bifv^ 

« i  ' 

FOLLOW-THROUGH 


Checkup:  A  Look  at  Past  Medical  Stories 


RefusingtoDie 


APRIL  16.  2001 


Daring  to  Live 

TWO  AND  A  HALF  YEARS  AGO  WE 
profiled  Lou  Gehrig's  disease  sufferer 
Jenifer  Estess  and  the  nonprofit  she 
founded.  Operating  more  Uke  a  brash 
biotech  firm  than  a  charity,  Project  ALS 
aimed  to  find  a  cure  for  the  fatal  disease, 
in  which  the  nerve  cells  that  operate  the 
muscles  waste  away  over  several  years. 
Today,  six  years  after  being  diagnosed, 
Jenifer  remains  amazingly  active  in  run- 
ning the  project.  Although  confined  to 
her  bed,  she  talks  well  enough  to  dictate 
e-mails  and  run  meetings  from  her  Man- 
hattan apartment,  says  sister  and  Project 
ALS  cofounder  Valerie  Estess.  Unlike 
many  ALS  patients,  Jenifer  can  stQl  swal- 
low food  on  her  own. 

Project  ALS  now  funds  an  interdisci- 
plinary team  of  35  top  university  and 
biotech  researchers  (up  from  20  two  years 
ago)  and  is  inching  closer  to  a  stem  cell 
treatment  to  replace  dead  motor  neurons 
in  ALS  patients.  Last  summer  Project  ALS 
researchers  at  Columbia  University 
reported  in  the  prestigious  journal  Cell 
that  they  could  coax  primitive  embryonic 
stem  cells  into  becoming  motor  neurons, 
a  crucial  first  step  toward  a  cure.  In  a  sep- 
arate finding  Project  ALS  researchers  were 
able  to  prolong  the  lives  of  mice  by  treat- 
ing them  with  another  type  of  stem  cell, 
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although  the  treatment 

worked  only  20%  of  the 

time.  Valerie  Estess,  who 

coordinates  the  science 

team,  hopes  that  one  of 

the  treatments  will  be 

ready  for  human  testing 

by  the  end  of  2003. 

— Robert  Langreth 

DECEMBER  24,  2001 

Proving  a 
Vaccine 

A  YEAR  AGO  WE  EXPLORED  MERCK'S 
effort  to  find  a  vaccine  against  the  viral 
scourge  behind  cervical  cancer.  In  Novem- 
ber that  effort  made  front-page  news,  when 
the  results  of  a  large-scale  study  involving 
2,392  women  showed  the  vaccine  to  be 
100%  effective.  The  vaccine  prevents  infec- 
tion by  a  strain  of  the  human  papillo- 
mavirus, or  HPV.  The  virus  is  responsible 
for  470,000  cases  of  cervical  cancer  annually 
worldwide  (13,000  in  the  U.S.).  The  vac- 
cine in  the  test  protects  against  only  1  of  20 
HPV  strains.  But  the  vaccine  Merck  hopes  to 
market  would  protect  against  four  strains. 

Flashbacks 


the  two  implicated  in  70%  of  cervical  g 
cers  and  the  two  that  cause  90%  of  gen 
warts.  If  tests  go  well,  the  vaccine  will  liki 
be  available  in  2006.       — Jonathan  Fai 

NOVEMBER  16,  1998 

Tlie  Un-Cure 

FOUR  YEARS  AGO  NEW  HAVEN-BAS' 
Vion  Pharmaceuticals  was  about  to  st 
human  trials  of  a  novel  cancer  treatmi 
that  used  genetically  tamed  salmone 
bacteria  to  target  tumors  and  inhibit  th 
growth.  But  early  test  results  were  dis; 
pointing.  While  the  salmonella  thera 
was  safe,  the  bacteria  reached  therapeu 
cally  acceptable  levels  in  only  2  of' 
patients.  The  problem  appears  to  be  tl 
the  immune  system  kills  the  bacteria  so 
after  they  reach  the  tumor,  company  o;i 
cials  say.  Vion  is  now  working  on 
improved,  second-generation  version 
the  therapy;  it  also  has  two  other  (nc 
salmonella)  cancer  drugs  in  early  hum 
trials.  "We  still  believe  we  can  figure  c 
how  to  make  it  work,"  says  Chief  Exec 
tive  Alan  Kessman.  Investors  aren't 
sure:  Vion  shares  shriveled  to  51  cents 
December  from  $5  a  year  ago.        — R 


as  YEARS  AGO  IN  FORBES/JANUARY  19,  1918 

HGalTn,  KOCKGtGllGr  otylG  John  D.  Rockefeller  was  seeing  two  friends 

^^^Hjp^     -^^HH  and  he  noticed  that  one  of  them  had  no  overcoat.  He  itnmediat 

^^^H^  ^^H  asked  that  a  coat  be  brought  from  the  house— Mr.  Rockefeller  i 

^^^■j|b  ^;^        ^H  great  believer  in  taking  care  of  one's  health,  particularly  by  keep 

^^^^7  «^|  warm;  he  caused  a  great  deal  of  comment  years  ago  by  wear 

^^^^■^^      ^^H  paper  waistcoats  and  recommending  their  use  to  others.  T 

^^^H^^^      ^^H  friend— a  youngish  man— protested  that  he  did  not  need  the  cc 

^^^■^^^       '""^  "Young  man,"  said  Mr  Rockefeller  in  a  severe  tone,  but  witi 

^K^^Fy  twinkle  of  his  eye,  "you  should  never  be  afraid  of  a  surplus." 


i 


so  YEARS  AGO  IN  FORBES/JANUARY  I,  I9S3 

UrUg  dUST  The  growth-touted  ethical  [prescription]  drug  industry  in  1952  hit  the 
of  overproduction  and  cutthroat  competition.  With  sales  doubled  in  five  years,  trebled  in  ti 
ethicals  provided  an  irresistible  attraction  for  proprietary  producers  as  well  as  for  complet 
unrelated  businesses.  The  results  were  inevitable.  Penicillin,  which  provides  25%  of  ethical  v 
ume  (50%  of  all  antibiotics),  fell  to  eight-tenths  of  a  cent  per  100,000  units  as  production  dc 
bled  within  one  year  In  1943,  the  same  quantity  fetched  $20  for  a  few  fortunate  producer 


No.  2 


BearingPoint  On 
The  Get  It  Done  Culture. 


Our  clients'  success  drives 


our  own  success.  It's  what 


they  expect  and  deserve.  It's  part 
of  our  company's  foundation  that's 
deeply  rooted  in  getting  the  job  done 
right.  At  BearingPoint — formerly 


KPMG  Consulting,  Inc. — we  help 
our  clients  align  their  business  and 
systems  to  achieve  their  desired  goals. 
With  an  attitude  of  whatever  it  takes 


BearingPoint 


Formerly  KPMG  Consultmg.  Inc 
Business  and  Systems  Aligned.  Business  Empowered. 


to   help   make   our  clients 
successful.  And  help  them 


navigate  through  the  tough  economic 
times.  Because  the  right  information 
brings  knowledge.  Knowledge  is 
power.  Sharing  it  is  empowerment. 


STRATEGY,  TRANSFORMATION  &  OPERATIONS  |  CUSTOMER  RELATIONSHIP  MANAGEMENT  |  SUPPLY  CHAIN  MANAGEMENT  |  ENTERPRISE  SOLUTIONS 
INTEGRATION  SERVICES  I  INFRASTRUCTURE  SOLUTIONS  |  EMERGING  TECHNOLOGIES  |  MANAGED  SERVICES 


O  Copyright  2002.  BearingPoint.  Inc.  All  rights  reserved. 


1-866-BRNGPNT  |  www.bearingpoint.com 


omiMm 


Wheels  of 


The  biggest  used-car  lot  in  the 

world  is  right  there  on  your  computer, 

courtesy  of  Ebay. 

B^^JONATHAN  FAH 


Has  Len  Critcher  got  a 

deal  for  you!  Used  cars, 

sight  unseen,  online. 


LEN  W.  CRITCHER,  28,  IS  A  USED  CAR  DEALER  WHO  DOESN'T 
have  to  buy  balloons.  He  doesn't  even  have  to  wear  a 
plaid  suit.  Instead,  every  month  he  sells  45  cars  wotth  $1 
million  out  of  a  pair  of  airplane  hangars  at  a  private 
Dallas  airport — all  on  Ebay.  "I  get  to  run  a  dealership  but  not 
be  that  guy,  the  dealer,"  crows  Critcher,  an  entrepreneur  wHo 
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gets  his  cars  from  a  local  franchise  dealerships. 

Critcher  is  one  of  legions  of  dealers — including  big  fiall-serv 
dealers — who  are  now  routinely  using  Ebay  Motors  to  sell  used ' 
hides.  The  rapid  growth  has  surprised  even  Ebay,  known  m< 
for  its  tchotchkes  than  cars.  Ebay  figures  that  it  will  close  2C 
with  $3  billion  of  vehicles  and  parts  auctioned  on  its  site,  doul 


le  200 1  volume.  Dealers  account  for  about  half  of  Ebay  Motors' 
;tings,  individual  sellers  the  rest.  The  big  surprise:  People  are 
appy  to  buy  an  expensive  product  online  that  traditionally  they 
<ed  to  inspect  firsthand.  "We  never  thought  it  would  take  off  like 
lis,"  says  Stephanie  Tilenius,  general  manager  of  Ebay  Motors. 

For  all  of  Ebay's  growth,  it  has  just  0.6%  of  the  $363  billion 
ied  car  market,  selling  300,000  of  an  estimated  42  million  used 
irs  in  2002.  But  those  listings  are  especially  lucrative  for  Ebay. 
the  company  gets  an  average  of  $60  per  car  listed  compared  with 
|l.62  for  other  items.  A  seOer  pays  $40  to  list  a  car  and  another 
ko  if  it  is  sold.  Steven  VVeinstein,  an  analyst  at  Pacific  Crest  Secu- 
res, predicts  Ebay  Motors  will  contribute  $91  million  (including 
rvenue  from  motorcycles,  parts  and  listings  that  don't  seU)  to 
ysy's  2002  sales  of  $1.2  billion,  rising  to  $151  million  in  2003. 

It's  sufficiendy  lucrative  that  Ebay  is  about  to  draw  its  first 
rious  competitor.  AutoTrader.com,  the  online  classified  site 
ivned  by  Cox  Enterprises,  announced  a  Jan.  1  launch  of  its  own 
iction.  AutoTrader  ended  a  marketing  agreement  with  Ebay  to 
rt  into  the  business  by  itself,  but  neither  side  is  talking  about  the 
reakup.  AutoTrader,  well  known  for  its  extensive  advertising, 
on't  charge  a  sell  fee  and  will  allow  some  winning  bidders  to  see 
le  car  in  person  before  buying. 

For  dealers,  Ebay  is  a  simple  proposition:  a  cheap  way  to  reach 
iTongs  of  buyers.  Normally  dealers  have  to  spend  $500  in  mar- 
ting  money  to  get  someone  to  walk  into  a  showroom.  For  that 
\0  listing  fee,  they  get  an  average  of  eight  people  bidding.  Deal- 
s  don't  have  to  spend  hours  haggling  their  way  to  a  profit,  and 
ey  can  turn  over  inventory  faster. 

All  of  this,  presumably,  should  lower  costs  for  buyers,  while 
ving  them  convenience  they  don't  get  driving  ft-om  lot  to  lot 
oking.  At  any  given  moment  you  can  find  20,000  cars  listed.  You 
n  use  an  advanced  search  to  paw  through  the  list,  specifying,  for 
ample,  that  you  want  to  see  all  1996  Pontiac  Trans-Ams  for  less 
an  $10,000  offered  by  sellers  in  your  region. 

At  BMW  of  Peoria,  111.,  one  of  seven  dealerships  owned  by  Sam 
man  Automotive,  Internet  Sales  Manager  Kenneth  Reardon 
ys  he  can  sell  top-end  trade-ins  for  higher  prices  to  buyers  on 
e  coasts  than  he  can  off  his  lots  in  the  Midwest.  In  December  he 
ipped  cars  to  Arizona,  California,  Maine,  Maryland  and  Utah, 
inow's  getting  ready  to  fly  here,  so  you  can't  move  a  convert- 
le,"  he  says.  "But  we  get  them  for  cheap  and  sell  them  some- 
here  warm." 

Ebay  stops  working  well  for  Reardon  on  big-volume  cars  like 
)rds,  Pontiacs  and  Jeeps.  "There's  just  too  many  on  the  site  for 
1  to  distinguish  ourselves,"  he  says.  One  Friday  in  December 
ere  were  194  Jeep  Grand  Cherokees  for  sale.  Shipping  ($1,000 
last  to  coast)  is  prohibitive  for  himidrum  models.  But  the  buyer 
n  always  drive  the  vehicle  home.  Sellers,  especially  dealers,  ofi:en 
Fer  to  help  get  license  plates  and  meet  a  buyer  at  an  airport. 

Either  side  can  pay  $100  to  have  an  independent  agent  drive 
e  car  a  few  miles  and  verify  the  condition.  Best,  buyers  can 
ok  at  uncensored  feedback  from  people  who  have  bought 
3m  the  seller  in  the  past.  As  Critcher  notes,  "Could  you  just 
lagine  if  you  walked  into  a  dealership  and  could  see  their  feed- 
ick  posted  on  the  wall?"  F 


Ich  Bin  Ein  Tort 
Lawyer 

Everybody  loves  America.  Especially  foreign 
tort  plaintiffs  doing  a  little  forum  shopping. 

BY  MICHAEL  FREEDMAN 

ONE  CRISP  NOVEMBER  MORNING  TWO  YEARS  AGO  A 
cable  car  left  its  station  in  Kaprun,  Austria  and  began 
its  ascent  through  the  2.5-mile-long  tunnel  of  the 
Kitzsteinhorn  Mountain  to  the  Alpine  Center  tourist 
area.  As  the  car  entered  the  tunnel,  a  fire  broke  out.  One  hun- 
dred fifty-five  people  died,  most  of  them  Austrian,  German 
and  Japanese  tourists.  A  highly  publicized  criminal  trial  is 
now  under  way  in  Salzburg  against  16  cable  car  operators, 
technicians  and  government  officials. 

You  would  think  this  tragedy  would  have  no  American 
connection,  but  that  would  be  underestimating  the  ingenuity 
of  plaintiff  lawyers.  They've  filed  a  class  action  in  federal 
court  in  Manhattan  on  behalf  of  up  to  155  victims,  including 
6  Americans.  The  defendants:  14  German  and  Austrian  com- 
panies and  3  U.S.  companies. 

By  filing  the  case  in  New  York,  lawyers  believe  they  can 
win  far  more  than  they  would  receive  in  Europe — punitive 
damages  and  class  actions  are  usually  not  permitted  there — 
while  setting  a  precedent  for  a  new  kind  of  case,  in  which 
American  citizens  and  noncitizens  alike  can  have  their  over- 
seas personal  injury  claims  adjudicated  in  U.S.  courts.  "As 
long  as  there  are  Americans  involved  and  America  has  some 
interest  in  the  litigation,  it  will  just  keep  going,"  says  Edward 
Fagan,  a  Livingston,  N.J.  lawyer  who  helped  win  billions  for 
Holocaust  victims  and  is  behind  this  suit  as  well. 

Foreigners  have  had 
some  success  suing  U.S. 
companies  in  Amer- 
ica. They  rely  on 
the  Alien  Tort 
Claims  Act,  a 
1789  law  that 
gives  federal 
courts    wide 


Tort  importer:  lawyer 
Edward  Fagan. 
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QUTFRONT 

jurisdiction  over  suits  alleging  human  rights  violations.  Unocal, 
for  instance,  has  been  sued  in  California  by  Burmese  residents 
on  slave  labor  charges.  But  the  cable  car  case  goes  further,  forc- 
ing foreign  companies  to  come  to  the  U.S.  to  defend  themselves 
against  personal  injury  and  mass  disaster  claims  that  took  place 
thousands  of  mOes  avvay. 

Plaintiff  lawyers  argue  that  U.S.  law  allows  anyone  to  be  part 
of  a  class,  including  noncitizens.  "The  only  nationality  that 
counts  is  the  nationality  of  the  named  plaintiffs,"  says  Pagan. 

Roping  in  the  foreign  defendants  will  be  trickier  yet.  Pagan 
says  he  need  only  prove  that  the  companies  conducted  con- 
tinuous and  substantial  business  in  the  U.S.  Yet  their  links  to 
America  are  tenuous.  Machinery  manufacturer  Bosch  Rexroth 
AG  has  no  office,  employees,  mailing  address  or  telephone 
number  in  the  U.S.  One  Austrian  company  helped  build  tun- 
nels in  Colorado  and  Maryland,  the  suit  says.  Another  held 
leases  with  U.S.  companies,  bought  insurance  from  a  U.S. 
concern  and  has  American  shareholders. 

Still,  Pagan  has 
been  mostly  successfijJ 
so  far.  Siemens  AG, 
which  has  a  big  U.S. 
subsidiary,  moved  to 
dismiss  for  lack  of  juris- 
diction, arguing  it  is 
inconvenient  to  have  its 
case  heard  thousands  of 
miles  from  corporate 
headquarters,  the  site  of 
the  accident  and  virtu- 
ally every  witness.  It 
lost  that  motion.  Ped- 
eral  Judge  Shira  A. 
Scheindlin  did,  how- 
ever, dismiss  a  Siemens 
subsidiary  as  a  defendant  on  grounds  that  it  does  no  business  in 
New  York.  Rulings  like  this  could  lead  to  a  crazy  hodgepodge 
where  some  crucial  defendants  are  not  part  of  these  cases. 

Pagan  and  foreign  lawyers  brought  a  second  suit  in  New 
York  in  November.  This  one  is  against  German  train  company 
Deutsche  Bahn  over  a  1998  crash  that  killed  101  people  and 
injured  109  others,  including  a  handfiil  of  Americans.  The  suit 
lists  a  single  American  as  plaintiff,  and  Pagan  intends  to  use  her 
as  lead  plaintiff  in  a  class  action.  The  complaint  links  the  defen- 
dant to  the  U.S.  by  claiming  it  markets  its  trains  in  the  U.S. 
through  tourist  agencies  and  on  interactive  Web  sites. 

Lawyers  in  Austria  and  Germany  agree  that  even  if  both  cases 
ultimately  fail,  others  will  follow  in  the  U.S.  Austrian  law  caps 
damages  at  $290,000  per  victim  and  requires  the  loser  in  a  suit  to 
pay  the  others'  costs,  says  Ivo  Greiter,  an  Austrian  lawyer  who 
represents  families  of  ten  Japanese  victims  in  the  Kaprun  case. 
Germany  does  not  allow  for  class  actions,  discovery  or  contin- 
gency fees,  says  Christian  Wolf,  a  law  professor  and  expert  witness 
for  Pagan's  team.  Unless  those  systems  change.  Wolf  says,  for- 
eign victims  will  trek  to  the  U.S.  courts  for  restitution.  F 


A  U.S.  link?  The  Austrian  tunnel  fire. 


The  Stars  Speak 


Wall  Street  brokerages  are  bending  over  backward  to  convince 
consumers  and  regulators  that  their  investment  advice  isn't 
tainted  with  conflicts  of  interest.  But  to  get  truly  independent 
analysis,  why  not  look  to  the  heavens?  FORBES  asked  astrologis 
Susan  Miller  to  tell  us  what  the  stars  hold  for  some  executives  a' 
their  companies.  —Peter  Kai 


Richard  Parsons,  Aries 
Apr  4, 1948 

Beleaguered 
\   AOLstock- 
..'-    holders  will 
get  some  relief  by  the 
end  of  the  year,  but 
Parson's  turnaround 
plans  will  take  longer  to 
Implement  than  he 
would  like.  The  merger 
was  consummated 
during  a  full-moon 
eclipse,  a  bad  omen. 


Martha  Stewart,  Leo 
Aug.  3, 1941 

^     The  stars  are 
\  in  her  favor 
,  for  2003,  and 
she's  due  for 
a  "major  business 
victory."  But  Stewart 
will  have  to  sell  some 
personal  property  at  a 
loss.  Miller  says  the 
famous  ImClone 
investor  should  settle 
with  the  SEC  no  later 
than  Aug.  27,  2003. 


Rupert  Murdoch,  Pisces 
Mar  II,  1931 

^  The  News 
Corp.  boss 

■'   should  "save 
his  biggest  moves  for 
June-December  2003." 
So  his  renewed  pursuit 
of  Hughes  satellite  will 
have  to  wait  In  2008  the 
77-year-old-to-be  will 
make  "his  most  revolu- 
tionary announcements." 
A  succession  plan? 


Bill  Ford,  Taurus 
May  3, 1957 

A  Taurus 
'I  be  the  wroi 
'  ^  person  to  t 
around  a  troubled  car 
company— even  if  tha 
happens  to  be  Ford's 
biggest  nameplate.  Bl 
things  should  begin  to 
improve  on  June  3,  wt 
the  entire  transportafi 
business  is  slated  to  f 
a  celestial  jump-start. 


Steve  Jobs,  Pisces 
Feb.  24, 1955 

"Turbo-cos- 
mic energy" 
will  give  the 
Apple  boss 
"an  unprecedented 
surge  of  creativity"  from 
April  2003  through 
January  2004.  Next 
August  he'll  be  able  to 
announce  "break- 
through news"— a  deal 
with  a  major  partner  or 
the  government 


Kenneth  Lay  Aries 
Apr  15, 1942 

Things  are 
)    going  to  gc 
even  worsr 
for  the  ex- 
Enron  chief  starting 
September  2004,  anr 
they'll  stay  bad  for  a 
year.  Miller  says  Lay's 
"self-image  will  un- 
dergo a  transforma- 
tion," and  he  may  nio\ 
to  a  new  address.      I 
Sounds  bad  to  us. 
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liance  creates  simple  solutions  to  store,  manage,  protect  and  distribute  that  fuel.  By  providing 

_.  liance  has  become  a  global  leader  in  enterprise  storage  and   IkB  tjL  CSl"'!!  JIL  W% 
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The  Buck  Stops  Here 

There's  trademark  trouble  brewing  at  Starbucks,  the  Seattle  coffee  com- 
pany that  took  its  own  name  from  a  character  in  Herman  Melville's 
Moby-Dick.  After  a  few  quiet  years,  the  company  that  in  1997  threatened 
a  group  of  monks  producing  a  trademarked  "Christmas  Blend"  has 
revved  up  its  pursuit  of  copycats.  Here  are  some  recent  Starbucks  court 
actions,  including  a  sauce-for-the-gander  suit.  — Emily  Lambert 


A&D  CAFE 

Brooklyn,  N.Y. 
COMPLAINT:  Starbucks 
sued  in  June  2002, 
charging  that  A&D's  use 
of  the  name  Warbucks 
coffee  dilutes  Starbucks' 
trademark.  Pending  in 
Seattle  federal  court. 
COMMENT:  Dominick 
Coppolla  says  Warbucks 
was  a  term  used  by  his 
grandfather,  but  he       ■,,^ 
doesn't  have  time  to 
worry  about  it:  "Business 
is  terrible  as  it  is." 


SAMBUCK'S  COFFEE- 
HOUSE Astoria,  Ore. 
COMPLAINT:  Sued  by 
Starbucks  in  July  2002 
over  Sambuck's  name— "a 
confusing  variation  of  the 
Starbucks  name  and 
trademark."  Pending  in 
Portland  federal  court. 
COMMENT:  "We'll  see  how 
far  they  want  to  take  this," 
says  Samantha  Buck- 
Lundberg,  who  says 
Sambuck's  is  a  play  on  her 
name— but  she'd  offered 
to  change  it  for  $60,000. 


BLACK  BEAR  MICRO 
ROASTERY 

Center  Tuftonboro,  N.H. 
COMPLAINT:  Sued  by 
Starbucks  in  2001  over  its 
"Charbucks  Blend"— a 
"disparaging  variation  of 
the  Starbucks  name  and 
trademark."  Pending  in 
New  York  federal  court. 
COMMENT:  Owner  James 
Clark  calls  Starbucks  "ar- 
rogant" and  claims  to  sell 
to  just  about  30  retail 
stores.  "We're  tiny.  We're 
laughable." 


BACKWASH.COM 

Boston,  Mass. 
COMPLAINT:  Starbucks 
sent  cease-and-desist 
letter  in  March  2002 
because  the  opinion  site 
displayed  a  link  to 
Starbucks'  Web  site  in  a 
Backwash  frame. 
Backwash  published 
letter  but  removed  link. 
COMMENT:  Says  the  tiny 
Backwash:  "We  do  not 
wish  to  bestow  a  benefit 
to  sites  which  are  so 
unappreciative." 


BEAN  &  TEA 
LEAF  Los  Angeles 
COMPLAINT:  Sued 
Starbucks  in  August 
2002  for  use  of  phrase 
"ice  blended"-a  "delibe 
ate,  willful  and  maliciou: 
act  of  trademark  infring 
ment.  Pending  in  L.A. 
federal  court. 
COMMENT:  Starbucks 
says  it  respects  the 
intellectual  property 
rights  of  others  but  "in 
this  case,  we  have  en- 
gaged in  no  wrongdoing 


College  Dropout 


Prepaid  tuition  plans  looked  like  a  safe  deal  to  parents— until 
the  stock  market  and  politicians  struck,  by  ashlea  ebeling 


To  THE  RISK-AVERSE,  PREPAID 
State  tuition  plans  seemed  like  a 
good  bet.  No  market  risk  and  the 
implicit  (or  even  explicit)  state  guaran- 
tee: Pay  a  fixed  amount 
now,  and  when  Junior 
goes  to  a  state  college, 
his  tuition  is  covered. 
If  you  don't  have  all 
the  cash  up  front,  you 
can  prepay  for  a 
semester  or  even  a  few 
units  of  classes  each 
year,  at  the  then-going 
rate.  And  if  your  kid 
doesn't  go  to  a  state 
school,  you'll  get  your 
money  back,  with,  for  example,  a  money 
market  rate  of  return. 

It  turns  out  investors  in  prepaid  plans 
are  at  the  mercy  of  the  markets — and  the 


politicians.  In  most  of  the  20  states  that 
offer  these  plans,  the  guarantee  depends 
on  the  state  fund  being  able  to  invest  the 
cash  and  produce  a  return  equal  to  the  in- 
crease in  tuition  set  by 
the  state.  With  the 
market  down  and 
cash-strapped  states 
hiking  tuition,  prepaid 
funds  are  coming  up 
short.  West  Virginia's 
fund,  for  example,  has 
only  enough  cash  to 
cover  83%  of  the  chil- 
dren it  signed  up.  "It's 
like  the  unfunded 
pension  crisis,"  says 
Joseph  Hurley,  a  Pittsford,  N.Y.  CPA  who 
runs  www.savingforcollege.com. 

So  far  it  looks  like  parents,  not  taxpay- 
ers, will  take  the  hit.  Colorado  has  closed 


its  plan  to  new  enroUees  and  is  giving 
7,800  current  account  holders  until  Fe 
ruary  to  drop  out  and  get  back  t! 
amount  they  invested  (with  no  appreci 
tion  in  some  cases)  or  remain  on  stingi 
terms:  It  will  now  cover  tuition  increas 
of  up  to  only  5.5%  a  year. 

Ohio  has  raised  the  cost  for  buyii 
new  units  four  times  in  the  last  year,  foi 
53%  increase,  compared  with  a  15 
increase  in  Ohio  college  tuition.  The  lu 
prices  include  a  20%  premium  to  cov 
the  market  downturn.  Virginia  has  raise 
the  cost  of  new  contract  purchases  1 
25%  compared  with  an  1 1%  tuition  hil 
for  state  schools.  In  Florida,  home  of  tl 
biggest — and  one  of  the  first — prepa 
programs,  legislators  say  they  might  dr( 
the  program  altogether. 

If  you  got  in  early  and  your  sta 
doesn't  renege,  you  may  have  gotten 
good  deal.  If  you're  thinking  of  signii 
up  now,  check  the  plan's  balance  she 
and  read  the  fine  print  to  see  whethi 
your  legislators  reserve  the  right  to  wel; 
on  their  promises. 


, 
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Ironies  hdpf  leading  c( 
tronics  continues  to  di 
.  e  to  delivf™*  "^ 


0  life  •  By  qOnstarilly  challenging  themselves  to  find  better  ways  to  design  and  manufacture  elesctronics, 
otent  solutions  that  can  he  found  in  everything  from  cell  pliones  to  optical  networking  equipment.  It's  this 
ita  the cate(jory  leaders  of  the  world's  most  progressive  stock  market.  |y|  £^'CmWlk''A.f% 
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Whipping  Post 

Chief  Herb  Henkel  thinks 
critics  of  Ingersoll-Rand's 
Bermuda  tax  dodge  should 
worry  about  why  the  move 
makes  sense,  by  brett  nelson 

IT  HAS  BEEN  A  YEAR  SINCE  INGERSOLL- 
Rand  reincorporated  from  New  Jersey 
to  Bermuda  to  cut  its  tax  bUl.  But  cor- 
porate do-gooders  are  still  out  to  make 
the  industrial  conglomerate  a  symbol  of 
the  evils  of  domiciling  abroad. 

California  State  Treasurer  Philip 
Angelides  is  leading  the  charge.  In  July  he 
declared  he  would  prohibit  the  state  from 
owning  Ingersoll  debt  (though  it  held 
none  then).  In  November  the  state  em- 
ployee pension  fund,  at  his  behest,  backed 
a  shareholder  proposal  urging  Ingersoll  to 
repatriate.  Now  he  is  pressuring  McGraw- 
Hill  to  oust  offshore  firms  from  its  S&P  500 
index.  "Inversions  [offshore  reincorpora- 
tions] do  not  pass  the  smeU  test  with  most 
investors,"  he  rails. 


Ingersoll  Chief  Execu- 
tive Herbert  Henkel,  who 
has  stayed  quiet  during 
much  of  the  attack,  has 
had  enough.  His  response: 
"If  the  tax  laws  were  dif- 
ferent, we  wouldn't  have 
moved  in  the  first  place." 
Foreign  firms  pay  domes- 
tic tax  only  on  domestic 
income;  U.S.  firms,  to  a 
degree,  pay  U.S.  tax  on 
worldwide  income.  Thus, 
U.S.  firms  are  at  a  disad- 
vantage to  European  and 
Asian  competitors. 

In  the  past  decade  some 
20  U.S.  companies  have 
incorporated  offshore,  including  tar- 
nished Tyco  and  Global  Crossing.  It's  a 
politically  charged  issue.  Stanley  Works 
scrapped  its  move  in  August  after  fierce 
political  opposition.  Even  tax-averse 
RepubUcans  are  looking  at  ways  to  quash 
the  revenue-depleting  moves  at  a  time 
when  patriotism  is  running  high. 

But   Henkel  has  no  intention  of 
changing  course  and  argues  the  move 


Dressed  for  success  at 
Ingersoll-Rand? 


makes  sense  for  big  mul 

national  companies  like  Y 

Ingersoll  gets  40%  of 

$10  billion  revenues  selli 

things  like  skid-steer  loa 

ers,  locks,  refrigerators  a: 

air  compressors  oversei 

The  tax  savings  are  big 

about  $50  million  for  20( 

29  cents  a  share.  "We  exp( 

to   get   two-thirds  of  o 

growth  outside  the  U.S 

says  Henkel.  "I  want  to 

competitive." 

Angelides  and  his 
counter  that  the  real  reas< 
companies  invert  is  to  "stri 
earnings  out  of  the  U.S.  T 
gist  of  it:  The  foreign  parent  loads  \ 
what  is  now  a  U.S.  subsidiary  with  de 
and  deducts  the  interest  from  the  sul 
taxable  income.  Henkel  admits  th 
Ingersoll  does  strip  earnings,  but  says  th 
the  maneuver  accounts  for  far  less  th; 
half  of  the  tax  benefit.  And  if  every  cor 
pany  did  this?  Says  Henkel:  "If  I  knc 
one  thing  about  tax  law,  it's  that  it  c; 
change."  Investors  can  only  hope. 


Risky  Business 


AIG  is  going  where— after  Sept.  II— no  other 
carriers  dare:  workplace-violence  insurance. 

BY  CARRIE  COOLIDGE 

UNTIL  A  YEAR  AGO  SUCH  INSURANCE  COM- 
panies  as  Lloyd's  and  Kemper  offered  cov- 
erage to  employers  for  workplace  violence. 
It's  a  busy  area — each  year  1,000  or  so  Americans 
are  murdered  on  the  job,  sometimes  in  memo- 
rable mass  shootings  (in  2000,  7  employees  of 
Edgewater  Technology  near  Boston).  Besides  the 
murders,  there  are  an  uncounted  number  of 
lesser  physical  assaults.  But  after  the  Sept.  1 1 
attacks  the  insurers  all  dropped  out  of  the  busi- 
ness. Terrorism  was  too  big  a  risk  for  them  to 
deal  with. 

Now  American  International  Group  has 
jumped  into  the  business.  In  November  it  launched  a  commercial 
policy,  called  Workplace  Assurance,  that  covers  death  and  dis- 
memberment, business  interruption  costs  and  things  like  infor- 
mant rewards,  psychological  counseling,  medical  costs  and  lost 
salary.  Annual  premiums  for  a  $5  million  policy  range  from 
$20,000  to  about  $50,000,  depending  on  (among  other  things) 


the  number  of  employees,  revenues  and  prior  incidents. 

To  lower  its  risk,  AIG  is  throwing  in  use  of  a  security  consu 
ing  firm,  Citigate  Global  Intelligence  &  Security.  The  firm  w 
help  develop  screening  procedures  of  new  hires  and  offer  advi 
on  terminations — often  the  genesis  of  violent  episodes. 

This  is  a  classic  AIG  move.  It  has  a  long  tradition  of  selling  co 

erage  for  high-risk  are 
like  kidnapping  and  rai 
som,  and  it  especially  lik 
to  jump  into  a  line  wht 
everyone  else  is  pulling  oi 
Will  companies  h\ 
the  workplace  insuranc 
Most  probably  won 
Large  companies  can  ha^ 
die  a  $5  million  loss  ar 
don't  need  it.  Notwitl 
standing  the  headline 
says  Christopher  Mand( 
president  of  Risk  &  Insurance  Management  Society,  which  re] 
resents  buyers  of  insurance,  the  likelihood  of  violence  hitting  i 
individual  company  is  slim. 

The  folks  who  could  really  use  this  coverage,  like  taxi  drive  I 
and  owners  of  convenience  stores,  are  not  the  intended  recip  | 
ents.  Too  risky,  perhaps  even  for  AIG. 


The  going-postal  problem:  Worker  killing  in  N.Y. 
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Bruce  LA.  Carter,  Ph.D. 

President  and  CEO 

ZymoGenBtics 


LISTED  ON  fl^SDAR 


■mi. 


n 


pioneerir 

■'  to  phamacology,  ZymoGeneticfe 


•a'    iifatfi 


ted  to  the  prevention  and  treatment  of  human  disease.  By  integrating  discipliiies  ranging  from 
edging  tlie  field  of  therapeutic  proteins.  It's  this  same  visionary     iLl  J^  CSJBl^fl 
leaders  of  the  world's  most  progressive  stock  market.     ■^i#%^*Bi»^'^*i^[ 
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Super  Bowl  Science 

Sometimes  sports  bettors  are  no  more  rational 
than  stock  investors  |  by  ira  carnahan 

Do  YOU  PLAN  TO  BET  ON  THE  SUPER  BOWL?  A  GROWING 
body  of  academic  research  suggests  that  while  the  sports  bet- 
ting market,  like  the  stock  market,  is  mostly  efficient,  the  psy- 
chological biases  of  bettors  create  some  anomalies— and  openings 
for  profit. 

That's  the  view  of  Justin  Wolfers,  who  worked  in  the  Aus- 
tralian bookmaking  industry  before  getting  his  Harvard  Ph.D. 
and  now  teaches  "Finance,  Behavioral  Economics  and  Sports 
Betting"  at  Stanford's  business  school.  Still,  he  warns,  it's  tough 
to  come  out  ahead,  both  because  professional  gamblers  often  act 
as  arbitrageurs,  thus  reducing  anomalies,  and  because  transaction 
costs  are  so  high.  Here  are  some  tips  firom  the  research  of  the 
gambling  dons. 
•  Bet  against  suckers 

When  you  wager  on  a  game,  you're  not  betting  against  your 
bookie — who  usually  strives  to  maintain  a  line  that  will  draw  an 
even  balance  of  bets — but  against  fellow  bettors.  If  more  bettors 
favor  the  New  Orleans  Saints,  the  bookie  moves  the  line,  requir- 
ing the  Saints  to  win  by  a  bigger  and  bigger  margin  (even  an 
improbable  one)  until  enough  bettors  take  the  other  side. 

Where  can  you  find  suckers  to  bet  against?  Hugely  popular 
events  like  the  upcoming  Super  Bowl,  where  an  estimated  90% 
of  bettors  are  unsophisticated,  offer  one  opening.  Even  in  regu- 
lar season  play,  the  betting  on  National  Foot- 
ball League  games  is  generally  considered  less     j  "'  "^ ' 
sophisticated  than  betting  on  baseball,  which       ? 
has  a  large  group  of  numbers-obsessed  fans. 

College  football  is  another  promising     '| 
venue,  but  for  a  different  reason,  says  Wolfers: 
Many  games  draw  relatively  limited  attention,  and 
those  fans  who  do  bet  may  have  strong  team  loyal-     . 
ties  that  can  lead  them  to  take  bad  bets.  The  office   ^ 
is  another  good  place  to  bet,  provided  you  won't^'  '  ' 
get  fired  for  it.  The  Wharton  School's  Anc*' 
Metrick  found  bettors  in  NCAA  basketb 
tournament  pools  put  too  much  on  firs 
seeds  and  local  teams  and  too  little  on  sec- 
ond  and  third  st'  iie 


•  Keep  costs  low  ii 

First  rule:  Stay  away  from  the  ponies.  Horse  betting  is  legal  inii 
states,  but  it's  the  most  expensive  sports  bet.  Tracks  typici 
keep  15%  to  25%  of  each  pot.  By  contrast,  Nevada  bookmak 
last  year  kept  only  4.5%  of  the  pool  in  football,  5.5%  in  bask 
ball  and  3%  in  baseball.  Betting  on  these  sports  is  generally  leJ 
only  in  Nevada.  While  illegal  bookies  obviously  don't  repc 
their  holds,  they  appear  to  work  on  roughly  similar  percentag 

•  Take  the  long  view  ! 
NFL  bettors  tend  to  overreact  to  teams'  recent  performan( 
while  ignoring  their  longer-term  records,  a  1997  study  in  t| 
Journal  of  Finance  found.  So  there's  a  profit  opportunity  for  bl 
tors  willing  to  take  a  chance  on  teams  that  have  struggli 
recently.  Bettors  also  tend  to  overestimate  the  significance^ 
games  with  lopsided  scores  and  those  with  an  unusual  numl 
of  fumbles,  interceptions  or  penalties.  While  turnovers  aij 
penalties  are  important— they  explain  about  40%  of  the  poj 
difference  between  teams — they  reveal  less  than  bettors  belie 
about  a  team's  prospects  in  future  games. 

•  Bet  against  the  home  team 

A  new  study  finds  that  local  illegal  bookies  offer  odds  nea. 
identical  to  the  legal  odds  in  Las  Vegas  with  two  exceptioi 
First,  local  bookies  often  offer  worse  odds  on  the  home  tea; 
reflecting  the  bias  of  local  bettors.  Some  local  booldes  also  i 
their  knowledge  of  bettors'  past  wagers  to  price-discriminatei 
your  bookie  knows  you  would  never  bet  against  a  certain  tea; 
he  might  feed  you  a  sucker  bet.  One  way  to  avoid  such  problen 
is  to  bet  over  the  Internet.  This  is  illegal  or  at  least  questionah 
depending  on  where  you  live.  But  if  you  choose  to  do  it  anyw; 
Wolfers  suggests  checldng  out  www.sportsbook.com,  www.wi 
hill.com,  www.centrebet.com  and  www.betfair.com. 

•  Don't  go  for  broke  j 
Horse  players  regularly  put  too  little  money  on  the  favorites  ai 
too  much  money  on  long  shots,  studies  show.  This  produces 
dramatic  skewing  of  potential  returns;  one  study  found  tn 
^  when  the  odds  on  a  horse  reach  30-to-l,  the  expected  rctu 
*^w      on  a  $1  bet  is  about  60  cents.  When  the  odds  cxce 

100-to-l,  it  falls  to  a  mere  14  cents. 

Intriguingly,  the  tendency  of  horse  players  to  pi 
too  much  money  on  long  shots  is  especially 
strong  during  the  last  couple  of  races  of  the   j 
■  ■*"(.  Apparently,  folks  who've  lost  earliei-  ar''     *' 
[ing  to  make  it  up  with  a  big  score 
ore  heading  home.  F 


Field  research;  Stanford  professor 
Justin  Wolfers  at  the  track. 
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6  of  Japan's  Top  Executives  Talk  About 
low  Their  Companies  Are  Changing 
md  How  That  is  Changing  Japan 
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For  several  years>  japaigese  leaders  promised  structural  change  that  would  bring  an  end  to  the 
country's  ecohomic  woes.  Western  observers  can  be  forgiven  for  becoming  a  bit  cynical  and 
impatient.  And  yet,  meaningful  change  is  actually  happening  in  the  Japanese  economy:— most 
visibly,  inside  the  major  corporations.  In  these  pages,  meet  some  of  Japan's  most  prominent 
chief  executives,  merii  whose  vision  and  management  philosophies  are  the  tools  needed  to 
effect  reaUhartgeirtahese  times  of  unprece 


All  the  detaiWof  a  complex  support  network? 
Or  can  you  sle  all  the  way  to  the  roots  of  the  tree? 
You  need  to  Keep  all  three  in  your  sights  when  you're 
growing  a  hAlthy  tree  or  a  healthy  company. 

As  one  of  thP  world's  largest  companies  ITOCHU  knows  just 
how  hard  it  can  be  to  keep  close  track  of  every  leaf  on  every 
branch.  But  with  over  a  century  of  business  experience,  we  know 
just  how  to  do  that  —  and  we  are  making  each  leaf  an  essential 
part  of  an  attractive  and  powerful  whole. 

That  whole,  trades  in  everythmg  from  soup  to  satellites,  and 
has  a  reputation  for  investing  in  growth.  That's  why  we  under- 
stand the  different  needs  of  companies  who  have  steady  all-year 
round  profits  and  companies  who  evolve  with  the  seasons. 

Whether  you're  an  acorn  or  a  redwood,  ITOCHU  can  give 
you  the  support  you  need. 

'  V  Committed  to  the  global  good. 

/rOGW^    ITOCHU  Corporation 


http://www.itochu.co.jp 


©ITOCHU  2001.  10.26 


Visit  the  Japan  Special  Advertising  Secti 
online  at  Forbes'  flagship  Web  site. 
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MESSAGE 


The  Most 
Important 
Relationship 
Thrives 


m  ince  the  horrible  events  of 
y^  September  1 1 ,  2001 ,  as  never 
1/ before,  Japan  and  the  United 
ates  are  united  by  common  chal- 
pges,  common  values,  and  a  common 
kion  of  a  prosperous,  peaceful,  and 
[mocratic  global  community  free  from 
e  threat  of  terrorism  and  weapons  of 
ass  destruction.  Contrary  to  what  the 
rorists  thought  they  might  accom- 
sh  by  their  act  of  evil,  they  brought 

civilized  people  closer  together, 
lile  the  path  ahead  remains  difficult, 

are  making  real  progress  and  I 
plaud  Japan's  leadership  in  a  number 
vital  areas,  including  the  global  fight 
ainst  terrorism  and  peace  on  the 
rean  Peninsula. 

Just  as  critically,  America  and  Japan 
ntirlue  to  pursue  joint  efforts  to  pro- 
le economic  growth  and  prosperity  for 
r  citizens.  This  is  very  much  a  joint 
dertaking  because  when  the  U.S.  pros- 
rs,  Japan  prospers;  when  Japan  pros- 
rs,  the  U.S.  prospers.  Our  economies 

that  much  intertwined.  Japan  is  our 
gest  overseas  trading  partner  outside 
North  America.  The  spirit  of  strong 
Dperation  and  joint  actions  on  the 
portunities  and  challenges  facing  our 
0  economies  and  the  need  to  support 
)sperity  in  the  United  States,  Japan, 
d  the  world  thrives  in  our  bilateral 
Dnomic  Partnership  for  Growth, 


launched  last  year.  The  objective  of  the 
partnership  is  to  promote  sustainable 
growth  through  sound  macroeconomic 
policies,  structural  and  regulatory  reform, 
financial  and  corporate  restructuring, 
increased  foreign  direct  investment,  and 
open  markets.  Private  sector  input,  in 
addition  to  governmental  action,  is  a  key 
factor  in  this  initiative. 

As  a  Tennessean,  I  know  how  impor- 
tant Japanese  private  sector  investment 
is  to  the  health  of  my  home  state.  The 
many  Japanese  companies  that  have 
established  plants  in  Tennessee  have 
become  not  only  important  employers 
but  also  good  corporate  citizens.  In  par- 
ticular, Japanese  investment  brought 
much  needed  capital  and  new  manage- 
rial know-how  to  my  state.  In  a  similar 
way,  U.S.  investment  in  Japan  could  be 
of  great  benefit  to  the  Japanese  econo- 
my. We  want  a  strong,  vital  Japan,  not 
merely  because  it  is  good  for  the 
American  economy,  but  because  it  is 
crucial  to  the  prosperity  of  the  region 
and  the  entire  world.  We  support  the 
leadership  Prime  Minister  Koizumi  has 
demonstrated  to  address  the  many  eco- 
nomic challenges  ahead.  He  has 
expressed  his  determination  to  tackle 
the  problems  of  non-performing  loans 
and  assets  and  to  continue  the  process 
of  structural  reform.  These  measures  are 
important  in  revitalizing  the  economy. 


Everyone  knows  that  addressing 
Japan's  non-performing  loan  problems 
and  improving  corporate  balance 
sheets  will  not  be  easy.  From 
America's  experience  in  the  1980s,  I 
know  that  postponing  resolution  of 
the  problem  only  raises  the  ultimate 
costs  of  adjustment.  The  United  States 
supports  the  Prime  Minister  and  is 
willing  to  offer  whatever  expertise  and 
insights  that  the  Prime  Minister  may 
decide  Japan  needs  to  restore  eco- 
nomic vibrancy. 

I  believe  that  the  spirit  of  hard  work 
and  determination  that  created  this 
country's  economic  miracle  after  the 
Second  World  War  is  still  alive.  The 
Japanese  economy  will  surely  bounce 
back  provided  that  the  government 
and  people  of  Japan  push  ahead  with 
your  ambitious  program  of  reforms. 
The  United  States  will  continue  to  help 
support  its  most  important  friend  in 
this  critical  endeavor  in  whatever 
manner  Japan  finds  useful. 


^^^^ 


Howard  H.  Baker,  Jr. 
United  States 
Ambassador  to  Japan 
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Prius  was  engineered  with  just  one  thing  in  mind:  the  planet.  It  was  the  first  mass-produced  vehicle  in  the  world  to  combine  a  super- 
gasoline  engine  with  an  electric  motor  that  never  needs  to  be  plugged  in.  And  the  benefits  speak  for  themselves.  More  than  twice  the 
mileage  of  conventional  vehicles.  And  up  to  90%  fewer  smog-forming  emissions.'  The  purpose-built  gasoline/electric  Prius.  The  sky's 
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ne-of-a-Kind  Approach  to  Business 


lan's  economic  situation  is,  to  say 
e  least,  difficult,  and  the  problem  of 
id  loans  is  not  going  to  go  away  by 
Unfortunately  our  leaders  are  still 
sing  what  they  should  do  about  it; 
lo  not  seem  to  realize  that  now  is 
ne  to  art,  not  talk.  As  a  result,  the 
?  feel  uncertain  about  the  future 
ersonal  consumption  continues  to 
3te,"  says  a  top  executive  whom 

business  leaders  listen  to: 
liko  Machida,  president  of  Sharp 
ration,  one  of  Japan's  most  innova- 
ertronics  companies. 
:hida's  views  on  how  to  face  up  to 
s  macroeconomic  problems  are 
nant  with  his  own  management 
Dphy,  and  this  is  reflected  in  his 
current  success  and  profitability, 
da  explains,  "We  are  not  one  of 
ints  of  our  industry;  in  fact,  there 

ite  a  few  companies  with  sales 
or  four  times  our  own,  which 

we  cannot  raise  profits  on  vol- 

ompetition  alone.  So,  when   I 

?  president  in  1998,  I  decided  to 
Drate  a  One-of-a-Kind  strategy 
?  which  we  do  something  that 
f  ompanies  have  not  started  yet, 
^   concentrate  management  resources  in  the  areas  we«are 
( !ly  good  at.  With  this  strategy  I  hoped  to  clearly  differenti- 
D  >elves  from  other  companies  and  raise  profit." 
alida  is  proud  that  Sharp  has  achieved  good  results  despite  a 

(Ificult  economic  environment.  He  says  this  stems  from  the 
p  /s  "corporate  DNA." 

iS  manufarturer,  our  contribution  to  society  is  to  make  some- 
g  at  has  not  existed  before,  something  that  other  companies 
10  nake.  We  have  this  in  our  blood:  our  firm  was  founded  by  an 
It  Tokuji  Hayakawa,  and  even  our  company  name  comes  from 
Ej-Ready  Sharp  Pencil,'  Japan's  first  propelling  pencil,  devel- 
1  l|:k  in  1915.  Since  then  we  have  become  Japan's  first  manu- 
^r<  )f  radio  sets,  televisions,  microwave  ovens,  electronic  calcu- 
p  i  many  other  produrts. 

\ !  I  became  president,  I  told  our  people  that  we  cannot  win 

1  ?ting  in  the  traditional  cathode  ray  tube  television  market, 

I  all  our  TVs  made  and  sold  in  Japan  should  be  liquid  crystal 

y  CD)  TVs  by  2005.  This  fiscal  year,  we  aim  to  sell  over  a  mil- 
lin  of  display  (LCD)  TVs,  which  is  62%  of  our  total  TV  sales." 
|t  1 1  isn't  enough  for  Machida. 

1  ctinues,  "Even  in  white  goods,  we  develop  products  that 
AcMse  can  provide.  [To  support  this  huge  R&D  effort]  we  have 
Irjit  Erojert  Teams  since  1977  that  cross  all  internal  bound- 


aries and  are  answerable  only  to  the  president.  People  from  these 
groups  automatically  get  priority  when  they  seek  help  from  any 
other  department  or  division.  In  this  way  we  can  cross-fertilize  the 
technologies  of  several  departments  to  develop  unique  and  unbeat- 
able products." 

This  strategy  has  provided  stable  profitability  for  Sharp  over  the 
past  five  years,  as  they  have  developed  not  only  LCD  televisions, 
but  also  mobile  phones  incorporating  a  digital  camera,  and  air- 
conditioners  that  employ  Plasmacluster  Ion  Technology  which  both 
purifies  the  air  and  eliminates  airborne  viruses  and  mold  fungi.  As 
a  result.  Sharp,  which  was  not  previously  recognized  as  a  mobile 
phone  maker,  last  year  became  the  third  largest  maker  of  cell 
phones  in  Japan. 

Says  Machida,  "No  matter  what  the  product,  by  making  it  one-of- 
a-kind,  you  can  develop  a  market,  and  of  course  it  is  our  goal  to 
become  the  top  market  leader  by  continuously  developing  one-of-a- 
kind  products."  • 


Machida  came  to  Sharp  after  graduating  from  prestigious  Kyoto 
U7iiversity.  He  joined  the  firm  in  1969,  and  learned  the  business  by 
ivorking  in  areas  such  as  tfie  household  appliance  and  audio-visual 
groups.  From  1992  to  1997  lie  ivas  directly  involved  ivith  intenia- 
tioncU  business,  and  was  appointed  president  in  1998. 

h  ttp://sharp-world.  com/index,  h  tml 
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Gateway  to  the  Asian  Century 


For  many  years  Japan  has 
been  seen  as  a  land  of 
mass  production  and 
mass  consumerism,  and  its  air- 
lines were  thought  of  only  as 
transport  for  millions  of  cam- 
era-toting tourists  en  route  to 
the  Statue  of  Liberty,  the  Eiffel 
Tower  or  Big  Ben.  But  this  is  no 
longer  the  case  says  Yoji 
Ohashi,  president  of  All  Nippon 
Airways  (ANA).  "We  have  now 
entered  a  stage  where  the  suc- 
cessful company  will  be  the 
one  that  offers  the  best  services, 
both  in  terms  of  personnel  and 
equipment." 

Ohashi  intends  ANA  to  do 
more  than  compete;  he  expects 
it  to  win — to  be  supreme  in  the 
Asian  sector.  "In  the  past,"  he 
says,  "ANA  has  tried  to  give 
equal  attention,  both  in  terms 
of  network  and  equipment,  to 
North  America,  Europe  and 
Asia.  But  this  effort  may  have 
been  misguided.  Obviously,  we 
will  continue  to  offer  the  best 
possible  services  to  all  our  mar- 
kets, but  nowadays  we  need  to 
focus  more  strategically.  I  see 
ANA  becoming  the  gateway 
airline  for  all  of  Asia.  Instead  of 
All  Nippon  Airways,  we  will  be- 
come Asia  Nippon  Airways." 

This  gateway  to  Asia  is 
something  that  ANA  believes  it 
can  do  better  than  any  other 
company.  Ohashi  sees  the 
future  unfolding  for  his  firm, 
"We  are  already  recognized  as 
the  airline  that  offers  the  best  entrance  to  Asia.  For  example,  over 
65%  of  our  passengers  from  Washington,  D.C.  to  Narita  do  not 
have  Japan  as  their  final  destination.  They  feel  that  we  are  the  best 
at  getting  them  where  they  want  to  go  in  the  style  that  makes 
them  most  comfortable." 

What  is  more,  with  China's  development  proceeding  at  jet  speed, 
Ohashi  sees  that  nation  as  particularly  promising  in  the  years  to 
come.  "We  already  serve  five  destinations  in  China  on  a  daily  basis, 
and  three  more — Beijing,  Shanghai  and  Hong  Kong — twice  a  day. 
We  intend  to  add  another  two  or  three  destinations  in  the  coming 
year,  and  I  expect  that  we  will  reap  some  of  the  benefits  of  China's 
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growth,  particularly  aftei 
entrance  into  the  WTO  (W 
Trade  Organization).  China 
been  seen  as  merely  a  fa( 
for  manufacturing  Japai 
goods,  but  now  it  is  becomi 
true  market,  and  a  very 
market,  one  that  we  ca 
ignore." 

ANA  is  not  Japan's  lar 
airline;  that  distinction  bel( 
to  Japan  Air  Lines  (JAL). 
Ohashi  has  no  intentior 
being  JAL's  modest  wingr 
"We  are  working  to  provid 
the  services  that  internati 
travelers  insist  upon.  We 
go  all-out  to  achieve  custc 
satisfaction. 

"When  passengers  dep 
from  one  of  our  flights,  we  v 
them  to  feel  that  they  have 
the  best  possible  service, 
never  feel  that  they  have  I: 
lost  in  the  bureaucracy  ( 
national  flag  carrier.  It  is 
duty  to  make  every  trip 
pleasant  and  as  smoc 
organized  as  possible." 

With  this  in  mind,  Ohashi 
committed  supporter  of 
Star  Alliance,  a  federation  o 
global  airlines  (three  N' 
American,  six  European,  tl 
Asian,  one  South  American 
one  Australasian),  which 
believes  will  make  global  t 
el  a  much  more  satisf' 
experience  than  in  the  pasi 
Under  Ohashi,  ANA  is  a 
ing  to  a  new  century  of  air  t 
eler  The  currency  of  today's  travel  is  service,  and  that  is  espec 
true  for  the  millions  of  passengers  with  a  business  interest  in  / 
where  high  levels  of  service  are  taken  for  granted.  ANA's  pror 
to  these  flyers  is  to  offer  the  most  comfortable  and  stress- 
entrance  to  the  world's  fastest  growing  economic  zone.  • 


A  graduate  of  Keio  University  (part  of  Japan's  Ivy  League),  Oha 
joined  ANA  in  1964.  He  quickly  mse  through  tiie  ranks,  serving  as 
e.veciitive  in  a  wide  variety  of  posts  from  Administration  to  So. 
Engineering,  and  Flight  Operations.  Taking  over  tJie  controls  as  pi 
ident  in  2001,  he  is  now  steering  ANA  into  the  new  century. 

http://svc.ana.co.jp/eng/index.ht 
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WHBRE  He  SCANS  AND 
ENDS  A  60  PAGE  ITINERARY 


To  DESKTOPS  AND 

imaceRUNNERS  worldwide 


All  At  THE  TOUCH 
OF  a  button 


Canon  is  a  registered  trademark  and  IMAGERUNNER  and  dm 
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With  the  Canon  imageRUNNER,  you  can  instantly  distribute  paper  documents 
ywhere,  in  any  form,  at  any  time,  over  your  networl<  or  the  internet.  Any  questions? 
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Someday  the  car  and  the  computer  will 
merge.  Onboard  IT  systems  will  monitor 
location  and  running  condition  while  giving 
the  driver  safe,  hands-free  access  to  e-mail, 
websites  and  other  goodies.  Those  who  don't 
need  to  watch  the  road  will  get  even  more: 
videoconferencing,  movies,  satellite  TV. 


Simulated  next-generation  vehicle  Information  sy; 

With  our  in-depth  knowledge  of  ev 
element  of  the  network— from  satellites  i 
chips  to  encryption  and  voice-recognitio 
we're  the  ones  to  get  it  all  running. 

IT  integration  is  making  things  better  all  0 

http://Global.MitsubishiElectric.com/ 


AMITSUBISI 
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'riginal  R&D  Spurs  Growth 


fter   World   War    I,    many 
Japanese     pharmaceutical 
companies  grew  by  import- 
foreign-made  pharmaceuticals, 

|t  we  always  believed  in  the 
rtance  of  creating  our  own 

)ducts,"   says  Tadashi   Suzuki, 

airman  and  chief  executive  of 

iichi  Pharmaceutical  Co.,   Ltd. 

fuki  says  the  policy  has  paid  off 

ndsomely:    "Without    original 

hnologies  and  products,  it  is 

remely  difficult  to  compete  in 

!  world  market  and  try  to  expand 

ernational  business." 

kizuki  has  been  aiming  to  make 

iichi  an  "R&D-oriented,  global 

npany"  since  he  assumed  the  post 

president  back  in  1985.  "That  was 

lyear  of  our  70th  anniversary,"  he 

nembers.  "I  have  always  empha- 

ed  growth,  and  more  importantly 

)wth  with  quality." 

He  should  be  happy  with  recent 

nds.  The  company's  net  income 

!w  more  than  40%,  to  over  ¥30 

lion  ($230  million),  in  the  past 

e  years.  The  source  of  this  growth 

the  creation  of  new  pharmaceuticals  on  the  strength  of  Daiichi's 

/n  R&D,  which  accounts  for  14%  of  the  company's  net  sales.  A 

se  in  point  is  the  anti-bacterial  agents  Jarmd  and  Crawt,  which 

hieved  combined  sales  of  $2.3  billion  in  2001  for  Daiichi  and  its 

ensees,  and  are  expected  to  hit  $3  billion  in  2003,  making  the  firm 

B  world's  top  company  for  this  class  of  agents.  7ar/V;d  and  QrmX 

?re  developed  by  Daiichi  and  have  been  prescribed  for  over  500 

llion  people  worldwide. 

Emphasis  on  R&D  for  original  technologies  has  been  part  of  the 

mpany's  tradition  since  its  founding  in  1915.  During  World  War  I, 

ports  of  pharmaceuticals  from  Germany  were  suspended,  which 
Ijrced  the  Japanese  to  develop  their  own  products.  Daiichi  was 

ablished  to  meet  that  demand. 

Fast  forward  to  1967.  In  that  year,  the  Japanese  government 

axed  restrictions  on  investment  by  foreign  pharmaceutical  com- 

nies.  Coping  with  the  liberalization  became  an  important  task  for 
panese  pharmaceutical  companies,  which  had  to  fight  intense 
Iternational  competition  both  at  home  and  abroad.  At  that  time, 
jizuki  was  responsible  for  planning  the  company's  future  strategy, 
nich  gave  him  a  good  perspective  on  globalization.  He  also  spent 
jyear  at  IMEDE  (Management  Development  Institute)  in  Lausanne, 
'vitzerland. 

"We  divide  the  world  market  into  America,  Europe,  Asia,  and 
'parr;  and  work  simultaneously  to  develop  new  products  in  these 


different  areas,"  he  says.  Consequently,  product  development  func- 
tions have  been  set  up  in  New  Jersey,  London,  Beijing  and  Tokyo. 

"The  most  important  and  fastest-growing  market  is  the  U.S.," 
Suzuki  notes.  In  fact,  the  U.S.  accounts  for  nearly  50%  of  the  world 
pharmaceutical  market,  while  Japan's  share  has  dropped  from  20% 
five  years  ago  to  13%  at  present. 

Most  of  the  products  in  Daiichi's  development  pipeline  are  anti- 
infective,  anti-cancer,  anti-thrombotic  and  cardiovascular  agents. 
"It's  hard  to  say  which  is  the  most  important,"  Suzuki  says.  He 
stresses  the  importance  of  fast-paced  technological  innovation. 
"That's  the  source  of  economic  growth.  Nanotechnology,  biotech- 
nology and  IT  will  lead  21st  century  industry.  Pharmaceuticals  are 
linked  to  all  of  them." 

He  closes  with  a  characteristic  challenge,  to  both  his  industry  and 
his  own  company:  "We  have  identified  causes  of  only  two-thirds  of 
all  known  diseases.  That  means  we  still  have  a  lot  of  work  to  do."» 


Suzuki  followed  the  classic  elite  path  for  a  lop  Japanese  executive, 
graduating  from  the  University  of  Tokyo  before  joining  Daiichi.  He 
held  several  important  positions  in  the  company  before  rising  to  the 
presidency  in  1985.  In  1998,  lie  was  named  er.ecutlve  director  of  tlie 
■Japan  Business  Federation  (Nippon  Keidanren).  In  private  life  he 
enjoys  walking,  painting  (the  photo  above  sliows  him.  with  one  of  his 
oil  paintings)  and  golf. 

www.daiichipharm.co.jp/index-e.html 

S-9 


ON  THE  RECORD 


Japan  Special  Advertising  Section  Jan 


Taking  the  Pulse  of  the  Real  Economy 

0 


ver  the  past  decade,  as  the 
economy  has  weakened 
sharply,  we  have  managed 
our  assets  very  carefully  and 
pushed  rationalization  and  man- 
agement efficiency  to  the  maxi- 
mum, resulting  in  both  stability 
and  profitability." 

How  many  Japanese  companies 
can  make  that  claim?  And  of  all 
industries,  the  banking  sector  is 
the  least  likely  to  be  talking  about 
stability  and  profitability.  Yet  here 
is  Yasutaka  Miyamoto,  president 
and  CEO  of  Shinkin  Central  Bank, 
with  a  unique  tale  to  tell. 

While  most  Japanese  banks 
have  been  fighting  off  a  plague 
of  bad  debts,  Shinkin  Central 
Bank  (SCB)  seems  to  be  immune 
to  the  industry's  ills:  it  received 
an  A+  rating  from  Standard  & 
Poor's  and  an  A1  from  Moody's, 
the  highest  among  Japanese 
financial  institutions. 

"SCB  is  a  unique  financial  insti- 
tution," Miyamoto  says.  It  is 
based  on  a  cooperative  system  of 
more  than  300  regional  financial 
institutions  called  shinkin  banks, 
which  primarily  cater  to  small 
firms  and  individuals.  In  addition 
to  doing  business  as  an  ordinary 
bank,  such  as  deposit-taking, 
exchange  and  lending,  SCB  func- 
tions as  the  central  bank  for  this 
network  of  shinkin  banks. 

As  one  of  the  leading  institu- 
tional investors  in  Japan,  SCB 
receives  and  manages  about  20% 
of  the  approximately  ¥100  trillion  deposits  collected  by  the  shinkin 
banks.  It  also  coordinates  capital  supply-demand  among  shinkin 
banks,  conducts  centralized  settlement  of  their  fund  and  transfer 
transactions,  and  plays  a  role  in  maintaining  and  enhancing  the 
creditability  of  the  shinkin  industry. 

"We  have  received  high  credit  ratings  thanks  to  our  sound  asset 
management  and  good  operational  efficiency,"  says  Miyamoto. 
"However,  we  cannot  remain  committed  only  to  stability.  We  must 
be  ready  to  look  for  higher  profits  in  return  for  acceptable  risks  if 
future  economic  and  financial  trends  warrant  that." 

SCB  has  listed  its  preferred  stock  on  the  Tokyo  Stock  Exchange, 
the  first  such  listing  in  Japan  for  a  cooperative  financial  institution, 

S-IO 


and  its  price  has  been  mo 
steadily  thanks  to  the  stabilii 
management  and  high  divic 
at  a  time  when  the  stock  m 
as  a  whole  is  falling. 

Miyamoto  notes  another  m 
tant  difference  between  the 
city  banks  and  their  tiny  regi 
counterparts — the  little  shi 
banks  are  the  backbone  of  Jap 
regional  economies.  "Even 
local  economy  falls  on  very 
times,  a  shinkin  bank  can  survi 
it  faithfully  serves  the  finar 
needs  of  local  businesses  and  i 
viduals,"  he  says. 

Few  people  know  the  real 
of  the  regional  financial  situa 
as  well  as  Miyamoto.  Upon  ta 
office  as  president  in  1993,  he 
ited  every  single  one  of  the 
shinkin  banks  in  the  networl 
that  time. 

"There  is  no  doubt  that  the 
nomic  situation  in  the  provinct! 
tough.  Local  economies  are  b 
hard  hit  as  manufacturers  relo' 
production  to  China  and  si 
stores  face  increasing  competi 
from  big  retailers  and  intensif" 
competition  between  local  sti 
and  big  supermarkets  and  com 
ience  stores." 

Miyamoto,  who  held  high  p 
in  the  Ministry  of  Finance  be 
coming  to  SCB,  sees  a  strong  fu 
for  these  regional  financial  ins' 
tions.  In  order  to  shore  up  the 
economy  where  it  pinches  mos 
in  the  consumer's  pocket- 
thinks  it  is  important  to  strengthen  both  personal  loans  and  consu 
finance,  areas  that  shinkin  banks  have  not  emphasized  in  the  pas 
With  all  the  media  attention  to  Japan's  banking  quagmire, 
instructive  to  meet  someone  who  has  managed  the  quiet  restruc 
ing  of  the  shinkin  banking  network  as  a  whole,  and  who  can  s( 
strong  future  for  the  economy  beyond  all  the  political  rhetoric,  i 


Miyamoto  followed  tiie  elite  path  of  Japan's  "best  and  brightest,"  stmi{ 
fivni  llw  UnircrsilijofTok-ijo  into  the  Mi  n  istry  of  Finance.  In  the  next 
ymis  lie  held  lop  ix)sts  in  tlie  Budget  Btiivau,  Financial  Bureau  a 
Banking  Bureau.  He  served  as  Executive  Adviser  to  the  Natim 
Ass(x-ialion  of, Japanese  Banks  befow  becoming  prvsidcyit  and  CEO  qfSC 

WWW.  shinkin.  co.jp/s 
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THANK  YOU! 
CONGRATULATIONS ! " 

BEST  WISHES!  ' 

For  those  times  when,  like  sending 
a  bouquet  of  flowers,  you  want  to 
express  a  wealth  of  feelings. 
Epson  Sense. 


:pson  Sense  means  achieving  a  level  of  resolution  that  goes  beyond  faithful  visual  reproduction 
o  convey  atmosphere  and  feeling  as  well.  Inspired  by  bold  new  ideas  and  built  on  unique  technologies, 
Epson's   wide  variety  of  information  imaging  devices  are  soaring  to  new  heights  of  expression. 

:PS0N  SENSE! 


EPSON  Stylus  Photo  960 

With  the  world  s  first  2-p)coliter  ink 

opiels,  6-color  Photo  Inks,  individual  ink 

artridges.  and  versatile  media  handling, 

the  EPSON  Stylus*"  Photo  960  offers 

the  flexibility  to  print  virtually  anything. 


EPSON  Stylus  Pro  9600 


EPSON  Perfection  2400  PHOTO  Scanner 


EPSON  PowerLite  730C 
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With  7-color  EPSON  UlfraChrome'"  Ink* 

technology  and  an  advanced  print  engine 

design,  the  EPSON  Stylus'"  Pro  9600 

44"wide-format  printer  delivers 

phenomenal  color  and  professional  level 

black-and-white  photography. 

•  Also  available  tn\\\  EPSON  Photographic  Dye  ln>( 


Create  stunning  photographic  reproductions 

at  lightning-fast  speeds  with  the 

high-value  EPSON  Perfection™  2400  PHOTO  Scanner. 

Offers  2400 '<4S00  dpi  resolution, 
46-bit  color,  and  a  built-in  35mm  film  strip  adapter. 


t\T:.f 


The  world's  first  micro  portable  projector 

with  2000  lumens  in  only  4.3  lbs, 

the  EPSON  PowerLite"*  730C  outshines 

others  in  the  industry  by  500  lumens. 

without  sacrificing  advanced  features. 


■N,  EPSON  Stylus  and  UKraChrome  are  registered  trademarXs  o(  Seiko  Epson  Cotporaiion 
'N  ^Meclion  and  PowerUte  are  registered  trademarks  ot  Epson  America,  Inc 


www.epson.com 
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about' missing  your  favo'rite 
programs.  Time  to  transfer  your 
Drecious  videotajpes  and 
nemories  to  DVD.  Time  for  a 
DVD  recorder  that  can  hold 
it  all-  so  you  can  watch 
what  you  want,  when  you 
want  with  up  to  52  hours  on  the 
lard  disk  and  1 2  hours  on  each 
DVD.  After  all,  time  is  of  the  essence. 


Panasonic  DVD  Recorder. 
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langes  in  Progress:  Progress  through  Change 


(8  all  corporate  leaders  in 
apan,  Takashi  Nishioka, 
iresident     of     Mitsubishi 

Industries,    Ltd,    (MHI), 
only  too  well  that  more 
/vill  be  needed  before  the 
ese    economy    heals    its 
5  and  regains  its  former 
He  also  is  keenly  aware 
IHI  cannot  afford  to  stand 
y  by,  waiting  for  the  situa- 
swing  around.  He  is  there- 
aking  dynamic  steps,  now, 
jle  his  company  not  mere- 
weather  these  challenging 
but  to  turn  them  to  its 
tage,  with  vision  and  zeal, 
er  Nishioka's  direction,  in 
2002   MHI   newly  estab- 

an  Overseas  Strategy 
uarters.  The  move  has  two 
ling  aims.  "First,"  the  pres- 
explains,  "we  are  working 
ance  our  overseas  market- 
apabilities   and    increase 

MHI  products  in  foreign 
ts,  where  economic  condi- 
are  currently  more  robust 
in  our  domestic  market, 
j,  we  are  honing  our  con- 
egotiation  and  risk-man- 
nt  skills  in  order  to  avoid 
ing  earlier  mistakes." 
mistakes  have  occasionally 
HI  in  a  compromising  legal 
n  or  seriously  eroded  the 
bility  of  the  company's 
as  operations. 
Drts  presently  contribute 
f  MHI's  consolidated  sales, 
ishioka  is  determined  to  elevate  that  figure  to  40%  in  the 
erm.  "Historically,"  he  notes,  "MHI  has  been  active  in  four 
)verseas  markets:  Southeast  Asia,  North  America,  the  Middle 
nd  Europe.  Our  foremost  market  has  long  been  Southeast 
vhich  includes  China.  But  China  today  constitutes  only  10% 
Southeast  Asian  market,  and  in  light  of  that  country's  high- 
economic  growth  we  are  taking  a  variety  of  initiatives  to 
Dur  presence  in  the  Chinese  market,  especially  with  products 
es  that  local  manufacturers  are  less  likely  to  enter:  for  exam- 
wer-generating  equipment." 

des  China,  MHI  is  newly  focusing  on  the  North  American 
L  "J/Ve  have  actively  operated  in  the  U.S.  for  many  years," 


says  Nishioka.  "But  now  we  are 
taking  dynamic  measures  to  add 
solutions-oriented  sales  to  our 
portfolio  of  activities,  in  order  to 
appeal  to  more  high-profile  com- 
panies. We  are  also  reinforcing 
our  structural  framework  and 
forging  new  relationships  with 
American  companies,  to  expand 
our  presence  in  North  America." 
As  in  China,  the  keystone  of 
the  expansionary  drive  under 
way  in  the  American  market  is 
power-generating  systems — in 
this  case  less  traditional  and 
more  future-oriented,  environ- 
mentally compatible  innova- 
tions. The  most  promising  of 
these,  both  for  the  environment 
and  for  MHI,  is  the  company's 
wind-energy  systems.  To  date 
MHI  has  delivered  some  1,100 
wind  turbines  to  the  U.S.  market, 
and  going  forward  the  company 
aims  to  remain  a  key  player  in 
the  ongoing  development  of  this 
renewable  energy  resource  by 
undertaking  new  initiatives  and 
developing  new  relationships  in 
this  field.  These  include  the 
establishment  in  2002  of  a  new 
blade  factory  in  Mexico  as  a 
joint  venture. 

MHI's  commitment  to  environ- 
mentally friendly  energy  is  not 
limited  to  wind  energy,  however. 
The  company  is  also  actively 
building  on  its  proven  capabili- 
ties in  nuclear  and  solar  energy, 
coal  gasification,  desulfurization 
and  DeNOx  technologies,  and  fuel  cells. 

Looking  even  further  ahead,  in  response  to  the  aging  of  society 
MHI  is  also  exploring  new  potential  in  such  fields  as  medical  equip- 
ment and  robot  technology.  "Social  needs  are  changing,"  Nishioka 
reflects.  "The  whole  world  is  changing.  That's  why  MHI  is  chang- 
ing, too.  Keep  an  eye  on  us."  • 

Takashi  Nishioka  is  no  stranger  to  overseas  rnarkets.  After  joining 
MHI  upon  graduating  from  tfie  University  of  Tokyo  with  a  degree  in  : 
aeronautical  engineering,  he  spent  a  total  of  10  years  in  the  U.S.  as  : 
a  sales  engineer  promoting  the  company's  aircraft.  He  became  pres- 
ident in  1999. 

www.mhi.co.jp 
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The  perfect  business  solutions  for  all  your  offices. 


Today,  doing  business  occurs  both  in  and  out 
of  your  corporate  location.  But  no  matter  what 


the  location,  you  still  require  certain  business  tools  to  get 
the  job  done.  For  years,  Brother  has  been  providing  a  wide 
range  of  quality  office  products  including  printers,  labeling 
systems,  faxes  and  multi-function  machines  to  print,  copy, 
scan,  send  and  receive  all  your  required  business  documents. 
Backed  by  a  global  support  and  service  network,  you  can 
count  on  Brother  to  be  at  your  side,  wherever  your  office  is. 

-^      At  your  side. 


BROTHER  INDUSTRIES.  LTD.  Nagoya.  Japan 


www.brother.com 
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he  Top  Line:  Goal  and  Starting  Line 


)02  was  a  busy  year  for 
tohsaku  Fuji,  even  for  a 
nan  accustomed  to  a 
nnd  schedule.  As  president 
director  of  The  Kansai 
c  Power  Co.,  Inc.  (Kansai 
jji  traveled  the  globe  on 
Dus  occasions,  in  addition 
ntless  journeys  throughout 

Why  is  the  head  of  a 
al  Japanese  power 
Br  so  frequently  on  the 
to  destinations  well 
i  his  customer  base? 
aku  Fuji  is  on  a  peripatet- 
sion  of  multiple  intents, 
more  than  anything,  he 
to  put  the  word  "Kansai" 

y  on  the  global  map.  He 
s  that  Kansai  remains  an 

to  much  of  the  corporate 

It's  only  when  I  mention 

lain  cities — Osaka,   Kobe, 

Nara — that  a  bell  rings  in 
ids  of  many  foreign  busi- 
id  administrative  leaders," 
"And  only  at  that  point 

smile  of  recognition  come 

their  faces.  'Ah!  So  that's 

!'" 

)nal  altruism,  a  desire  to 

?  the  development  and 

ty  of  the  home  territory,  is 

ment  of  Fuji's  motivation, 

rse.   But  as   one   might 

he  is  vigorously  promoting 

also  for  the  direct  benefit 

ai  EP.  "The  severity  of  the 

ic  situation  has  changed 

Dfoach  to  business,"  Fuji 
"Traditionally  it  sufficed 

onal  power  providers  to  maintain  a  passive  stance  toward 

emotion,  because  the  systems  in  place  ensured  us  a  robust 

oanding  customer  base.  Now,  with  this  nation's  incipient 

■mation  to  a  deregulated  power  industry,  we  have  to  be 

:tive,  more  aggressive."  Part  of  that  new  stance  is  Fuji's  inde- 

e  zeal  to  attract  more  businesses,  both  domestic  and  for- 
the  Kansai  region. 

oal  is  to  expand  Kansai  EP's  customer  base  as  a  means  of 

g  the  top  line — sales.  "Partial  deregulation  of  the  Japanese 

ndustry  compels  us,  like  most  power  suppliers,  to  trim  rates 

3y\i)f  enhancing  our  price  competitiveness.  To  offset  the 


resulting  decrease  in  revenues, 
we  are  looking  to  increase  the 
volume  and  breadth  of  our 
users."  Toward  that  end,  besides 
touting  the  multifaceted  attrib- 
utes of  the  Kansai  region,  includ- 
ing its  world-class  infrastructure, 
Fuji  is  transforming  Kansai  EP 
into  a  provider  of  what  it  calls 
"Total  Solution  Power."  The  term 
refers  to  the  company's  compre- 
hensive capabilities  in  all  aspects 
of  the  energy  business:  not  only 
provision  of  power  itself — and 
not  just  electricity  but  even  gas 
and  new  alternative  energies — 
but  an  abundant  cornucopia  of 
related  services.  These  include 
consultation  services,  by  a  newly 
reinforced  Engineering  Group,  on 
the  latest  energy-saving  systems 
and  technology. 

"Our  Total  Solution  Power  is 
even  more  comprehensive  on  a 
Groupwide  basis,"  Fuji  empha- 
sizes. "Taking  advantage  of  our 
40,000-km  fiber-optic  power  grid, 
we  are  achieving  a  significant 
presence  in  the  domestic  tele- 
communications market  by  offer- 
ing Internet  connection  services 
at  today's  optimum  speeds.  Our 
FTTH  subscriptions,  launched  in 
2002,  already  account  for  near 
20%  of  the  national  total." 
Kansai  EP  also  offers  a  broad 
array  of  life-supporting  services, 
with  a  notable  focus  on  home 
security. 

For  Fuji,  2002  was  a  year  on  the 
move — and  2003  should  provide 
him  even  less  time  to  relax.  "Already  a  number  of  foreign  compa- 
nies have  responded  to  our  efforts  and  expressed  interest  in  set- 
ting up  factories  or  distribution  centers  in  Kansai."  Who  knows?  A 
few  years  from  now  he  may  not  need  to  explain  "Kansai"  any- 
more, to  anyone.  • 


Besides  serving  as  Kansai  EP's  president  and  director,  Yofisnku  Fuji 
is  the  cfiairman  of  the  Federation  of  Electric  Power  Companies  of 
!  Japan  (FEPC).  In  his  leadership  capacity  he  is  spearheading  initia- 
tives addressing  the  industry's  major  issues,  including  deregulation, 
nuclear  energy  and  environmental  friendliness. 

WWW.  kepco.  co.jp/indexe.  h  tm 
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Restructuring  Yields  Strong  Growth 


Modern  Japan  was  built  on 
manufacturing  products 
with  added  value,  but 
during  the  heady  days  of  the  so- 
called  'bubble'  economy,  we  for- 
got this,  and  as  a  result,  although 
we  were  strong  in  manufacturing 
process  innovation,  we  lagged 
behind  many  of  our  foreign  com- 
petitors in  product  innovation," 
says  Kunio  Nakamura,  president 
of  Matsushita  Electric  Industrial 
Co.,  Ltd.,  the  Osaka-based  manu- 
facturer of  Panasonic  products. 

More  specifically,  Nakamura 
explains  the  sense  of  crisis  he  felt 
when  he  took  over  as  president  in 
2000.  "The  20th  century  was  an 
era  of  mass  manufacturing  and 
sales,  but  in  the  markets  we  face 
today,  this  model  is  not  practical. 
The  problems  started  in  the  1 990s 
with  the  onset  of  the  IT  revolu- 
tion, which  meant  that  compa- 
nies had  to  transform  themselves. 
Matsushita,  like  many  other 
Japanese  giants,  was  too  slow  in 
adapting  to  the  new  corporate 
reality.  As  a  result,  in  2001  we 
went  into  the  red  for  the  first  time 
in  our  company's  history.  There 
was  no  choice  but  to  radically 
change  our  method  of  opera- 
tions," he  explains. 

Nakamura  set  about  boldly 
modernizing  Matsushita.  Just  a 
few  months  after  becoming  pres- 
ident, he  introduced  several  radi- 
cal  reforms  under  his   "Value 

Creation  21"  plan,  which  aimed  at  making  the  company  "lean, 
agile  and  capable  of  responding  rapidly  to  market  demands."  The 
first  part  of  his  plan  was  to  reduce  domestic  marketing  costs,  which 
were  then  approximately  8%  higher  than  many  competitors,  and 
which  made  Panasonic  products  less  competitive  in  Japan. 

He  modernized  the  multi-layered  Japanese  distribution  system, 
which  not  only  added  unnecessary  strata  of  costs,  but  also  kept  the 
manufacturer  out  of  touch  with  consumer  demand.  His  immediate 
moves  to  improve  the  situation  included  adopting  corporate  mar- 
keting divisions  by  brand  and  the  innovative  Cell  Production 
method.  Finally,  Nakamura  introduced  a  system  of  voluntary  early 
retirement  to  drastically  slim  down  a  bloated  and  comparatively 
inefficient  work  force.  That  year  alone,  13,000  employees  chose 
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retirement,  leaving  the  con 
both  leaner  and  youngei 
results  were  rapid  and  re 
able.  Nakamura  sums  it  u|| 
way:  "Thanks  to  these  stru 
reforms  and  the  contir 
launch  of  strong  products  sl 
DVD-RAM  recorders  and 
TVs,  since  the  beginning  of 
2002,  we  have  seen  conside 
growth  in  market  shares, 
have  moved  back  into  the  bl 
However,  Nakamura  is  no; 
ing  on  his  laurels.  He  refers 
first  period  of  his  presidency 
time  of  deconstruction,  but 
he  is  organizing  an  era  oi 
ation.  He  is  doing  this  throi 
complete  restructuring  o1 
Matsushita  group  into  clear 
ness  segments  centering  on 
tal  technologies  in  AVC  (a 
visual  and  communications) 
works,  home  appliances, 
conductors  and  devices,  and 
ronmental  products. 

Nakamura  explains,  "Ir 
past,  Matsushita  was  so  bic 
rambling  that  we  often  had  s 
al  divisions  or  related  comp 
competing  against  each,  w 
concomitant    waste    of 
expenditure.  This  was  ridici 
so  last  year  we  converted 
affiliated    companies,    foul 
which  had  Tokyo  Stock  Exch+^' 
listings,  back  into  wholly-oijilc 
subsidiaries.  And  by  the  firLji 
January  2003,  we  had  reo 
ized  the  entire  group  into  14  clear  domains." 

But  what  of  the  future?  "From  now  on,"  says  Nakamura,  f^ 
plan  is  to  become  a  truly  globalized  company  which  reacts  rapi(  'ac 
the  demands  of  all  our  major  markets  worldwide.  We  feel  conf 
about  the  future  now  that  we  have  shaken  off  the  attitudes 
encumbered  us  in  the  past  and  become  a  modern  'super  man'PP 
turer'  that  stays  close  to  its  markets  and  its  customers." 


oyl 


Kunio  Nakammv  studied  economics  prior  lo  Joining  Matsushit 
1962.  He  worked  overseas  fornearly  ten  years,  successively  serviv 
president  of  the  Panasonic  Company  in  both  tfie  U.S.  and  U.K 
1993,  he  became  chairman  of  the  regional  HQ,  Matsushita  Elet 
Corp.  of  America,  and  in  2000  ivas  named  president  oftheparer 

www.panasonic.  co.jp/gloi 
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One  drop.  A  world  of  flavor. 


)ver  300  years  ago,  Kikkoman  created  the  first  drop 
f  a  unique  seasoning  that  today  inspires  the  world, 
sing  only  the  finest  natural  ingredients  including 
Dybeans,  wheat,  salt  and  pure  water,  Kikkoman  soy 
3uce  has  been  naturally  brewed  to  the  same 
aditional  recipe  ever  since.  Today  Kikkoman  is  among 
16  world's  oldest  and  most  well  known  brands, 
ppreciated  around  the  world  for  the  original  taste  it 
■ings  to  other  ingredients,  and  its  versatility  in  imparting 
delicious  flavor  before,  during  and  after -cooking. 


To  support  sales  in  over  one  hundred  countries, 
Kikkoman  has  production  facilities  in  Japan, 
the  U.S.A.,  Europe,  Asia,  and,  from  2002,  in  China. 
As  a  responsible  corporate  citizen,  Kikkoman  is 
committed  to  working  in  harmony  with  nature 
through  the  responsible  recycling  of  waste,  and  to 
being  an  involved  member  of  the  local  communities 
in  which  we  operate.  This  philosophy,  carefully 
matured  over  time,  is  central  to  our  ability  to  create 
a  world  of  flavor  from  a  single  drop  of  soy  sauce. 


KIKKOMAN 


ikkoman  Corporation  2-1  -1 ,  Nishi-Shinbashi,  Minato-ku,  Tokyo  105-8428,  Japan  (  http://www.kikkoman.com  ) 
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Next-Generation  Performance 


Not  so  long  ago,"  says  Tetsuro 
Higashi,  president  and  CEO 
of  Tokyo  Electron  Limited 
(TEL),  "Japanese  business  was  in 
the  hands  of  the  mass-production 
giants,  the  bankers  and  the  insurers. 
Over  the  past  few  years,  however, 
smaller,  more  targeted  companies 
have  chosen  to  take  a  different 
route  and  have  the  spirit  to  change 
both  themselves  and  the  entire 
landscape  of  the  domestic,  and  per- 
haps even  the  global  economy. 

"These  companies  are  ready  to 
take  off  and  lead  Japan  into  the 
next  generation." 

TEL  is  a  world  leader  in  semicon- 
ductor production  equipment,  elec- 
tronic components  and  computer 
networking,  all  cutting-edge  fields. 
Not  surprisingly,  the  company's 
accent  is  on  youth,  according  to 
Higashi,  a  graduate  of  International 
Christian  University,  an  American 
curriculum-based,  English-speaking 
institution  in  Tokyo. 

Higashi  explains,  "We  are  just 
starting  phase  two  of  our  globaliza- 
tion strategy  In  1 994,  when  we  first 
started  to  consider  globalization, 
70%  of  our  business  came  from 
Japan,  but  now  we  do  over  70% 
outside  this  country.  Globalization 
of  the  company  is  one  of  the  things 
I  have  instigated  since  becoming 
president.  Recently  we  established 
our  Globalization  Strategic  Planning 
and  Promotion  Center  to  further 
pursue  global  excellence;  this  group 
reports  directly  to  me,  and  consists 
of  younger  people  who  have 
already  experienced  globalization 

and  have  both  the  sensitivity  and  imagination  to  plan  our  path  for 
the  future." 

Higashi  says  that  both  his  American-style  college  education  and 
his  post-graduate  studies  of  comparative  economics  (examining 
modern  Japan  vs.  the  U.S.  and  China)  helped  show  him  why 
Japanese  companies  had  failed  to  become  truly  internationalized. 
"The  reality  is  that  most  of  the  leading  Japanese  companies  have 
paid  lip  service  to  transparency  and  openness,"  he  says,  "but  in  truth 
they  do  not  have  a  spirit  that  allows  them  to  accept  the  idea  that  the 
shareholders  are  the  actual  owners  of  the  company." 
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That  is  why  says  Higashi,  he  ic 
the  extremely  unusual  decisior  ir 
Japanese  company  to  disclose  |e 
utive  compensation  in  an  atter 
let  his  shareholders,  about  3( 
whom   are   non-Japanese, 
exactly  what  they  are  paying  f  j? 
But  that  was  not  all.  Has 
believes  that  employee  comp|t>s 
tion  should  be  based  on  |ei 
rather  than  on  years  of  service 
are  a  Japanese  company,  an| 
work  on  the  traditional  bonu 
tem.  Twice  a  year,  in  summer  i 
yearend,  we  give  bonuses  to  i 
employees.  In  most  Japanese 
panies,  the  difference  in  bonus 
among  employees  is  only  aboi 
half  a  month's  salary. 

"However,  since  the  esta 
ment  of  TEL  we  adopted  a  s; 
under  which  the  best-perfoi 
employees  would  receive  a  bor 
around  5  times  that  of  the 
performers.  We  evaluate  then" 
carefully  and  explain  why  they 
scored  a  certain  level  and  hov\ 
can  improve  their  performance 
Higashi  is  convinced  that  his 
pany's  stress  on  personal  per 
ance  will  benefit  TEL  in  the  f 
"The  70s  were  the  era  of  the 
frame;  the  80s  and  90s  were  the 
of  downsizing  to  PCs,  but  the  ful 
the  era  of  digital  consumer  ele 
ics,  where  semiconductor  chip 
play  an  integral  part  in  most 
sumer  products.  We  need  to  me( 
demand,  and  TEL  is  one  of  the 
panies  that  will  provide  the  higf 
know-how  that  will  bring  societ 
the  next  technological  age." 
Viewed  from  a  traditional  Japanese  perspective,  Tetsuro  Hi 
may  seem  to  be  a  maverick  CEO,  but  the  youth  culture  he  is  lei 
may  well  be  a  useful  model  for  Japan  to  change  into  a  more  fie 
more  dynamic  economy.  • 


Tetsuro  Higashi  isfarfromi  a  typical  Japanese  senior  eoceaitive.  He  o 
for  International  Cliristian  University,  wJtere  lie  leai-ned  to  speak 
think  i)i  English.  After  gyndimte  studies  in  Tokyo,  he  entered  71 
Elex'tmn  (TEL)  in  1977.  His  intematimial  perspective  helped  him  to 
(fitickly  inside  the  firm,  and  he  was  named  president  and  CEO  in  /.' 

www.tel.c 
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The  Kansai  Electric  Power  Co.,  Inc.  understands  the  joy  and  security  of  a 
bright  and  comfortable  home.  We  also  know  the  importance  of  a  stable 
supply  of  energy  to  factories,  businesses  and  schools. 
As  the  No.l  provider  of  power  to  Kansai  —  a  region  with  power  needs 
closely  equivalent  to  those  of  Sweden  —  we  have  been  supporting  the  energy 
needs  of  our  broad-based  customers  for  more  than  half  a  century. 

Today,  in  an  era  of  burgeoning  deregulation  of  Japan's  power  industry,  we 
are  reinforcing  our  core  operations  as  we  diversify  into  promising  new 
business  fields,  for  tomorrow. 


THE 


KANSAI 

ELECTRIC  POWER  CO.. INC. 


www.kepco.co.jp 


ON  THE  RECORD 


Japan  Special  Advertising  Sectipn  Jan , 


Leadership  Implements  Young  Ideas 

T-  h 
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■he  problem  with  many  com- 
panies is  that  they  tend  to 
get  fixated  by  the  successes 
of  the  past.  At  Brother,  we  con- 
stantly look  to  the  future  in  the 
form  of  youth;  whether  in  man- 
agement or  with  customers.  And 
this  policy  has  brought  us  six  fis- 
cal years  of  growth  and  increased 
profitability  despite  the  difficulties 
in  the  global  economy,"  says 
Yoshihiro  Yasui,  president  of 
Brother  Industries,  Ltd. 

It  could  all  have  been  very  dif- 
ferent. Brother  began  as  a  manu- 
facturer of  sewing  machines, 
although  that  sector  nowadays 
accounts  for  less  than  20%  of  the 
company's  annual  turnover.  By 
the  time  Yasui  became  president 
in  1989,  the  firm  was  facing  a 
host  of  problems,  including  falling 
domestic  demand  for  many  main 
line  products  and  an  high  yen 
that  negatively  impacted  exports. 

Yasui  realized  that  something 
had  to  be  done,  and  that  the  com- 
pany's top  management  at  that 
time  would  probably  not  be  able 
to  come  up  with  the  necessary 
solutions.  He  decided  to  search 
for  new  ideas  from  younger 
employees.  "I  set  up  teams  of 
what  I  called  my  'seven  samurai' 
in  each  of  three  age  groups — 
50s,  40s  and  30s. 

"Not  surprisingly,  the  50s  age 
group  came  back  with  a  policy  of 

making  incremental  improvements:  the  traditional  Japanese 
approach.  Those  in  their  40s  suggested  a  policy  of  renewal,  but  the 
seven  samurai  in  their  30s  basically  demanded  revolution,  or  as  they 
put  it,  'creative  destruction.'" 

Yasui  made  the  drastic  decision  to  give  the  younger  group  as 
much  freedom  as  possible  and  implemented  what  he  calls  his  vision 
for  the  21st  century,  under  which  Brother  independently  developed 
all  the  core  technologies  it  needed  for  competitiveness  in  the  busi- 
ness machines  market.  Over  the  next  few  years,  the  company  moved 
into  thermal  imaging,  then  laser  technology,  and  now  it  manufac- 
tures printers,  copiers,  faxes,  scanners  and  combinations  of  these, 
using  its  in-house-developed  high-quality  ink  jet  printing  system. 

Although  Brother  ultimately  captured  a  major  market  share  of 
for  faxes  in  the  U.S.,  Yasui  was  not  complacent.  During  the  1990s, 
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he  saw  working  trends  chan 
in  North  America,  and  he  d 
ed  to  steer  Brother  towai 
potentially  lucrative  niche, 
foresaw  the  growth  of  the  S 
(small-office/home-office) 
ket,  which  is  distinct  from 
the  regular  home-use  and  gi 
al  corporate  markets. 

In  order  to  capitalize  on 
growing   field,   Yasui    and 
Japan-based  team  strength( 
their  cooperative  ties  with 
American  sales  company,  Brc 
International.  "We  have  a  \ 
derful     system     now,"     \ 
explains,  "The  Americans  com 
with   many   brilliant   ideas 
observing  market  trends  and 
lyzing  customer  needs.  This  ii 
mation  is  then  used  jointiv 
product  planning  and  deve 
ment  teams  in  the  U.S.  and  Ja 
Manufacturing,     especially 
terms  of  process  developmer 
where  Japan  shows  its  strer 
Logistics,  distribution  and  sen 
are  again  a  result  of  joint  ef|v 
on  both  sides  of  the  Pacific. 

"The  real  key  to  capturing 
SOHO  market  was  Brother's  ( 
sion   to   service  that  grov 
demand    through    giant   n 
chains  such   as  Office  De 
Staples  and  Office  Max.  We 
call  these  distributors  our  que 
because  the  final  customers 
of  course,  our  kings."  Happily 
Yasui,  the  number  of  global  kings  Brother  is  serving  is  constc' 
growing,  and  his  decision  to  concentrate  on  the  youth  market, 
ticularly  SOHO,  has  worked  excellently 

Yasui  continues,  "We  will  soon  announce  a  new  three-year  stra 
based  on  our  next  global  vision,  which  outlines  our  strategic  direc 
for  the  next  decade,  and  of  course  our  young  people  are  very  rr 
involved  in  this.  The  Brother  brand  will  stand  for  innovating  new  v 
of  working  to  make  daily  work  more  convenient  and  comfortabi 
that  more  people  can  enjoy  their  lives."  • 


\ 
> 


Yasui  has  been  president  of  BrvtJier  since  1989.  He  joined  the  firm 
1961.  studied  industrial  mo)iaqement  at  MIT  and  late)-  imrked  on 
development  of  Die  world's  first  liiiih-speed  dot  niatri.r  prinlei:  He  I 
made  eco-friendly  initiatives  a  primary  fociis  oftlie  company. 

www.brother.ee 


at  JR  East  are  committed  to  excellence 
as  a^or£orate  group  creating  and 
r^vrdmg  lifestyle  services. 

With  a  network  covering  the  entire  Ibkyo  Metropolitan  Area  and  including  five  Shinkansen  lines, 
we  are  one  of  the  biggest  railway  companies  in  the  whole  world. 

In  June  2002,  when  the  government  sold  the  last  of  its  holdings,  we  became  a  purely  private  enterprise. 
In  accordance  with  our  "  New  Frontier  21 "  medium-term  business  plan, 
we  are  aspiring  to  the  ultimate  in  management  efficiency  and  rationality. 

We  shall  do  our  utmost  to  deliver  even  higher  levels  of  satisfaction  to  our  customers 
while  also  fully  meeting  the  expectations  of  our  shareholders. 
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With  a  series  of  simple  clicl<ing 
sounds,  he  can  teach  a  force  of  200 
men  to  hunt,  to  cure  disease,  even 
how  to  find  an  appropriate  mate. 

How  well  do  you  share? 


Chief  Obijol's  method  of  disseminating  critical 
information  worl<s  exceedingly  well  to  keep 
his  organisation  on  the  same  page.  For  others, 
sharing  documents  and  images  more  effectively 
might  be  a  good  place  to  start. 
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Image  Communication 
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keen  and  Global  Are  the  Road  to  Success 


i^  lobalization,"  says  a  compa- 

Jny  president  who  knows  the 
subject  inside-out,  "nneans 
ibal  localization.'  Rather  than 
ply  increasing  the  number  of  our 
duction  centers  and  expanding 
sales  networks  around  the 
•|d,  we  want  to  focus  on  localiz- 
three  things — design,  develop- 
it,  and  purchasing — in  each  of 
regions  and  countries  where  we 
rate. 

I  realize  how  it  may  sound  when 
head  of  some  large  corporation 
p  this,  but  I  can  say  with  full  con- 
|nce  that  Toyota  wants  to  make  a 
contribution  to  every  society  in 
:h  we  are  artive.  We  want  tn 
3fit  each  country's  economy  an  ; 
istry.  That  is  the  real  meaning  c 
)ali2ation.  Anything  else  is... 
,  it's  just  not  the  Toyota  Way." 
'hen  Fujio  Cho,  president  of 
)ta  Motor  Corporation,  talks 
Jt  globalization,  people  listen. 
ita  has  a  long-standing  policy  of 
lufacturing  wherever  demand 
5;  it  already  produces  in  27  countries 
Cho  sees  Toyota  as  a  global  company  and  its  brand  is  a  global 
d.  "If  people  started  living  at  the  South  Pole,"  he  says  with  a 
h,  "we  would  want  to  open  a  dealership  there." 
the  past  40  years,  global  vehicle  production  increased  by  3.3 
s;  in  that  same  period  Toyota  boosted  output  by  38  times,  with 
h  of  the  recent  growth  overseas.  Well  over  half  of  its  annual  vehi- 
ales  come  from  outside  Japan,  and  that  ratio  will  continue  to  rise. 
Jt  can  it  sustain  robust  growth?  Some  auto  analysts  say  the 
stry  is  already  mature  and  that  auto  demand  is  saturated. 
10  sees  the  situation  differently. 

he  international  automobile  market  is  anything  but  saturated.  I 
c  it  would  be  more  accurate  to  say  that  it  has  just  turned  the  cor- 
;oward  an  era  of  new  growth." 

hy  is  he  so  optimistic?  "A  wave  of  motorization  is  sweeping 
5s  China,  Russia  and  India,  to  name  just  the  largest  regions.  The 
d's  emerging  markets  represent  a  huge  number  of  people  that 
yet  to  receive  the  benefits  of  automobiles.  This  is  a  vast,  un- 
ted  territory  for  automobile  manufacturers.  I  am  convinced  that 
ge  of  full-scale  global  motorization  is  almost  upon  us." 
lat  will  be  the  keys  to  growth  in  this  new  age?  Cho  believes 
technology  "will  be  critical  to  competitiveness  in  this  industry." 
oints  to  intelligent  use  of  information  technology,  new  develop- 
in  safety  engineering,  and  especially,  an  emphasis  on  envi- 
lehlal  technology  as  vitally  important. 


regions 


Perhaps  nowhere  is  Toyota's  R&D  more  prominent  than  in  the  area 
of  environmentally-friendly  vehicles.  Toyota  is  the  world  leader  in 
hybrid  technology,  having  launched  the  Toyota  Prius  in  1997  as  the 
world's  first  mass-produced  gasoline/electric  hybrid  vehicle.  Toyota 
sees  hybrids  as  a  core  technology — a  way  to  make  gasoline,  diesel, 
electric  and  even  hydrogen-powered  cars  more  efficient.  It  has  already 
sold  more  than  1 20,000  hybrids  and  is  the  world's  biggest  seller  of 
such  vehicles.  According  to  Cho,  Toyota  is  aiming  to  sell  300,000  hybrid 
vehicles  a  year  worldwide  starting  in  around  2005. 

In  September  2002,  Toyota  announced  that  it  would  begin  supply- 
ing hybrid  technology  to  traditional  rival  Nissan.  And  in  December,  it 
began  sales  of  a  fuel  cell  hybrid  vehicle  in  Japan  and  the  U.S. 

"We  are  becoming  the  de  facto  standard  in  this  field,"  Cho  says. 
"Rather  than  just  talk  about  making  eco-cars,  we  mass-produce  them." 

Cho  stresses  that  Toyota's  success  is  more  than  just  numbers:  "By 
advancing  our  globalization,  not  just  by  manufacturing  regionally  but 
by  truly  developing  together  with  each  local  area,  and  by  doing  all  this 
with  care  for  the  environment,  we  aim  to  be  one  of  the  world's  most 
respected  companies,  welcomed  by  people  the  world  over."  • 


Cho  joined  Toyota  after  graduating  in  laiv  from  the  University  of 
Tokyo  in  1960.  A  production  specialist,  he  was  mentored  by  Toyota 
Production  System  guru  Taiichi  Ohno  and  opened  Toyota 's  first 
wholly-owned  factory  in  America  in  1988.  A  third  dan  in  kendo, 
Cho  became  president  in  1999.  ! 

www.toyota.co.jp  | 
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Here  are  some  of  the  key  points  to  keep  an  eye  on  when  contemplating  the  Japanese] 
economy  over  the  course  of  this  year.  (As  of  the  beginning  of  December  2002) 


Focal  Point 


Political  Situation — fiscal  reforms  vs. 
fiscal  stimulus:  Last  year.  Prime  Minister 
Koizumi  declared  that  he  wanted  a  ¥30 
trillion  ceiling  on  new  government  bonds. 
However,  severe  deflationary  pressures 
resulted  in  a  tax  revenue  gap  of  around 
¥2  trillion,  making  it  difficult  for  the 
government  to  maintain  that  ceiling. 

Deflationary  spiral:  Consumer  prices 
have  been  falling  for  37  consecutive 
months.  These  deflationary  pressures  are 
squeezing  the  corporate  sector,  as  their 
debt  burden  does  not  shrink  while  wage 
adjustments  are  slow. 


Financial  system  crisis:  A  drastic  reform 
package  to  tackle  the  banking  crisis  was 
put  together  by  Heizo  Takenaka,  the  state 
minister  in  charge  of  economic  and  fiscal 
policy,  but  hurriedly  modified  by 
heavyweights  in  the  ruling  Liberal 
Democratic  Party. 

Government  Debt:  Japan's  long-term 
government  bonds  have  been  further 
downgraded  by  Moody's  to  an  A+  rating, 
the  lowest  among  the  G7  countries  and  on 
a  par  with  Botswana,  a  nation  to  which 
the  Japanese  Government  provides 
Development  Aid. 

Corporate  profits — the  only  good 
news  this  year:  The  extent  to  which 
companies  have  successfully  restructured  is 
reflected  in  their  profitability.  The  gap 
between  the  leaders  and  the  rest  of  the 
pack  will  widen. 


What  to  look  for  in  2003 


The  political  situation  favors  PM  Koizumi,  as  j| 
the  main  opposition  Democratic  Party  is 
hobbled  while  it  deals  with  an  internal  crisis,  f"^' 
Privatization  of  both  the  public  highway 
corporation  and  the  national  postal  system 
will  remain  problematic;  both  are  symbols  of  IjiC 
the  kind  of  reforms  Koizumi  wants  to  achieve?' 
but  which  are  stubbornly  resistant  to  change 
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With  the  possibility  of  a  global  deflationaryiel 
spiral  on  the  horizon,  this  is  a  critical  trend 
to  watch,  as  Japan  would  be  the  hardest 
hit.  Asset  price  deflation  (stock  and  land 
prices)  is  another  key  area  to  watch,  as  any 
deterioration  of  the  banks'  capital  bases 
would  exacerbate  the  banking  crisis. 
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The  Bank  of  Japan  took  the  very  unusual 
step  of  purchasing  banks'  stockholdings  (upif" 
to  a  total  of  ¥2  trillion  by  Sept.  2004), 
which  should  help  to  partially  offset  their 
capital  loss  problems  due  to  deflationary 
pressures. 
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Ten-year  JGBs  (Japanese  government 
bonds)  saw  a  momentary  interest  rate  rise 
and  thus  a  drop  in  prices  in  the  fall  of  2002/^. 
triggering  fears  of  a  JGB  crisis.  Once  again,  j, 
the  deflationary  spiral  needs  to  be  watchedi^m 
carefully,  as  it  could  also  affect  the  JGB 
market. 
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Ordinary  profits  should  grow  70%  year-to- 
year  when  most  firms  close  their  books  in 
March.  However,  the  sustainability  of  their 
recovery  is  not  simply  a  matter  of  cost 
reduction,  but  more  of  their  ability  to 
construct  new  business  models. 
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ON  THE  RECORD 


isplaying  a  New  Era  of  Digital  Imaging 


e  latter  part  of  the  20th  century 
i/as  the  era  of  the  PC,  and  our 
roducts  were  fundamentally  PC 
erals.    The    21st    century    will 
btedly  be  the  digital  imaging  age, 
'en  in  a  totally  computerless  envi- 
nt  our  products  are  perfectly  posi- 
to  succeed  on  a  global  scale," 
aburo  Kusama,  president  of  Seiko 
Corporation,  one  of  Japan's  lead- 
inter  and  photo  imaging  equip- 
manufaaurers.  "Nowadays,"  he 
IS,  "one  of  the  few  produa  sectors 
i  growing  in  Japan  despite  the 
?-long  recession,  is  photo  imaging, 
ist  majority  of  people  now  own 
cameras,  and  the  market  has 
ped  to  where  they  no  longer  only 
0  see  images  on  screens,  but  also 
able  to  print  them  out  in  photo- 
quality.  And  that  is  exactly  what 
^r  through  Epson's  Digital  Photo 
ncept,  which  will  be  of  service  to 
range  of  users,  from  photo  pro- 
als  to  consumers.  This  concept 
better  connect  users  with  digital 
products  to  make  their  lives 
Ne  want  to  establish  our  brand 
throughout  world  markets,  so 
Aple  think:  Epson  =  digital  imaging." 
5  ria  is  currently  devising  a  long-term  strategy  under  which 
■i   will  be  recognized  as  a  global  digital  imaging  and  com- 
ic ions  company  by  the  year  2007.  Of  course,  the  company 
ic  counts  many  world  No.  1  and  2  products  among  its  core 
tidise.  Says  Kusama,  "We  will  become  a  true  world  leader 
n  major  categories,  what  we  call  the  three  Ps — "Printers" 
a  r-based  printing  (both  text  and  digital  images,  particularly 
D  "Projectors"  (projecting  images  on  walls),  and  "Panels" 
3(  ^production  on  display  panels).  Soon  users  of  digital  tele- 
ii  nd  tuner-equipped  computers  will  not  only  be  able  to 
T  program,  but  also  freeze  and  then  print-out  a  particular 
e  Dsen  from  high-quality  digital  contents." 
6c  3  believes  that  this  technology  will  be  incorporated  in  all 
la.  or  example,"  he  says,  "instead  of  having  Forbes  delivered 
e  i  irint  every  month,  I  will  be  able  to  select  the  articles  I  real- 
inl  iline,  pay  for  them  individually,  and  print  out  just  the  sec- 
int  to  when  I  want  to;  this  is  already  becoming  an  easy 
ally  life  for  many  people,  as  high-quality  digital  images 
m^iore  and  more  available,  and  printers  that  enable  maga- 
ty  output  have  penetrated  homes  and  workplaces.  In  the 
/one  will  be  able  to  customize  his  or  her  own  consump- 
D.5l|n"iD  terms  of  digital  imaging." 


The  coming  of  this  new  age  may  require  new  management  tech- 
niques as  well,  and  in  this  area  Seiko  Epson  is  also  responding  with 
foresight.  Explains  Kusama,  "A  company's  greatest  resource  is  its 
people,  and  under  our  Future  Leader  Incubation  Program  we  are 
nurturing  our  younger  managers.  The  courses  are  mostly  conduct- 
ed by  our  own  top  executives,  but  we  also  provide  early  exposure 
to  overseas  experience,  so  that  we  can  guarantee  generations  of 
truly  international  leaders  capable  of  communicating  and  debating 
at  a  global  level." 

These  new  leaders  will  also  face  a  new  world,  one  characterized 
by  an  aging  society  in  most  developed  countries.  Here  again,  Seiko 
Epson  has  a  clear  strategy.  Says  Kusama,  "Many  elderly  people  do 
not  have  the  skills  or  interest  to  use  PCs,  but  they  do  want  to 
record  and  print  moments  of  their  lives.  As  a  result,  we  have 
already  marketed  several  high-quality  but  easy-to-use  printers  that 
connect  directly  to  digital  cameras.  This  gives  non-PC  users  the 
same  photo  printing  capabilities  as  the  computer  literate."  • 


cf 


-1 


Kusama  came  to  Seiko  Epson  with  a  background  in  electronics 
engineering.  An  early  advocate  of  TQC,  he  helped  to  establish  its 
wide  acceptance  throughout  the  company.  He  has  played  a  leading 
role  in  building  a  stronger  business  foundation  fur  Seiko  Epson, 
and  loas  appointed  president  in  2001. 

WWW.  epson.  com 


Shinkin  Central  Bank, 

the  central  bank 
for  the  shinkin  banks 


Total  Funds 


Billion  of  U.S.  Dollars 


Funds  per  Employee 

Capital  Adequacy  Ratio 
(Consolidated) 

Ratio  of  total  risk-monitored 
loans  to  total  loans 


Million  of  U.S.  Dollars 


%     ( BIS  Standards ) 


Listed  the  preferred  shares 
on  the  Tokyo  Stock  Exchange 

Note  :  All  figures  above  are  as  of  March  31,  2002 
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Restoring  Japan  to  Economic  Health 


■he  Japanese  economy  is  ailing"  says 

one  of  its  top  business  leaders.  "It 

needs  to  be  restored  to  health." 
aburo  Mogi,  president  and  CEO  of 
(oman,  says  that  in  the  "bubble" 
nomy  of  the  late-1980s,  large  com- 
ies  had  too  much  cash.  They  invest- 
unwisely,  ignored  their  core  busi- 
ses,  and  set  the  stage  for  the  past 
ade  of  economic  problems.  To  con- 
e  his  metaphor,  the  economy  was 
able  to  digest  its  excesses,  and  the 
ilts  are  predictable, 
t's  the  same  with  an  individual,"  he 

"If  you  eat  too  much  and  don't 
St  properly,  you  will  become  ill.  If  this 
Jition  persists,  it  can  have  serious 
sequences.  Now,  Japan  needs  to 
'St  and  metabolize  properly,  and  to 
nergize  its  economic  system." 
ogi,  who  is  Vice  Chairman  of  Keizai 
ukai  (Japan  Association  of  Corporate 
:utives)  and  who  holds  top  positions 
arious  business  organizations,  specif- 
y  mentions  the  mountain  of  bad 
s  in  the  financial  system  as  an  exam- 
Df  problems  that  need  to  be  worked 
if  the  national  economic  "body"  is  to 
in  its  health.  But  simply  eliminating 
negative  is  not  the  answer:  "Companies  are  all  downsizing,  lay- 
Dff  workers.  Where  is  the  positive  side  to  balance  that  out?  You 
lot  simply  eliminate;  you  must  have  fresh  nutrients  to  sustain 
health." 

hat  does  he  see  as  the  keys  to  building  a  healthier  economy? 
le  is  strong  venture  businesses,  something  notably  lacking  in 
n.  Mogi  thinks  the  government  should  do  more  to  support  ven- 
business.  On  the  corporate  side,  he  sees  a  return  to  core  business 
sential.  Companies  are  too  busy  trying  to  "eliminate  the  minus- 
he  says,  while  overlooking  the  positive  side  of  management. 
Jefore  the  bubble,  Japanese  companies  focused  on  doing  what 

did  best.  During  the  bubble  many  firms  lost  their  focus;  they 
diversified.  Now  it's  time  to  get  back  to  basics:  Japanese  firms 

to  return  to  their  fundamental  strengths...  It's  OK  to  cut  out 
Dad,  but  if  you  don't  develop  the  good  in  your  company,  it  will 
Decome  strong  again." 

hat  should  a  company  develop?  The  answer  is  obvious  to  Mogi: 
)re  competence. 

very  company  has  a  central  business.  That  is  what  needs  to  be 

loped.  Our  company's  core  business  is  shoyu  [soy  sauce]. 

I'e  been  making  shoyu  for  over  300  years.  In  Japan,  the  shoyu 

ness  is  a  fairly  mature  market,  but  overseas  it  has  enormous 

:  ntlal,  and  that  is  why  we  must  continue  to  develop  our  core 


competence,  by  diversifying  the  shoyu-related  products  in  Japan 
and  expanding  our  international  businesses.  That  is  the  future  of 
the  company  for  a  long  time  to  come." 

Mogi  has  good  reason  to  be  sure  of  himself  Kikkoman  is  by  far  the 
No.  1  brand  in  the  domestic  shoyu  market.  Overseas,  where  its  main 
product  is  becoming  more  common  as  a  standard  seasoning,  it  has 
earned  impressive  market  shares  (over  56%  in  U.S.  households),  and 
sales  are  rising  at  a  high  rate  annually. 

Japanese  companies  also  need  to  pay  more  attention  to  share- 
holders, but  Mogi  emphasized  the  importance  of  focusing  on  their 
long-term  profits.  Part  of  the  re-thinking  about  shareholder  rights 
involves  corporate  governance,  a  key  issue  that  many  Japanese  com- 
panies are  working  on  right  now. 

"We  do  not  need  to  simply  copy  the  American  system,"  he  says. 
"We  should  take  the  best  parts  of  the  American  system,  combine 
them  with  good  elements  of  our  own  system,  and  try  to  create  some- 
thing better  than  both."  • 


Mogi  graduated  from  Keio  University  in  1958  and  joined 
Kikkoman.  In  1961,  he  became  the  first  Japanese  to  earn  an  M.B.A. 
at  Columbia  University.  He  was  named  Kikkoman  president  in 
1995.  Mogi  serves  on  several  international  committees  and  is  the 
author  of  many  books  on  business. 

WWW.  kikkoman.  com 
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We  have  been  tackling 

research  and  development  of  new  products, 

aiming  to  contribute  to  good  health 

throughout  the  world. 
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balancing  Teamwork  and  Creativity 


lor  eight  consecutive  years,  our 

icompany  has  achieved  growth  in 

both  sales  and  profits.  This  is 

jrkable  against  the  background  of 

y's  tough  business  environment," 

Masamitsu  Sakurai,  president  of 

h  Company,  Ltd.,  a  leading  office 

pment  manufacturer. 

?  attributes  this  success  in  part  to 

company's  new  "can-do"  corpo- 

culture.  In  the  past,  things  got 

!  in  a  more  traditional,  step-by- 

lapproach,  but  Sakurai  points  out 

major  changes  are  called  for. 

e  Japanese  are  well  known  for 

superior  teamwork,  and  that,  says 

rai,  is  still  necessary  in  certain 

rtments.  In  other  areas,  however, 

elieves  that  employees  need  to 
on  individual  projects  and  should 

warded  based  on  the  added  value 

Dring  to  the  company. 

/e  must  introduce  incentives  in 

to  nurture  creativity  and  origi- 

he  says.  "These  incentives 

i  not  only  be  financial,  but 

d  also  bring  a  sense  of  achieve- 

This  is  particularly  crucial  in 

such  as  R&D,  where  we  have 

sign  products  capable  of  meet- 

le  ever-changing  demands  of  the  IT  environment." 

■act,  extolling  the  importance  of  original  research  and  devel- 

nt  has  been  one  of  Sakurai's  missions;  but  he  believes  it  is  no 

telling  people  that  they  need  to  be  more  creative  and  indi- 

listic  and  then  leaving  them  to  get  on  with  it.  "If  we  are  to 

ve pur  creativity,"  says  Sakurai,  "we  need  to  set  out  a  clear 

or  the  next  five  to  ten  years  and  sell  it  to  our  employees 

with  farts  and  figures  to  back  it  up.  We  must  demonstrate  a 

goal  so  employees  do  not  just  stumble  around  in  the  dark.  In 

have  already  set  a  corporate  target  for  becoming  World  No.1 

years." 

question  is:  number  one  in  what?  In  the  past,  Ricoh,  like  most 
office  equipment  manufarturers,  simply  sold  boxes,  and  it  was 
the  customers  to  decide  how  they  used  them.  Says  Sakurai, 
i  ago  we  would  have  said  our  target  customers  were  compa- 
lUt  all  that  has  changed.  In  this  digitalized,  networked,  broad- 
society  our  target  market  now  is  working  people  everywhere, 

&'■  office,  on  the  road  or  at  home.  In  other  words,  we  must  pro- 

e  le  environment  and  tools  that  allow  all  these  customers  to 

'( ;e  their  productivity  and  enhance  their  knowledge." 

'  ^  are  two  key  factors  for  succeeding  in  this  challenging  new 
iakurai  believes — customer  satisfaction  (CS)  and  tota! 


cost  of  ownership  (TCO).  Customer  satisfaction  is  being  enhanced 
by  Ricoh's  increasing  commitment  to  direct  sales. 

Explains  Sakurai,  "Now  that  we  are  selling  directly  to  customers, 
we  hear  directly  about  their  problems,  which  enables  us  to  provide 
solutions,  not  just  for  hardware  issues  but  for  document  handling 
as  a  whole." 

Total  cost  of  ownership,  he  explains,  is  a  related  concept.  "In  the 
past,  customers  would  miscalculate  the  amount  of  hardware  they 
needed,  and  in  spite  of  low  initial  costs,  waste  money  through  low 
operational  efficiency.  Now  we  can  advise  clients  on  the  total  cost 
of  documentation  handling,  thereby  helping  them  be  more  com- 
petitive by  reducing  the  TCO  of  our  products." 

Ricoh  boasts  a  strong  contingent  of  world-class  engineers, 
strategic  planners  and  line  employees,  and  it  is  this  combination  of 
talents  that  makes  the  firm  a  force  to  reckon  with  in  the  coming 
battles  for  market  share  and  global  success.  • 


The  first  Ricoh  president  with  a  technology  background,  Sakurai 
graduated  from  Waseda  University  and  joined  Ricoh  in  1966.  In 
1996.  he  luas  chosen  to  head  the  company  over  seveml  more  senior 
candidates.  He  led  the  Ricoh  Group  to  a  seventh  consecutive  year  of 
growth  in  fiscal  2001. 

www.  ricoh.  com 
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Business  Must  Lead:  "It's  Up  to  Us" 


The  prime  minister  does  not 
have  the  ability  to  imple- 
ment the  necessary  re- 
forms," says  Uichiro  Niwa,  presi- 
dent of  trading  giant  ITOCHU 
Corporation.  "It's  up  to  us." 

He  is  referring,  of  course,  to 
the  reforms  needed  to  end  the 
deflationary  spiral  that  has 
gripped  Japan  for  the  past  12 
years  following  the  burst  of  the 
"bubble"  economy,  and  defined 
the  nation  as  the  sick  man  of  the 
global  economy.  Niwa  believes 
that  Japan  must  now  depend  on 
corporations,  not  the  govern- 
ment, in  order  to  chart  a  path  to 
recovery.  Niwa  is  known  for 
speaking  his  mind.  This  is  one 
Japanese  CEO  with  a  sharp,  ana- 
lytical approach  and  no  interest 
in  sugar-coating  his  prescrip- 
tions. "Before  any  recovery  is 
possible,"  he  says,  "the 
Japanese  are  going  to  have  to 
suffer  more  pain  than  they  have 
ever  experienced." 

Niwa  believes  that  Japan's 
current  economic  malaise  is  due 
to  traditional  ways  of  thinking, 
including  lifetime  employment, 
respect  for  age  rather  than  abil- 
ity, and  a  willingness  to  prop  up 
lame  ducks  simply  to  keep  peo- 
ple at  their  desks.  His  approach, 
one  that  many  leading  compa- 
nies are  now  following,  is  very 

different.  His  basic  philosophy  is 

what  he  terms  A&P,  the  "A" 

being  attractiveness  to  customers  and  the  "P"  representing  busi- 
ness areas  in  which  ITOCHU  is  powerful. 

Moving  away  from  under-performing  areas  and  investing  assets 
into  profitable  areas  in  which  ITOCHU  has  become  strong,  Niwa 
explains,  "This  will  help  us  to  meet  our  target  of  becoming  a  group 
of  industry  leaders  with  annual  profits  of  ¥100  billion  (US$800  mil- 
lion) by  the  end  of  fiscal  2004." 

This  reallocation  of  assets  has  brought  about  a  reduction  of  350 
group  companies  in  the  last  three  years  alone.  Together  with 
aggressive  investment  in  promising  business  areas,  this  has  led  to 
a  dramatic  rise  in  the  percentage  of  profitable  group  companies. 

But  what  of  the  traditional  Japanese  way?  Niwa  explains,  "The  key 
to  our  success  is  our  ongoing  program  of  changing  our  employees' 
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''Before^mj  recovery  is  possible, 

the  Japanese  are  going  have  to 

suffer  more  pain  than  they  have 

ever  experienced. " 

— Uichiro  Niwa 

President  and  CEO,  ITOCHU  Corporation 


mindset.  Until  a  couple  of 
ago,  young  employees  'er 
actually  frightened  to  specioi 
when  they  thought  somejir 
wasn't  going  well.  Nowacj[^ 
receive  lots  of  e-mail 
employees  openly  expre 
their  views,  some  of  whi 
even  aimed  at  me." 

Another  step  Niwa  has 
is  to  set  up  a  series  of  "com 
wide"  meetings  during  ' 
managers  take  back-seat 
and  listen  to  what  av 
employees,  the  silent  majo! 
the  past,  have  to  say. 

The  result  of  these  mee 
says  the  CEO,  is  a  new  w 
ness  to  face  the  challeng 
the  current  economic  en- 
ment,  while  at  the  same 
improving  profitability. 

Niwa  strongly  believes 
the  future  is  in  Asia.  "Noe 
my  can  continue  upwards  1 
er,"  he  says.  "What  goe 
must  eventually  come  dow 
it  is  the  starting  point  that  ( 
mines  the  potential." 

The  fastest  growth,  he 
diets,  at  least  until  2008,  v\ 
in  China.  No  surprise,  then 
ITOCHU  is  extremely  acti 
this  key  market,  having  rec 
signed  a  ground-breaking 
ing  cooperation  agree 
with  Shandong  Province- 
first  such  agreement  to  be 
eluded  between  a  Chinese 
ernmental  organization  and  a  civilian  company. 

"Already,"  says  Niwa,  "about  80%  of  our  projects  in  China ; 
the  black,  and  the  potential  there  is  staggering.  Remember 
there  are  1 .3  billion  stomachs  to  feed,  1 .3  billion  bodies  to  cl 
millions  of  houses  to  build  and  then  furnish,  and  millions  of  c« 
sell.  And,  at  least  until  the  Beijing  Olympic  Games  in  2008 
Chinese  government  is  not  likely  to  do  anything  that  would  i 
fere  with  that  progress."  • 


Niwa  was  named  ITOCHU  president  in  1998,  after  35  years 
variety  of  positions  with  tfie  company.  He  gradtiated  in  1962  J 
Nagoya  University  zvith  a  law  degree,  but  went  on  to  become  af 
stuff s-l fading  expert. 

www.  itochu.  co.jp/main/indexje.h 
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MHI  wind  turbines  are  generating  50MW  of  power  in  Carbon  County,  Wyoming. 


MHI  is  developing  new  technologies  for  a  changing  world 


Bishi  Heavy  Industries  has  been  a  core  contributor  to 
rtrial  development  for  well  over  a  century.  Today,  in  re- 
se  to  the  increasingly  urgent  environmental  needs  of  our 
!t,  we  accord  high  priority  to  the  exploration  of  new  ave- 
in  high-performance,  low-pollution  power  generation, 
jffering  the  most  promise  is  wind  power.  More  than  1,100 
IT  wind  turbines  are  now  generating  power  in  the  United 
s,  and  apphcations  of  this  technology  are  destined  to  ex- 


pand globally,  and  exponentially,  in  the  coming  years. 

Besides  wind  power,  other  environmentally  compatible 
technologies  MHI  is  probing  include  nuclear  and  solar  energy, 
coal  gasification,  desulfurization  and  DeNOx  technologies,  and 
fuel  cells.  Together  they  represent  only  a  fraction  of  our 
kaleidoscopic  array  of  business,  but  they  symbolize  our 
corporate  commitment  to  develop  new  technologies  and 
products  as  demanded  by  these  changing  times. 


A 


MITSUBISHI 

HEAVY  INDUSTRIES,  LTD.    www.mhi.co.jp 
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The  Power  of  Three  "Selves" 


In  the  mid-1 970s,  Canon  organized 
itself  under  semi-autonomous 
business  divisions,"  explains  presi- 
dent and  CEO  Fujio  Mitarai,  "allowing 
us  to  diversify  globally  and  build 
strong  product  lines. 

"In  essence,  we  had  a  group  of 
companies  inside  a  single  company 
structure.  The  healthy  divisions  held 
their  own,  but  the  weaker  ones 
became  a  drag  on  profitability.  This 
had  to  change." 

Taking  over  the  helm  in  1995, 
Mitarai  made  some  painful  decisions, 
which  he  packaged  into  an  Excellent 
Global  Corporation  Plan. 

"My  aim  was  to  change  Canon's 
corporate  culture,  to  foster  an  aware- 
ness of  the  need  for  Group-wide  prof- 
itability. Companies  today  must  be 
good  corporate  citizens,  excellent 
companies  that  look  out  for  the  wel- 
fare of  employees,  shareholders  and 
society  as  a  whole.  They  must  also 
gain  capital  for  the  growth  of  the 
company  itself  The  ability  to  do  this 
comes  from  profits,  not  sales." 

Mitarai  implemented  consolidat- 
ed management,  an  unfamiliar  con- 
cept in  Japan  at  the  time,  and  shift- 
ed the  management  focus  from 
sales  to  cash  flows. 

"To  start  with,  we  eliminated  sev- 
eral unprofitable  business  divisions 
such  as  personal  computers  and  the 
optical  card  business.  There  was  con- 
siderable internal  opposition,  and 
we  did  lose  some  sales  in  the  short 
term,  but  our  profitability  expanded 
rapidly  without  any  layoffs.  People  in 
unprofitable  areas  were  successfully  shifted  to  profit  centers." 

The  next  challenge  was  making  existing  operations  more  efficient. 
Mitarai  started  with  sweeping  production  reforms  that  continue  to 
improve  the  bottom  line  even  today.  Under  Phase  II  of  the  Plan, 
which  is  due  to  conclude  in  2005,  the  target  has  shifted  to  the  man- 
agement of  R&D,  sales  and  group  companies. 

"In  1999,"  Mitarai  recalls,  "we  started  automating  our  product 
development,  adopting  3D  computer-aided  design  (3D  CAD)  across 
the  board.  This  drastically  cut  development  lead  times  and  therefore, 
costs.  Currently,  about  60%  of  Canon  products  on  store  shelves  are  in 
lines  released  within  the  past  two  years.  Newer  product  lines  gener- 
ate higher  profit  margins." 
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In  sales,  key  Canon  subsidia 
Japan  have  been  merged  to  si 
and  focus  activities,  while  in  E 
the  firm  has  streamlined  its 
routes.  Production  subsidiar 
Japan  are  concentrating  on  i 
facturing  high  value-added 
ucts,  and  companies  with  redu 
operations  are  being  ration 
through  mergers. 

The  results  are  striking:  Ca! 
growing  even  as  other  Jap 
companies  struggle  to  avoic 
spicuous  losses.  Yet  Mitarai 
be  the  first  to  admit  that  there 
secret  behind  Canon's  success, 
combination  of  good  business 
and  proven  tradition. 

If  you  were  to  look  into  C. 
boardroom,  you  would  see  a  | 
that  aptly  describes  the  compan\ 
losophy  of  business-San-7/  no  S 
(literally,  the  "Three-Selfs  Sp 
posted  prominently  on  the  wa 
Japanese  script  in  the  photo  at  I 

"Some  people  think  this  is 
idea,  but  it  has  been  a  Canon- 
since  the  company  was  foundec 

"The  first  self,  jihatsu,  r 
self-motivation,  or  aggres 
pushing  oneself  to  do  bette 
second,  jichi,  is  self-control- 
able  to  work  independently  to 
good  character.  Third  is  ji 
or  self-awareness-knowing 
you're  supposed  to  be  doim 
how  to  do  it. 

"Canon's  businesses  are 
thanks  to  jihatsu.  Jichi  is  fos 
people  who  are  proud  of  their 
and  never  seek  profits  at  the  expense  of  good  corporate  goverr 
And  y'/'^a/cu  means  that  we  always  know  where  we  are,  an 
clearly  see  how  to  get  where  we  want  to  be." 

That  last  point  may  seem  a  distant  ideal  to  many  other  comp 
but  not  for  Canon:  a  short  chat  with  Mitarai  shows  that  this  is  on 
who  knows  precisely  where  his  company  is  and  where  it  is  goir 

Mitarai  joined  ttie  precursor  of  Canon  Inc.  in  1961  after  graduating, 
Oiuo  Utmrrsily.  f^vrn  1966-1989,  he  Hivd  in  North  America,  setvi 
president  and  CEO  of  Cation  U.S.A.  for  the  last  10  oftiiose  years. . 
assuming  tiie  ptvsidency  of  Canon  Inc.  in  1995,  he  has  driven  refor, 
strengthen  Canon's  financial  and  management  struct  lov. 

www.canon. 


lether  it's  a  blanket  that  feels  a  touch  warmer  or  a  meal  that  arrives  a  little  hotter  ANA's  meticulously  attentive 
anese  service  will  make  your  flight  as  comfortable  as  possible.  Even  if  you're  not  awake  to  appreciate  it. 


AI\IA. 


ENJOYED  DAILYTO  JAPAN  AND  ASIA. 


A  STAR  ALLIANCE  MEMBER   v^^^"' 

1-800-2-FLY-ANA    I    WWW.FLY-ANA.COM 


Liquid'crystal  television     A  V-^  Li  V-/  ^ 


Introducing  Aquos,  inspiring  flat-panel,  liquid  crystal  television.  Crystal-clear  innage  quality.  Outstanding 
brightness.  And  a  screen  that's  merely  2.5  inches  thin.  Aquos  by  Sharp.  It's  what  TV  will  be.  sharp-usa.com 


be  sharp 
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ocomotive  for  Change 

[■ains  run  by  the  former  Japanese 
>Jational  Railways  were  old, 
itations  were  lined  with  un- 
tive  shops,  and  customers  felt 
t'd.  Fifteen  years  have  passed 
;he  firm  was  privatized  and  split 
e  most  prominent  of  the  com- 
;  born  from  this  breakup,  JR 
East  Japan  Railway  Co.),  recent- 
came  completely  privatized 
the  government  sold  the  last  of 
East  stock. 

1  a  scale  and  speed  that  were 
ginable  for  its  predecessor,  JR 
as  been  rapidly  improving  safety, 
nizing  cars,  renovating  stations, 
jcing  high-tech  solutions,  and 
thening  management.  The  new 
t  will  serve  as  a  model  for  rail 
I  designers  around  the  globe, 
man  with  his  hand  on  the  throt- 
this  sweeping  change  is  CEO 
take  Otsuka. 

June  2002,  we  finally  achieved 
?te  privatization,"  he  says,  "But 
was  no  time  to  sit  around  con- 
Jting  ourselves.  The  day  after 
ivatization  I  told  our  staff  that 

3/  challenge  starts  right  now."  Otsuka  explains  that  because 
t  is  now  a  completely  independent  company  it  must  acceler- 
efforts  to  deliver  greater  performance  to  shareholders,  cus- 
i  and  local  communities  alike.  That  means  further  evolution  of 
ervices,  expansion  of  the  new  life-style  service  businesses, 
iproved  financial  performance.  JR  East  is  constantly  changing 
effort  to  shed  the  old,  dull  image  of  railway  business.  Otsuka 
I  ann  always  telling  my  staff,  'Faster,  faster,  faster...'." 
first  priority  is  to  strengthen  the  company's  core  competence: 
way  network.  Otsuka  explains,  "We  are  revising  our  rail  trans- 
stem  and  trying  to  improve  passenger  services  through  both 
fficient  routing  and  by  making  new  high-tech  cars."  The  com- 
Iso  purchased  the  Tokyo  Monorail,  which  serves  both  Haneda 
:  and  the  new,  rapidly-developing  waterfront  areas, 
enger  services  are  being  upgraded  through  sizeable  invest- 
1  IT  infrastrurture.  For  example,  on  Dec  1st  the  company  intro- 
high-tech  ticketing  system  for  its  Shinkansen  (bullet  trains). 
:ing  tickets  of  passengers  who  are  relaxing  inside  our  cars  is 
jpriate  for  this  new  age  of  railway  services,  so  -we  came  up 
new  approach,"  says  Otsuka.  The  system  automatically  reads 
formation  from  tickets  as  passengers  enter  the  platform,  and 
ids  this  data  to  hand-held  devices  used  by  the  conduaors. 
company's  second  priority  is  "Station  Renaissance,"  a  pro- 
i  3  turn  unfashionable  old  stations  into  commercial  centers  that 


attract  JR  passengers  and  other  customers  alike.  "We  want  regular 
railroad  patrons  to  be  surprised  that  our  stations  have  become  so 
attractive.  And  we  also  want  less-frequent  travelers  to  discover  the 
charms  of  the  new  stations.  We  want  to  make  them  into  bright,  inter- 
esting transport  and  communication  hubs  that  will  play  a  leading 
role  in  each  local  community." 

"We  can't  satisfy  customers  with  the  same  kind  of  shops  and 
restaurants  that  you  usually  find  in  stations.  We  need  to  cater  to  our 
customers'  needs.  Train  stations  are  no  longer  merely  places  you 
pass  through.  They  are  new  business  hubs  and  stylish  meeting 
places,  with  more  modern  attractions  such  as  the  Hard  Rock  Cafe." 
JR  East  has  a  grand  vision  to  turn  itself  into  a  "trusted  life-style 
service  group"  over  the  next  several  years.  The  central  theme  of  its 
medium-term  business  plan,  dubbed  "New  Frontier  21,"  is  a  focus 
on  total  customer  satisfaction.  Otsuka  says,  "We  consider  it  normal 
for  a  railway  to  have  a  reputation  as  safe,  steady  and  reliable.  Now 
we  want  to  earn  a  reputation  for  something  more — as  modern, 
futuristic,  and  yes,  even  exciting."  • 


Otsuka  was  bom  in  Beijing,  where  his  fathet-  was  a  SovUiem 
Mamlmria  Railway  executive.  He  joined  the  Japanese  National 
Railways  in  1965  and  continued  to  rise  within  JR  East  ^vlien  it  ivas 
formed  in  1987.  President  and  CEO  since  2000,  Otsuka  still  finds 
time  to  indulge  his  passions  for  music  and  golf. 

www.jreast.  co.jp/e/ 
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Founded  in  1 963  with  a  commitnnent  to  customer  service, TEL  has  persistently 
branched  into  new  product  and  technology  arenas.  As  the  world  market  share 
leader  in  numerous  product  lines,  we  are  building  on  our  expertise  to  deliver 
first-rate  4th  and  5th-generation  300mm  equipment.  With  focused  research 
and  development, TEL  will  continue  to  provide  the  latest  in  market-changing 
technologies  across  our  extensive  product  offerings. 

Rooted  in  Experience.  Committed  to  Innovation. 

TEL.  Generations  Ahead. 


www.tel.com 
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Big  Little  Loss 


role  Little,  the  Los  Angeles  clothing  designer  whose  business  fal- 
ed  after  financial  woes  and  the  long-unsolved  murders  of  two 
cutives,  is  suing  in  U.S.  Tax  Court  to  challenge  with  ex-husband 
anard  Rabinowitz  the  Internal  Revenue  Service's  claim  that 
y  owe  S2.6  million  in  additional  taxes  for  1992  to  1997.  The  feds 
the  two  wrongly  took  certain  deductions — in  excess  of  their 
able  income,  which  in  1996  was  listed  as  negative  $16  mil- 
n — and  also  wrote  off  some  personal  credit  card  bills.  Their 
^er  calls  it  a  dispute  over  "timing"  issues  about  discounts  given 
biners.  — Janet  Novack  and  William  P.  Barrett 

eart  Attack 

;er  a  study  backing  the  fatty,  low-carb  Atkins  diet,  presented  at  the 
nual  .American  Heart  Association  scientific  meeting,  gained  wide 
dia  notice,  the  AHA  rushed  out  a  critical  press  release  reaffirm- 
;  its  own  low-fat  regimen.  The  very  first  sentence  noted  rather 


pointedly  that  the  study  had  been  ftinded  by  an 
Atkins  foundation.  Left  unsaid:  The  Dallas-based 
AHA  profits  from  its  own  low- fat  diet  and  cook- 
books, receiving  $300,000  yearly  ft-om  royalties. 
On  revenue  of  $489  million,  the  AHA  lost  $12  mil- 
lion. Flacks  deny  economic  motives  for  their 
assault.  —W.P.B. 

I  What  If  They  Wear  Tuxes? 

Braun  Consulting  executive  Paul  Bascobert 
e-maOed  the  firm's  New  York  employees  saying 
a  dress  code  would  be  imposed  until  the  pub- 
licly traded  firm's  stock  doubled  fi-om  75  cents  to 
$1.50.  A  "visible  sign  of  our  resolve  to  grow,"  he 
wrote,  while  acknowledging  "logically,  not 
much"  rationale  for  the  linkage.  Bascobert  de- 
nies actually  enacting  the  code,  but  the  price  has 
^'  risen  40%  to  a  recent  $1.05.         — Dirk  Smillie 

No  Man  Is  an  Island— or  a  Charity 

The  Salvation  Navy?  That's  what  David  A.  Valfer  caUed  the  one- 
man  nonprofit  he  founded  in  1976  after,  he  says,  the  Salvation 
Army  booted  him  out  of  a  shelter.  In  1999,  following  charitable 
service  that  included  distributing  milk  at  a  Hartford,  Conn, 
senior  citizens  center,  Valfer  unsuccessfully  sought  tax-exempt 
status.  The  U.S.  Tax  Court  just  upheld  the  Internal  Revenue  Ser- 
vice's ruling  that  Valfer  and  his  Navy  are  really  one  and  the  same, 
and  therefore  not  a  charity.  — Ashlea  Ebeling 

To  B2B  or  Not  to  B2B 

During  the  Internet  boom  B2B  meant  "business  to  business." 
Then  came  the  bust,  which  sent  many  foreign-born  computer 
programmers  back  to  their  native  countries,  especially  India.  At 
the  big  ITU  Telecom  Asia  technology  show  recently  in  Hong 
Kong,  relocated  participants  said  sadly  that  B2B  has  now  come 
to  mean  "back  to  Bangalore."  — Robyn  Meredith 
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ver  wonder  how  much  you'd 
ACILITY 

ilanetarium 

nam  entrance  to  campus 

ootball  training  complex 

lormitorv 

lumni  center 

heater 

'Usiness  school  building 

chool  of  education 

ancer  research  building 

esidential  college 


illl|.E-|lllU.Ui:M 


have  to  pay  to  get  the  family  name  on 
SCHOOL 

Rowan  University  (N.I.) 

St.  Thomas  University  (Fla.) 
University  of  Iowa 
L'niversity  of  Denver 
Purdue  University 
Montclair  State  Universitv  (N.J 
George  Washington  University 
Clemson  University  (S.C.) 
University  of  Texas  | 
Princeton  University 


a  new  college  structure?  Below,  some  recent  examples.  —W.P.B. 


DONORS 

Frederic  and  Jean  Edelman 

Carl  Buccellato 

Ronald  and  Margaret  Kenyon 

King  and  Shirley  Nelson 
Richard  and  Sandy  Daud 

Mary  V.  Mochary  and  I.  Michael  Kasser 

Henry  and  Dawn  Duques 

Darl.i  Moore  and  Richard  Rainwater 

ard  Cynthia  Mitchell 
Meg  Whitman 


AMOUNT  ($MIL) 


2 
3 

4 

§_ 

10 

20 

30 
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MDX  with  Toonng  Package  and  optional  ski  attachment  shown  Acura  Nasigation  System  with  Vcice  Recognition^  and  DVD  entertainment  system  available  on  Touring  Package  models.  ^2002  Acura  Oivi' 
of  American  Honda  Motor  Co .  inc.  Acura.  MDX  and  Acura  Navigation  System  with  Voice  Recognition  are  trademarks  of  Honda  Motor  Co.,  ltd.  Make  an  inieiligent  decision.  Fasten  your  seat  belt. 


The  260-hp  Acura  MDX  with  elprtrnnic  4-whepl  drive    We've  taken  the  SUV  to  even  greater  heights,  giving  it  i 
boost  and  an  impressive  list  of  new  available  features,  like  the  ease  of  a  voice-activated  navigation  system,  the  pleasi 


itertainment  system  and  the  convenience  of  a  rearview  camera.  Plus,  it's  safe  to  say,  it's  always  had  one  of  the  best 
l-(Jrive  systems  on  the  road  (or  the  snow).  Trek  on  over  to  acura.com  or  call  1-800-TO-Acura.     VO.y>\l^LJI^>\ 
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AFrien 
In  Nee 

Venezuela  s  state-owned  oil  comDanv  has  a  huge  supmv  in  casetne  l\ 


huge  supply  in  case  the  Middlehast  expio 
But  can  the  former  Marxist  guerrilla  who's  running  the  show  keep  the  oil  flowing? 


Joei 


FROM  THE  PENTHOUSE  OF  PETROLEOSDE VENEZUELA, 
S.A.  you  can  hear  the  shouts  and  sirens  as  crowds  of 
demonstrators  clash  with  troops  loyal  to  President  Hugo 
Chavez.  It's  a  familiar  cacophony  on  the  streets  of  down- 
town Caracas  these  days — part  of  a  general  strike  that  has 
paralyzed  the  country  and  all  but  shut  down  oil  production. 

It's  precisely  the  kind  of  civil  unrest  Ali 
Rodriguez  Araque  tried  to  foment  during  a  15-year 
career  as  a  Marxist  guerrilla  in  the  1960s  and  1970s. 
But  now  the  head  of  the  state-owned  oil  company, 
PDVSA,  is  on  the  other  side,  appointed  by  Chavez  to 
contain  the  divisive  politics  that  threaten  to  tear 
PDVSA — ^and  Venezuela  itself — apart. 

America  has  more  than  a  casual  interest  in  see- 
ing Rodriguez  succeed.  W^ith  78  billion  barrels  of 
proved  oil  reserves  (to  the  U.S.'  22  billion)  and  un- 
counted triUions  of  cubic  feet  of  natural  gas, 
Venezuela  has  the  largest  hydrocarbon  deposits  in 
the  Western  Hemisphere.  Its  exports  of  1.2  million 
barrels  a  day  to  the  U.S.  trail  those  of  Saudi  Arabia, 
Canada  and  Mexico  today,  but  that  could  change  if 
war  disrupts  the  flow  of  oil  from  the  Middle  East. 
Our  Nafta  cousins  can't  help  out  much. 
Canada  and  Mexico  have  little  excess  capacity  left. 
Venezuela  is  just  6  days  by  tanker  from  U.S.  re- 
fineries, versus  35  days  for  Saudi  Arabia.  The  elimination  of  a  sin- 
gle Arab  producer — say,  Iraq  (which,  despite  all  the  saber- rattling 
from  the  White  House,  still  exports  about  500,000  barrels  a  day  to 
the  U.S.)— could  make  PDVSA  a  critical  fallback  supplier. 

Over  the  longer  term  Venezuela's  strategic  importance  will 
only  grow.  In  addition  to  its  massive  proved  reserves,  it  has  an  es- 
timated 260  billion  barrels  of  heavy  crude — rouglily  equal  to  Saudi 
reserves — in  its  Orinoco  Belt  stretching  across  the  center  of  the 

96      FORBES"   I.inu.irv  6.  2003 


BY  DANIEL  FISHER 


A  master  milker: 
President  Hugo 
Chavez  uses  oil 
revenues  to  keep 
his  increasingly 
frail  hold  on  power. 


nation.  Energy  Department  planners  believe  Venezuela  will  outst 
Mexico  as  an  exporter  to  the  U.S.  by  2020,  as  Mexico's  fast-gro 
ing  demand  eclipses  production  of  4.4  million  barrels  a  day. 
that  point  Venezuela  could  also  be  a  significant  exporter  of  refir 
products  like  gasoline  and  jet  fuel,  as  environmental  controls  a 
poor  investment  returns  keep  the  U.S.  refining  industry  from  ( 
panding  to  meet  demand. 

But  how  reliable  an  ally  is  Venezuela?  A 
Rodriguez.  With  his  wire-rimmed  glasses  a 
hard-edged  smile,  he  still  looks  every  inch  the  r< 
olutionary  he  once  was.  A  close  ally  of  left-leani 
Chavez,  Rodriguez  was  president  and  general  si 
retary  of  the  Organization  of  Petroleum  Exporti 
Countries  before  he  took  over  at  PDVSA  last  Ap 
Which  means  that  he  will  not  necessarily  be  ; 
spired  to  turn  on  more  spigots  just  to  make  life 
easier  for  the  Bush  Administration.  "Our  posi- 
tion is  the  same  position  as  OPEC,  which  is  to 
maintain  the  stability  of  the  market,"  he  says. 
Quite  a  contrast  to  his  predecessor,  Luis  E. 
Giusti,  who  increased  output  by  1  million  bar- 
rels a  day  to  3.6  million  in  1997.  That  pushed 
Venezuela's  share  of  OPEC  exports  from  9%  to 
1 2%.  Since  then  Venezuelan  production  has 
slipped  to  an  estimated  2.7  million  barrels  a 
day,  and  its  OPEC  share  is  down  to  10%.  The  turnaround  has 
earned  Rodriguez  criticism  from  Venezuelans  like  Giusti  who 
note  that  while  the  nation's  market  share  has  fallen,  Saudi 
Arabia's  has  held  firm  at  30%. 

"They  have  a  foolish  ideology  about  sovereignty  in  oil," 
says  Giusti,  now  a  consultant  with  the  Center  for  Strategic  & 
International  Studies  in  Washington,  D.C.  "It's  a  jump  back 
maybe  40  years  in  time."  PDVSA,  he  believes,  needs  to  spend 


VENEZUELA 


$4  billion  a  year  just  to  maintain  output  from  fields  where  the  his- 
toric rate  of  decline  is  25%  a  year.  Yet  its  entire  capital  budget  was 
$3.8  billion  last  year,  down  from  $5.4  billion  in  1997.  Rodriguez  in- 
sists PDVSA  has  the  capacity  to  pump  almost  4  million  barrels  a  day 
and  a  $40  billion  plan  to  increase  that  to  5  million  by  2007.  Out- 
siders scoff^  saying  the  company  was  only  able  to  exceed  its  OPEC 
quota  of  2.5  million  barrels  a  day  last  fall  by  tapping  crude  from  in- 
ventories stockpiled  earlier.  "The  people  I  talk  to  inside  the  com- 
pany say  they're  running  flat  out,"  says  a  former  top  PDVSA  exec- 
utive who,  like  many  in  Caracas,  is  fearful  of  being  identified. 

To  boost  production,  Rodriguez  must  contend  with  venomous 
politics  in  Venezuela  and  within  PDVSA,  which  is  seething  with 
anti-Chavez  plotters  starting  at  executive  grades  immediately  be- 
neath his  own.  A  strike  at  PDVSA  helped  spark  the  short-lived  coup 
that  briefly  unseated  Chavez  in  AprO;  oil  employees,  a  key  force 
behind  the  current  strike,  are  demanding  Chavez's  resignation. 

In  addition  to  appointing  generals  and  cronies  to  the  board  of 
directors,  Chavez  has  salted  management  with  allies  including 

Feeding  an  Insatiable  Habit 

American  dependence  on  Venezuelan  oil  will  only  grow  as 
exports  from  Nafta  neighbors  increase  at  a  slower  rate. 


Brigadier  General  Oswaldo  Contreras,  named  to  run  PDVSA's  1| 
subsidiary,  Citgo,  despite  limited  experience  in  the  oil  indusi 
and  Gustavo  Perez  Issa,  the  widely  detested  head  of  internal  s© 
rity.  Perez  is  accused  by  employees  of  being  a  Soviet-style  o 
missar  who  monitors  phone  calls  and  e-mails  for  signs  of  disl 
ally  and  reports  directly  to  Chavez.  Perez  declines  comment. 

Venezuela's  political  troubles  are  rooted  in  class  warfare.  PD' 
employees  worry  that  their  company  is  being  depleted  to  help ) 
ther  Chavez's  left-wing  agenda  and  prop  up  his  dwindling  s 
port — largely  among  Venezuela's  poor.  His  administration  m 
than  doubled  the  dividends  paid  to  the  government  to  $4.9  billl 
last  year  from  $2  billion  or  less  in  preceding  years.  And  that's 
the  only  way  Chavez  milks  this  cash  cow:  Production  and  incc 
taxes  consumed  another  $7.5  billion,  and  last  year  Chavez  chani 
the  terms  of  a  "rainy  day"  fund  designed  to  help  the  country  i 
out  low  oil  prices.  Instead  of  paying  50%  of  export  earnings  in 
cess  of  $9  a  barrel,  PDVSA  now  pays  a  6%  tax  on  every  barrel 
ported,  regardless  of  price,  and  that  tax  will  rise  to  10%  by  2C 
Contributions  to  the  fluid,  which  the  government  can  use  foi 
own  purposes,  rose  to  $1.7  billion  last  year  from  $215  millior 
1999.  Such  bulging  coffers  help  Chavez  spend  lavishly  on  such 
cial  programs  as  health  care  and  building  homes  for  the  poor. 
All  told,  PDVSA  paid  out  30%  of  its  $46  billion  in  revenue , 
year  to  the  government,  up  from  23%  in  1998.  That's  not  ne« 
sarily  an  intolerable  burden;  ExxonMc 
forked  over  40%  of  revenue  last  year  in  ta: 
dividends  and  stock  repurchases.  But  hyp 
efficient  ExxonMobil  also  earns  a  21%  reti 
on  equity,  double  PDVSA's  remrn.  Prouc 
the  most  stable  institution  in  Venezu 
(and  possibly  all  of  Latin  Americ 
PDVSA  employees  now  grouse  that  tt 
company's  credit  rating  was  cut  a  no 
to  Bal  earlier  this  year  by  Mood 
moving  it  closer  to  the  sovereign  deb 
crisis-prone  Venezuela  at  B3. 

PDVSA  can't  count  on  foreign  com 
nies  to  finance  its  expansion,  either.  Dur 
a  short-lived  government  policy  in 
mid-1990s  dubbed  la  apertura — " 
opening" — ExxonMobil,  Conoco  and  o 
ers  committed  to  spending  $12.6  billion 
develop  Venezuela's  heavy  crude  reser 
in  the  Faja  region.  That  opening  slamn 
shut  last  year,  however,  when  Cha 
rammed  through  a  new  hydrocarbons 
increasing  oil  royalties  to  30%  from  1 
and  requiring  joint  \'entures  to  include 
government  as  a  50%  partner,  mean 
even  routine  decisions  would  have  to 
before  the  Venezuelan  legislature.  The  I 


i 


'Mostly  heavy  crude.  Canada  will  have  to  import  I.I  millii 
barrels  per  day  to  satisfy  demand  in  its  eastern  provinci  hi 

^Heavy  crude.  Mexico  vxiil  have  to  import  an  equivalent 
amount  of  fuel  from  Caribbean  refineries  to  satisfy  demar 


Source:  U.S  0  '  of  Energy. 


"ojects  are  producing  239,000  barrels  a  day 
It  none  of  the  companies  have  signed  up  for 
rw  developments  even  though  PDVSA  esti- 
ates  there  are  some  260  billion  barrels  of 
■avy  crude  still  to  be  exploited.  Executives  at 
onoco  and  ExxonMobil  who  were  wont  to 
>ast  about  their  Venezuelan  projects  four  years 
lo  now  duck  questions. 
I  "The  hydrocarbons  law  needs  work — it's 
)t  internationally  competitive,"  says  a  U.S. 
ate  Department  expert  on  Latin  American 
lergy  affairs.  "There  will  not  be  a  lot  of  foreign 
krestment  unless  it  is  changed." 

That  doesn't  seem  to  bother  Rodriguez, 
lo  says  it's  not  a  good  time  to  increase  pro- 
iction  anyway.  He  thinks  oil  prices  could 
jnge  amid  rampant  OPEC  cheating  and  new  supplies  from  places 
e  Russia  and  Kazakhstan.  While  it  appears  that  Venezuela  has 
id  the  highest  price  to  maintain  OPEC  production  quotas  lately, 
lers  will  soon  feel  the  pain.  "The  market  doesn't  distinguish  be- 
een  an  OPEC  and  a  non-OPEC  producer,"  he  says.  "If  we  suffer  a 
ice  of  $5  [a  barrel] — and  this  is  a  possibility — Russia  will  be  af- 
ted."  And  not  just  Russia.  High-cost  areas  like  the  deepwater 
ilf  of  Mexico  would  be  devastated  by  low  oil  prices,  says  Ro- 
iguez,  who  displays  an  intimate  knowledge  of  production  costs 
d  tax  rates  in  the  U.S.  and  elsewhere. 

There  is  logic  to  his  position.  Venezuela  produces  mostly  heavy 
ide,  which  is  loaded  with  sulfur  and  can  be  processed  only  in  re- 
eries  equipped  with  hundreds  of  millions  of  dollars'  worth  of 
;cial  equipment.  (A  barrel  of  Venezuelan  heavy  crude  yields 
out  65%  finished  products  such  as  gasoline,  diesel  and  jet  fuel 
thout  further  processing,  while  the  lightest  Saudi  crude  yields  up 
95%.)  Right  now,  about  one-third  of  PDVSA's  exports  to  the 
>.  go  to  Citgo,  its  wholly  owned  subsidiary,  which  has  refiperies 
Texas  and  Louisiana  that  handle  sulfur-laden  oil.  But  it's  at  the 
Tcy  of  the  worldwide  market  in  disposing  of  the  rest  of  its  crude. 

The  differential  between  heavy  crude  and  the  light,  sulfur-free 
ide  like  that  produced  in  the  Middle  East  narrowed  this  year  to 
average  of  $2.60  a  barrel  from  a  normal  $4.50.  That's  because 
n-OPEC  producers  pumped  more  valuable  light  crude  to  coun- 
act  the  effects  of  OPEC's  cheating.  Result:  tighter  supplies  of 
ivy  crude  than  normal.  PDVSA  higher-ups  know  the  situation 
old  reverse  as  the  global  glut  grows.  "I  wish  I  was  the  pretty  girl 
he  dance,  but  I  am  not,"  says  Manuel  Trevifio,  a  PDVSA  execu- 
!  who  helped  assemble  four  multibillion-dollar  joint  ventures  to 
)duce  Faja  crude  in  the  mid-1990s.  "Mayan  crude  will  be  fight- 
:  for  space  with  a  lot  of  people  for  the  next  few  years." 

Asked  if  PDVSA  is  playing  a  waiting  game  until  the  market 
Jigs  back  to  Venezuela's  favor,  Rodriguez  waves  his  hand  dis- 
isively.  "Of  course,"  he  says.  Rodriguez  has  demonstrated  pa- 
ice  before.  As  a  law  student  at  the  Central  University  of 
lezuela  in  Caracas,  he  joined  leftist  groups  seeking  to  overthrow 

government.  He  became  a  full-fledged  guerrilla  a  few  years 
;r  graduating  in  1961  and  spent  15  years  fighting  regimes  from 
)ngholds  in  the  jungle  and  safe  havens  like  Cuba,  a  key  ally  of 


At  a  standstill:  An  anti-Chavez  strike,  sparked 
by  oil  workers,  has  all  but  halted  production. 

Chavez's.  Even  after  the  government  negotiated  an  amnesty  with 
guerrillas  in  the  early  1970s,  Rodriguez  didn't  come  in  from  the 
cold  until  1979.  He  now  describes  Marxism  as  a  "method  of  analy- 
sis" appropriate  in  the  19th  century  but  not  so  relevant  today. 

"The  world  changed  in  many,  many  ways,  and,  of  course,  we 
have  to  adapt  our  mission,  our  policies,  to  reality,"  he  says.  These 
days  his  analysis  is  being  done  by  McKinsey  &  Co.,  which  is  look- 
uig  at  ways  to  increase  PDVSA's  efficiency. 

Venezuela  faces  two  choices,  says  Ian  Stuart,  head  of  research  for 
global  energy  futures  at  ABN  Amro.  It  can  follow  the  Chavez  pol- 
icy of  production  restraint  and  Umited  foreign  investment  and  re- 
main a  second-tier  exporter  with  little  influence  on  world  energy 
prices.  Or  it  can  return  to  the  Giusti  policy  of  bringing  in  compa- 
nies to  increase  production.  (That's  assuming,  of  course,  that 
ExxonMobil  and  Conoco  can  be  persuaded  to  shrug  off  the  risk 
that  their  capital  wiU  be  expropriated  by  leftists.)  "If  you  do  the 
Giusti  model  you  could  in  10  to  1 5  years  see  Venezuela  as  a  signif- 
icantly larger  exporter  to  the  U.S.  than  Saudi  Arabia,"  says  Stuart. 

Rodriguez  seems  content  to  follow  the  former  path,  confident 
that  when  foreign  companies  need  his  oil,  they  will  pay  any  price 
to  get  it.  A  slight  smUe  creases  his  face.  "At  the  end  of  the  day,  our 
objective  is  to  obtain  the  best  benefits  for  our  country."  F 
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Life  is  too  short  to  worry  about  your  possessions. 
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<  CHUBB  COMMERCIAL  INSURA 


<  CHUBB  SPECIALTY  INSURANC 


<  CHUBB  PERSONAL  INSURANC 


Worth  magazine  called  Chubb  "tHe  gold  standard  for  property-casualty 
Insurance....  Chubb's  best  feature  is  a  three-decade  history  of  swiftly 
paying  claims  that  other  companies  might  balk  at." 

Chubb  refers  to  the  insurers  ol  the  Chutib  Group  of  tttsurance  Companies. 

Actuaf  covcraue  is  subject  to  the  laneiiace  of  tlic  policies  as  issued,  Chulib.  Box  16J5,  Warren,  NJ    07061  1615 


For  more  information,  contact  your 
local  Chubb  branch  or  visit  us  at 
www.chubb.com. 


Backseat  Driver  By  Jerry  Flint 

King  of  the  Road 


If  it  weren't  for  big 

pickup  trucks, 

Detroit  probably 

wouldn't  be  making 

any  money  at  ail. 


rHE  CAR  MAGAZINES  LOVE  THE  HOT  STUFE  THE  CARS 
that  go  from  0  to  60  in  seven  seconds  and  whip 
around  corners  with  all  four  wheels  on  the  ground. 
Families  love  sport  utilities,  especially  the  ones  with 
plenty  of  leg  room. 
But  Detroit  loves  big  pickup  trucks.  That's  where  the  money 
today.  That's  where  General  Motors,  Ford  and  American 
irysler  are  fighting  their  war.  These  aren't  the  small  pickups 
le  Ford's  Ranger  or  Toyota's  Tacoma.  I'm  talking  about  the  big 
les,  such  as:  Che\7  Silverado  and  CMC  Sierra,  Ford  F-150, 
bdge  Ram  and  Toyota  Tundra.  List  prices  start  at  $20,000,  but 
;  Full  Monty,  with  four 
ors,  extended  cab,  four- 
leel  drive,  V-8  and  leather 
1  move  the  sticker  well  past 
0,000.  And  you  can   go 
k^ond  $40,000  for  the  fanci- 
and  biggest  models. 
WTiy  are  these  pickups  the 
)st     important     vehicles 
troit  builds?  Look  at  the 
s  figures  in  the  table.  Unit 

umes  are  almost  twice  those  of  the  bestselling  sport  utilities 
cars  (400,000).  Pickups  account  for  nearly  one-fourth  of 
d's  vehicle  revenues  and  one-fifth  of  GM's  and  Chrysler's, 
d  these  are  profitable  revenues.  A  $35,000  truck  probably 
duces  S5,000  in  operating  profit. 

Chrysler's  big  pickup,  the  Dodge  Ram,  is  as  much  a  success 
le  minivan,  which  Chrysler  invented.  Before  the  Ram,  pick- 
were  just  pickups.  But  Chrysler's  designers  (this  was  pre- 
imler)  gave  it  a  macho  look  that  GM  and  Ford  have  yet  to 
tch.  Ram  sales  went  fi-om  80,000  a  year  to  400,000,  and  it's  a 
ar  in  Chrysler's  recovery  today. 

Detroit  also  makes  money  by  exploiting  the  platforms — the 
Tie  structure  underneath  those  pickups.  They  are  used  in 
er  vehicles,  which  spreads  costs  and  builds  profits.  The  T800 
tform  on  the  GM  pickup  is  used  on  the  Tahoe,  Yukon  and 
)urban  SUVs,  and  even  on  the  Hummer  H2.  The  combined 
form  total  is  1 .6  million  units.  That's  how  GM  makes  money. 
Let's  also  not  forget  that  the  government  standards  on  emis- 
is  are  easier  to  meet,  an  average  22.7  miles  per  gallon,  com- 
ed  with  27.5  for  cars.  A  fiill-size  pickup  with  a  big  V-8  and 
r-wheel  drive  gets  16  miles  to  the  gallon.  And  buyers  seem 
re  satisfied  with  their  quality,  or  maybe  don't  expect  as  much 
nd  finish  from  trucks  as  they  do  fi-om  cars. 
Best  of  all  for  Detroit,  the  Japanese  aren't  in  this  segment  in 
g  way  yet,  so  customers  have  more  loyalty.  Toyota  is  the  only 
;ign  manufacturer  building  a  big  pickup,  the  Tun- 
But  at  100,000  units  a  year  out  of  a  plant  in  Indi- 


ana, Toyota  doesn't  build 
enough  or  offer  enough  varia- 
tions to  seriously  threaten 
Detroit.  And  Toyota  has  had  a 
problem  understanding  just 
how  big  we  like  our  trucks. 

Still,  the  Japanese  are  com- 
ing. Toyota  is  believed  to  be 
planning  a  second  truck  plant, 
in  Texas,  and  the  next  model 
will  be  bigger.  Nissan  is  building 
a  truck  plant  in  Mississippi  that 
will  go  into  production  in  a  year.  So  in  a  few  years  we  can  figure 
on  a  big-truck  capacity  of  between  250,000  and  300,000  ft^om 
the  two  Japanese  makers.  That  may  be  why  Detroit  fights  so 
hard  for  the  truck  business.  General  Motors  is  giving  $2,500 
rebates  on  Chevy  Silverados.  These  are  darn  good  trucks.  I 
believe  they  could  sell  those  trucks  without  such  a  big  rebate. 
But  they  are  sending  a  message  to  Japan:  "You  want  this  beach? 
Fine.  But  you  are  not  just  walking  in."  So  Toyota  has  had  to  put 
a  $500  rebate  on  its  Tundra. 

Who  are  the  customers?  Even  for  extra-large  models  (like 
the  Ford  SuperDuty),  most  of  the  buyers  are  not  businesses; 
they're  just  people.  We  own  a  '97  GMC  Sierra.  Why?  I  wrecked 
my  wife's  little  Miata  sports  car  and  owed  her  a  vehicle.  She  fell 
in  love  with  an  extended-cab  four-wheel-drive  monster  with  a 
5.7-liter  engine. 

We  use  the  truck  to  tow  her  horse  trailer  (you  just  can't  tow 
a  horse  trailer  with  a  Toyota  Prius  hybrid)  and  to  carry  loads  of 
mulch  and  horse  manure  for  the  garden.  Once  we  even  pulled  a 
stuck  car  out  of  the  mud.  We  think  that  maybe  someday  we'll  get 
a  travel  trailer,  hook  it  to  the  pickup  and  travel  across  America. 
Are  those  reasons  good  enough?  They  aren't  overwhelming. 
We  could  do  without  that  pickup.  But  we  want  it.  And  in 
upstate  New  York  everybody  owns  a  truck;  a  car  is  a  second 
vehicle.  Right  now  hicks  like  us  are  saving  Detroit.  F 


Big  Is  Good 


While  sales  of  the  big  pickup  trucks  are  down  this  year,  they 
remain  highly  profitable— and  imports  aren't  a  big  factor. 


UNIT  SALES  OF  BIG  PICKUPS 

2001' 

2002' 

%  change 

GM 

842,000 

756,000 

-9.0% 

Ford 

827,000 

741,000 

-10.5 

Chrysler 

314,000 

362,000 

15.2 

Toyota 

100,000 

91,000 

-8.2 

'Through  II  months.  Source:  Company  figures. 


1  Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile 
industry  since  1958.  Visit  his  home  page  at  www.forbes.cam/flint. 
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BY  SETH   LUBOVE 


After  spending  $26  billion  i 
on  16  acquisitions,  Northrop  Grumm^ 
Kent  Kresa  has  reinvented  his  compan 
for  modern  high-tech  warfare. 


The  2001  Gene  Hackman  flick  Behind  Enemy  Lines  }NaLS  an  otherwise  forgettable  testosterone- 
fueled  action  thriller  that  featured  the  usual  two-dimensional  bad  guys  and  predictable  plot  lines.  But  to 
Kent  Kresa,  64,  it — or  at  least  the  30-second  scene  that  plugged  a  fictional  version  of  technology  purportedly 
made  by  Northrop  Grumman,  where  Kresa  is  chief  executive — was  the  hit  of  the  year. 

In  the  scene,  which  Northrop  swears  it  didn't  know  about  in  advance — much  less  pay  for —  an  actor  play- 
ing a  military  technician  tells  Hackman  that  they've  tracked  a  missing  pilot's  radio  signal.  Then,  using  "imagery 
fi-om  a  Northrop  Grumman  relay  satellite,"  they  downlink  the  data  to  a  "processing  center  in  Stuttgart."  Now, 
Northrop  didn't  even  make  satellites  until  it  closed  Dec.  1 1  on  its  $10.7  billion  (including  debt)  acquisition  of 
TRW.  But  even  if  the  plot  detail  is  bogus,  Kresa  is  thrilled  with  how  the  movie  illustrates  the  way  he's  recast  his 
company.  Ki'esa  sees  Northrop  as  no  mere  supplier  of  individual  weapons.  It's  an  integrator — linking  data 
from  satellites,  drones  and  radar  to  weapons  mounted  on  fighter  jets,  warships  and  guided  missiles. 

"When  I  saw  that  [scene],  I  said,  'My  God,  this  is  the  new  Northrop  Grumman,'"  Kresa  says.  No  more 
point-and-shoot.  Targets  move  too  quickly  for  that.  The  modern  batdefield  needs  a  hot  link  between  the  sen- 
sot  and  the  shooter. 

Just  as  in  Hollywood,  which  he  overlooks  from  his  19th-floor  office  in  Los  Angeles'  Century  City,  Kresa 
has  a  great  script.  In  it  he  becomes  chief  executive  in  1990  of  a  company  that  has  one  primary  project:  the 
bat-winged  B-2  Stealth  bomber,  which  is  already  riddled  with  cost  overruns  and  controversy.  Although  he 
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eventually  gets  the  project  on  track,  completing  2 1  of  the  men- 
acing $500  million  planes,  Kresa  faces  the  larger  challenge  of 
what  to  do  once  the  B-2  program  winds  down.  He  could  simply 
pay  out  the  profits  as  dividends  to  shareholders  and  auction  off 
what  is  left  of  the  company. 

Instead  Kresa  becomes  the  stalker.  Beginning  in  1994  with 
the  purchase  of  Grumman,  followed  by  15  acquisitions  since 
then  that  include  Litton,  Logicon,  Westinghouse's  defense  elec- 
tronics business,  Ryan  Aeronautical  and  Newport  News  Ship- 
building, Kresa  builds  the  company  into  the  nation's  second- 
largest  defense  company  (behind  Lockheed  Martin),  with 
expected  2003  sales  of  $25  bUlion.  No  longer  an  also-ran  making 
B-2s  and  military  and  commercial  aircraft  fuselages,  Northrop 
now  makes  nuclear  aircraft  carriers  and  submarines,  the  Global 
Hawk  unmanned  plane,  complex  radar  systems  and  many  other 
tech-heavy  military  products. 

Here's  the  idea:  A  Northrop  Grumman  Global  Hawk, 
buzzing  at  60,000  feet,  sends  intelligence  data  to  a  laser-guided 
targeting  device  on  the  ground,  which  coordinates  with  an  F-35 
Joint  Strike  Fighter  jet  flying  on  a  fuselage  made  by  Northrop,  all 
of  it  coordinated  by  computers  and  software  linked  together  by 
Northrop's  systems  integration  unit.  Borrowing  a  catchphrase 
from  the  computer  business,  the  weapons  designers  say  that 
their  systems  are  made  for  "network-centric  warfare."  The  con- 
nections are  as  important  as  the  firepower  at  the  end. 

Whether  Kresa's  vision  will  have  a  Hollywood  ending,  or 
Northrop  will  end  up  as  yet  another  glorified  conglomerate 
buried  under  debt,  is  where  the  story  gets  interesting.  Despite 
increased  military  spending  and  talk  of  war  with  Iraq,  share- 
holders have  already  had  to  eat  a  $160  million  loss  for  the  most 
recent  nine  months  ($59  million  in  the  third  quarter),  mostly 
because  of  writeoffs  on  various  programs  inherited  by 
Northrop,  along  with  lowered  earnings  forecasts  for  2003  (prior 
to  TRW).  The  stock  is  off  32%  ft-om  its  52-week  high  of  $135. 

Kresa  is  fond  of  calling  Northrop  a  company  of  corporate 
"immigrants,"  and  that's  true  now  more  than  ever.  Including 
TRW,  the  company  employs  a  small  army  of  120,000  people. 
Only  9,000  are  original  Northrop  employees;  another  7,000  are 
from  Grumman.  The  rest  have  come  through  acquisitions, 
bringing  disparate  brand  identities  and  ways  of  doing  business. 
Getting  all  of  these  folks  to  think  of  themselves  as  Northrop 
employees  working  on  the  same  battlefield  is  critical  to  justifying 
Kresa's  acquisition  strategy,  not  to  mention  paying  off  the  $9  bU- 
lion of  debt  incurred  or  assumed  with  the  acquisitions. 

And  Kresa  won't  be  around  much  longer  to  help.  The  task  of 
getting  all  the  pieces  to  work  together  for  a  greater  good  will 
most  likely  fall  to  Ronald  Sugar,  54,  Northrop's  chief  operating 
officer  and  Kresa's  expected  successor  when  he  retires  at  the 
mandatory  age  of  65,  in  March.  Sugar,  who  grew  up  on  the 
mean  streets  of  South  Central  Los  Angeles  before  working  his 
way  up  to  executive  positions  at  TRW  and  Litton,  has  his  work 
cut  out  for  him.  "We  pretty  much  have  what  we  need  to  com- 
pete," he  says.  "All  I  have  to  do  is  make  it  work." 

To  do  that  he's  depending  on  managers  like  Scott  Seymour, 
one  of  seven  heads  of  Northrop's  primary  business  "sectors,"  in 
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this  case.  Integrated  Systems.  An  amalgam  of  the  origir 
Northrop  and  Grumman  aircraft  businesses,  Seymour's  sect 
also  includes  the  old  Ryan  Aeronautical  (maker  of  the  Glot 
Hawk),  which  Northrop  acquired  in  1999  from  Allegheny  Tfc 
dyne  for  $140  million. 

Synergies?  Here's  a  small  but  illustrative  one.  At  Seymour's 
Segundo,  Calif  factory,  where  the  company  assembles  fuselaj 
for  Boeing's  F/A-18  Super  Hornet  fighter  jets  and  wings  for  T- 
training  jets,  fluttering  green,  yellow  and  red  flags  are  posted  oi 
side  the  mechanics'  workstations.  The  flags  are  a  quick,  low-te 
way  to  signal  that  someone  needs  help  on  a  project:  Green  mea 
okay,  while  yellow  and  red  mean  help.  The  idea  was  borrow 
from  Northrop's  Pascagoula,  Miss,  shipyard,  an  acquisition  tl 
came  by  way  of  Litton.  This  and  other  gimmicks  taken  from  t 
shipyard  and  various  acquisitions  have  helped  reduce  the  amot  ines 


104      FORBES-    lanuary  i>,  2003 


'let 


liir 
isai 
i 


me 
u 

pre 
Hf 
aft 
Coi 


Missile 


leath  by  Data 


letwork-centric  warfare,"  the  military's 
itchphrase  du  jour,  involves  integrating  multiple 
urces  of  communications  and  sensors  with 
3apons.  Here,  Northrop's  Global  Hawk 
•ordinates  with  a  Joint  Stars  radar  aircraft, 
itellite  and  F/A-18  jet  to  attack  a  tank. 

me  it  takes  Northrop  to  build  an  F/A-18  fuselage  by  38%  to  160 
i,  an  impressive  time  saving,  considering  each  fuselage  requires 
precision  drilling  of  72,000  holes.  Each  hole  has- to  be  drilled 
:tly  right  to  prevent  fatigue  in  the  bolts  and  rivets  that  keep  the 
raft  intact  under  the  severe  stress  of  combat  flying. 
Conversely,  Ship  Systems,  as  the  old  Litton  shipbuilding 
messes  are  now  known,  has  sent  its  folks  to  El  Segundo  to 


look  into  the  plant's  way  of  dispensing  tools.  Rather  than  having 
mechanics  waste  time  rooting  through  tool  bins  at  far  ends  of 
the  factories  for  small  items  such  as  drill  bits  or  welding  rods, 
the  workstations  use  a  modified  vending  machine  to  dispense 
tools — just  as  if  the  mechanic  was  buying  a  bag  of  chips.  The 
contraptions  keep  a  record  of  who's  taking  out  what. 

But  to  get  a  sense  of  the  task  that  Sugar  faces  in  getting  the 
entire  company  to  work  together  as  a  seamless  enterprise,  con- 
sider what  Northrop  faced  just  getting  the  Litton  shipbuilding 
businesses  to  work  together.  Although  the  two  shipyards,  in  New 
Orleans  and  Pascagoula,  are  just  100  miles  apart,  they  could  have 
been  on  different  planets  for  all  the  cooperation  each  offered  the 
other.  Both  vertically  integrated  shipyards  ran  their  own  engi- 
neering, purchasing  and  back-ofFice  functions.  New  Orleans, 
known  as  Avondale  Operations,  was  computerized.  Much  of 
Pascagoula  still  worked  on  paper.  Pascagoula  had  been  union- 
ized for  the  prior  40  years,  while  New  Orleans  had  only  recendy 
become  unionized,  after  years  of  labor  strife. 

"I'm  not  exaggerating  when  I  say  there  was  not  much 
progress  to  integrate  the  two  yards,"  says  Philip  Dur,  a  retired 
Navy  admiral  who  took  over  as  head  of  Ship  Systems  in  late 
2001.  Dur  says  he  has  made  enough  progress  in  the  year  since 
that  productivity  increased  at  least  1 5%,  while  cycle  times  have 
shrunk  by  20%  to  30%.  "I've  never  been  as  busy  in  my  life,  nor 
have  I  ever  been  as  challenged,"  says  Dur,  whose  prior  jobs 
included  commanding  the  battle  force  of  the  U.S.  Sixth  Fleet. 

The  relatively  simple  task  of  creating  a  focused  identity  for  the 
entire  company  has  also  taken  on  new  meaning  as  Northrop  has 
attempted  to  corral  its  far-flung  operations  under  the  banner  of 
Northrop  Grumman.  Almost  to  a  one,  the  units  have  their  own 
famous  histories  and  heritages.  Ryan  buUt  Lindbergh's  Spirit  of  St. 
Louis.  Newport  News  built  many  of  the  ships  that  won  World 
War  II.  But  although  Kresa  says  that  Northrop  "honors  the  past," 
nostalgia  is  an  expensive  distraction  for  a  company  trying  to 
reposition  itself  as  a  cohesive  electronic  entity. 

Setting  an  example  for  the  rest  of  the  company,  Northrop 
has  relegated  the  history  and  artifacts  of  its  own  namesake 
founder,  John  (Jack)  Northrop,  to  a  seldom-used,  nonpublic 
reception  area  located  in  the  guarded  El  Segundo  factory,  across 
the  railroad  tracks  from  a  check-cashing  store  and  a  strip  joint. 
Besides  the  usual  models  of  airplanes  and  ships,  Northrop's  low- 
key  headquarters  has  more  to  suggest  the  anonymous  law  offices 
that  dot  the  landscape  of  its  high-rise  neighborhood  than  the 
nation's  second-largest  defense  firm. 

In  some  cases,  such  as  the  Electronic  Systems  operation,  the 
adaptation  of  the  Northrop  identity  is  almost  complete.  For- 
merly Westinghouse's  defense  electronics  business,  the  Balti- 
more-based division  makes  an  array  of  radar  and  surveillance 
equipment.  But  other  than  some  Westinghouse  emblems 
(barely  noticeable  on  an  employee  alumni  association  bulletin 
board),  there's  scarcely  a  trace  of  the  old  Westinghouse. 

Some  of  Litton's  old  defense  electronics  businesses  have  since 
also  been  consolidated  into  the  sector,  and  sector  boss  Robert 
lorizzo  takes  a  hard  line  on  the  issue  of  cooperation.  "Does 
Woodland  HiUs  [Calif.,  site  of  the  Litton  facilities]  want  to  co- 
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operate  with  Baltimore?  They  don't  have  a  choice,"  says  lorizzo. 
"I  can't  allow  someone  to  say  'We  did  this  differently  at  Litton/" 

Farther  south,  in  Newport  News,  Va.,  however,  the  integration 
is  moving  slowly.  Scanning  the  skyline  of  the  bustling  550-acre 
shipyard  along  the  James  River,  you  wouldn't  know  anything  has 
changed.  The  looming  cranes  feature  the  old  Nev^ort  News  name 
with  the  company's  historical  nautical  logo,  as  do  employees'  busi- 
ness cards  (though  they  now  also  feature  Northrop's  name). 

Thomas  Schievelbein,  the  lanky  head  of  the  Newrport  News 
division,  cringes  when  the  old  logo  is  pointed  out  on  his  busi- 
ness card,  pleading  that  a  visitor  not  mention  it  to  folks  back  in 
Los  Angeles.  He's  already  had  to  fend  off  requests  that  he  repaint 


one  of  his  giant  cranes  with  Northrop's  name.  He  say's  hi 
repaint  when  the  old  paint  falls  off. 

That  doesn't  mean  Schievelbein  isn't  doing  his  part.  Go  p;l 
the  ships  in  various  states  of  construction,  including  the  new| 
nuclear  aircraft  carrier,  the  Ronald  Reagan,  and  down  to  a  mi 
adjoining  seven-story  office  building  in  the  shape  of  a  sh 
Inside  the  Virginia  Advanced  Shipbuilding  &  Carrier  Integrati 
Center,  paid  for  by  the  state  and  managed  by  Northrop,  Ne 
port  News  is  working  with  fellow  Northrop  divisions  on  vario 
aircraft  carrier  integration  projects.  The  group  has  designee 
computer  simulation  program,  for  instance,  that  alloi 
Northrop's  Integrated  Systems  aircraft  division  to  see  how  a  ml 


Targets  of 

Acquisitifln 

I  Facing  oblivion  as  a  defense 
I  also-ran,  Northrop  returned 
I  through  acquisitions. 


1994 

Grumman  Corp. 

$2  billion 

Joint  Stars  and  E-2C  airborne 

surveillance  systems,  EA-6B 

and  EF-III  airborne  electronic 

warfare  systems,  and  F-14 

fighter/bombers. 

Vought  Aircraft  Co. 

$130  million 

Subassemblies  for  Boeing  aircraft, 
wings  for  Gulfstream  jets  and 
work  on  Air  Force  C-17  transports. 

1996 

Westinghouse  Defense 

$3.6  billion 

Radar  and  electronics  for  combat 
aircraft,  including  F-22  and  F-lC 
fighters,  B-IB  bombers,  E-3  Awacs 
and  E-8  Joint  Stars.  Also  makes 
air  traffic  control  radar. 
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1997 
Logicon 

$672  million 

Command,  Control,  Communica- 
tions and  Intelligence  (C3I)  systems. 

1998 

Inter-National  Research 

$55  million 

Software  and  application  develop- 
ment company  for  the  Department 
of  Defense. 


1999 

California  Microwave 

(Information  Systems  Division ) 

$98  million 

Airborne  reconnaissance  and 
surveillance  systems,  ground-     i 
based  satellite  communications. ' 

Data  Procurement  Corp. 

$33  million 

Information  technology  outsourc- 
ing to  the  Department  of  Defense. 


Ryan  Aeronautical 

$140  million 

Original  maker  of  the  Spirit 
of  St.  Louis;  unmanned  aerial 
vehicles  including  the  Global 

2000 

Navia  Aviation  AS 

$35  million 

Instrument  landing  systems, 
voice  switching  systems. 
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nanned,  ship-launched  drone  would  perform  on  the  decks  of 
of  die  carriers  built  at  New'port  News.  "This  is  the  earliest 
:  Newport  News  has  been  asked  to  be  involved  with  an  air- 
le  manufacturer,"  says  Irwin  Edenzon,  a  Northrop  vice  pres- 
it  who  oversees  the  research  operation. 
WTiether  Northrop  can  produce  incremental  revenues  from 
cooperation  has  yet  to  be  seen.  The  real  test  will  come  when 
company  builds  such  projects  as  the  Navy's  DD(X),  a  collection 
ersatile  next-generation  destroyers,  cruisers  and  combat  ships 
led  to  the  teeth  with  advanced  technology.  A  consortium 
ded  by  Northrop  and  Raytheon  has  been  awarded  a  $2.9  bil- 
>  contract  to  design  and  develop  the  destroyer,  but  the  contract 


to  build  about  16  of  the  vessels  won't  be  decided  untO  2005. 

To  accomplish  the  Navy's  high  expectations  for  the  new  ships 
Northrop  will  have  to  bring  several  of  its  newly  acquired  cross- 
disciplines  to  task.  Already,  for  instance,  engineers  from  Phil 
Dur's  Ship  Systems  division,  which  is  overseeing  the  DD(X),  have 
collaborated  with  engineers  from  Scott  Seymour's  Integrated 
Systems  unit,  who  gained  experience  in  radar-evasion  technol- 
ogy and  composite  materials  from  their  work  assembling  the  B- 
2  Stealth  bomber.  At  the  same  time  Newport  News  is  working  on 
the  new,  quieter  and  more  efficient  electric  propulsion  engines 
that  will  propel  the  ships. 

Sugar  figures  that  Litton,  which  had  been  competing  for  the 


Newport  News'  Thomas  Schicvclbcin  aboard  ihe  Ronald  Reagan. 
the  Navy's  ninth  Niniitz-class  nuclcar-poworcd  aircraft  carrier 


I  mptek  Research 

6  million 
I  :Tronics  and  data 
c  imunications  systems  for 
i  ernment  and  industry. 

Ssrling  Software 

s  0  million 

li  lligence  systems;  command, 
c  trol  and  communications; 
a  'raffic  management. 


Federal  Data  Corp. 

$302  million 

Systems  integration,  network 

management  and  outsourcing. 

200i 

Litton  industries 

$5  billion 

Defense  electronics  and 
information  systems;  designer 
and  builder  of  non-nuclear 
combat  ships. 


Aerojet-General 

(Electronics  &  Information  Systems) 

$315  million 

Remote  sensing  systems, 

signal  processing  and  ground 

systems. 

Newport  News 

Shipbuilding 

$2.6  billion 

Designs  and  builds  nuclear- 
powered  ships  and  submarines. 


2002 

TRW 

$10.7  billion 

Space-based  defense,  communica- 
tions and  information  technology 
services.  (Automotive  business  will 
be  sold.) 

(Prices  include  assumption  of  debt.) 
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early-design-phase  contract,  might  not  have  gotten  even  that  far, 
were  it  not  for  the  fact  that  Northrop  acquired  the  company  and 
helped  bring  new  talents  to  the  table.  "One  problem  is  Litton  did  not 
have  management  integration  skills  that  would  allow  the  Navy  to 
feel  comfortable,"  says  Sugar,  who  has  a  Ph.D.  in  electrical  engi- 
neering. "Northrop  has  that  skill  in  large-scale  systems  integration." 
Down  the  haU  from  Sugar's  office  Kresa  prepares  to  distance 
himself  from  the  company  that  he  brought  back  from  the  dead 
not  once  but  twice,  the  second  time  after  a  deal  to  be  taken  over 
by  Lockheed  cratered  in  1998  following  antitrust  objections.  If 


he's  worried  that  his  creation  will  stumble  once  its  architect  1 
more  time  to  pursue  his  passion  for  in-line  skating  along  t 
beach  and  other  retirement  activities,  Kresa  isn't  showing  it. 

Instead,  he  proudly  shows  off  a  model  of  the  Ronald  Reag 
that  in  many  ways  represents  the  larger  Northrop  Kresa  has  c 
ated  in  the  short  span  of  eight  years.  The  company  makes 
90,000-ton,  1,100-foot-long  vessel  and  also  has  a  hand  in  ma 
of  the  planes  that  will  line  up  on  the  decks:  the  F/A-18,  F-14  To) 
cats,  E-2C  Hawkeyes  and  many  more. 

"We've  got  it  all,"  Kresa  smiles. 
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Introducing  the  wireless  Pocket  PC  Phone 
Edition  from  T-Mobile.  It's  a  PDA,  a  phone  and 
luch  more.  So  you  can  surf  the  web  or  make 
sails  or  use  pocket  versions  of  Microsoft® 
Word,  Excel  or  Outlook  wherever  you  go. 
All  because  we  have  the  only  nationwide 
GSM/GPRS  network.  See  for  yourself  at 
t-mobile.com  or  call  1-800-TMOBILE. 

T  •  "Mobile  -^ 

ot  more  from  life' 


Yeah,  instant 
t 
gratification 

is  cool, 

isn't  it? 


T-Mobile  is  a  registered  trademark  of  Deutsche  TeleK,  m  AG. 
Microsoft*  Excel.  Outlook,  W/lndows,  and  Word  ."  n  either 
registered  trademarks  or  trademarks  of  Microsoft  Corporation 
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rhe  Forbes  Platinum  400  have  the  best  balance 

of  long-  and  short-term  financial  performance. 


ale  of  Two  Years 

atinum  all-industry  medians 

[12003    ■2002 
cturn  on  Capital 


'les  Growth 


PS  Growth 


To  make  this  list  of  premier  blue  chips,  a  firm  must  ranit  in  the 

upper  half  of  one  of  23  industry  groups  in  our  composite  scoring 
for  return  on  capital,  sales  growth  and  earnings  growth.  For  these 
metrics  we  look  at  latest  12-month  and  5-year  returns,  and  give 
extra  weight  to  the  long-term  data.  This  approach  keeps  viable 
companies  in  contention  even  if  they've  lost  some  ground  in  the 
current  economy. 

For  our  final  selections  we  dropped  companies  whose  stocks  have 
fallen  below  $5  a  share  or  where  security  analysts  aren't  optimistic 
about  fiature  earnings  growth.  We  also  culled  firms  with  problems 
that  might  not  have  been  fully  reflected  in  latest  financial  results,  or 
whose  accounting  didn't  seem  up  to  snuff. 

Northrop  Grumman  (see  p.  102)  is  our  Company  of  the  Year.  It 
qualifies  as  a  Platinum  member  despite  an  EPS  decline  of  32%.  One 
of  Northrop's  many  positives:  12-month  sales  have  shot  up  45%.  We 
also  profile  other  outstanding  firms,  such  as  retailer  Bed  Bath  & 
Beyond  (p.  124)  and  home  builder  Lennar  (p.  123). 

To  qualify  for  theji^it  a  firm  must  have  revenues  over  $1  billion 
and  either  be  based  in  the  U.S.  or  have  a  significant  presence  here. 
Royal  Dutch  Eft^i^um,  dual-headquartered  in  London  and  The 


MemliersHip  in  the  Platiniun  400  is  no  guarantee  of  future  suc-:^ 
ceSs,  but  the  stocks  on  last  year's  list  had  a  median  loss  of  only  1% ' 
oyer  the  past  12  months.  Nearly  3  out  of  4  stocks  from  this  group 
kept  pace  with  or  beat  the  S&P  500.  For  referee,  over  the  same 
period  the  S&P50Q  fell  1?%,  the  Dow  8%.       -.^ 

See  forbes.cofrj/platirium  for  an  interactive  version  of  this  list — 
with  additional  data  and  a  new  feature  that  allows  you  to  create  on- 
the-fly  charts  comparing  Platinum  companies  in  each  mdustry. 
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Aerospace  8c  Defense 

MEDIANS:  Market  value  $13.6 

^H^^^S^^9pg'te>'"i  estimated  EPS  growth  15%  1 

11 

Alliant  Techsystems 

Boeing 

General  Dynamics 

Honeywell 

L-3  Communications 

Northrop  Grumman 

Rockwell  Collins 

United  Technologies 

23.1 
13.2 
24.2 
11.1 
10.1 
10.8 
273 
20.1 

10.5 
10.1 
18.8 
10.6 
9.5 
4.7 
21.3 
173 

8.0 

15.6 

31.2 

2.5 

35.4 

6.0 

8.7 

3.2 

41.4 
-1.9 
18.4 
-8.2 
55.1 
45.3 
-11.6 
5.7 

12.6 

38.3^ 

19.0 

NM 
46.5^ 

NM 
-10.3^ 
176 

!1.5 

'  2,012 

106 
,828 

16.3 

5.3 

57.3]^ 

i9.9 

56,076       1 

8.2 

3.3 

51.6  1 

. 

9.3 

13,429       1,006 

13.6 

75 

12:0  r; 

500.0+ 

22,272       1,365 

11.6 

6.1 

29.4; 

x 

49.1 
-32.4 

3.411 
16,680 

177 
403 

13.6 
11.2 

5.2 
2.4 

45.l1"' 

36.2 ''f 

70.7 

2,492 

236 

177 

9.5 

0.0  1 

K 

1.8 

28,601       2,048 

17.1 

7.2 

30.5.1 

i 
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Banking 

MEDIANS:  Market  value  $6,545(mil) 

:.'...-y:- 

Long-term  estimated  EPS  growth  12%' 

i 

Associated  Banc-Corp 

17.9 

15.0 
11.3 
14.6 
16.3 
18.3 
15.1 
18.0 
18.5 
19.1 
15.5 
12.7 
15.7 
17.6 
11.1 
11.9 

9.2 
12.8 

9.4 
11.1 
18.5 
12.3 
15.3 

9.9 

5.6 
6.3 
5.0^ 
26.4 

-8.9 

-179 

-1.0 

-1.5 

20.4 
10.5 
19.1^ 

9.2^ 
21.9^ 

8.9^ 
15.3 
11.4 
19.0 

6.0^ 

14.9 

1,008 

204 

34.1 

20.2 

40.1 1  tn 

Bank  of  New  York 
Banknorth  Group 

172 
179^ 
14.7 
16.2 
15.8 
15.3 
18.2 
15.6 
14.1 
13.7 
14.2 
15.4 
11.9 
15.4 
10.7 
13.0 
78 
12.7 
20.0 
13.8 
16.3 
12.4 

-16.7 

6,038       1 

,133 

35.8 

18.8 

45.4  1  etc 

12.9 

1,497 

287 

34.5 

19.2 

20.5  1  [01 

BB&T 

Charter  One  FinI 
Compass  Bancshares 
Fifth  Third  Bancorp 
First  Tennessee  Natl 
Golden  West  FinI 
Hibernia 
M&TBank 
Marshall  &  llsiey 
Mellon  FinI 

National  Commerce  FinI 
Northern  Trust 
Popular 
SouthTrust 
Sovereign  Bancorp 
SunTrust  Banks 
Synovus  FinI 
UnionBanCal 
Washington  Mutual 
Zions  Bancorp 

26.1 

6,032       1 

,234 

35.9 

20.5 

35.2"| 

k 

21.6 
14.3 
23.7 
11.8 
10.4 
15.6 
173 
13.4 

NM 
34.9 
12.3 
12.5 
13.5 
20.8 

7.6 
14.7 

5.4 
10.8 
272 

0.8 

-2.7 

3.6 

-1.9 

-16.6 

-10.6 
-8.8 
-4.6 
-8.3 
-3.6 

-18.1 
-4.2 

-11.9 
-9.3 

-12.6 
-1.7 

-13.5 

0.7 

-9.1 

.8.2 

2,843 

567 

35.4 

19.9 

19-lib 

.5.1 

1,833 

306 

34.5 

16.7 

_30:6_|i. 

579 

6,272       1 

,597 

43.9 

25.5 

12.4 

5 

173 

2,454 

362 

35.3 

14.8 

25.2,  " 

.  -.  1  illii- 

29.1 

3,809 

937 

41.6 

24.6 

19.9 

: 

38.5 

1,353 

241 

33.0 

178 

0.0'"^ 

12.5 

8.4 
15.3 

NM 
14.4 
10.0 
12.4 

NM 
12.6 
14.5 
13.8 
47.5 

9.8 

^ 
%. 

/ 

!6.9 
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1.377 
1.623 

461 
464 

36.2 

19.4 

39.7' 
32.41 

er 

^5.8 

i. 

30.6 

177 

ffl 

81.6 

4,372  1    1 

,323 

24.1 

30.3 

49.0  1  ih 

104!3 

1,514 

299 

30.8 

19.7 

9.6  j 

-9.5 

2,841 

453 

32.9 

16.0 

33.2  ■ 

17.1 

2,511 

347 

30.2 

13.8 

63.8 

15.8 

3,391 

628 

31.8 

18.5 

32.5  j; 

500.0+ 

2,472 

322 

30.8 

13.0 

38.9 

-0.6 

7631       1 

,324 

39.7 

174 

25.3 

11.7 

2,032 

346 

33.5 

170 

19.9 

178^ 

38.2 

44.1 

2,613 

515 
,446 

33.6 

19.7 

li 

14.3 
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46.4 

19.0 

s 
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34.3 
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30.8 

■ 

K 

Business  Services 

I 

MEDIANS:  V 

arket  value  $4,917(MiL) 

w 

l3estP/Eli 

Long-term  estimated  EPS  growth  15%' 

in 
■III 

ABM  Industries 
Automatic  Data 

12.9 
20.2 
20.6 
16.4 
16.2 

9.7 
21.9 
14.4 
16.4 
18.7 
12.9 
12.7 
39.9 
22.5 
16.9 

8.8 
13.6 

9.3 
21.4 
23.5 
13.2 
18.9 
10.4 
16.1 
14.0 
173 
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13.5 
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31.6 
20.1 
14.0 

6.6 
11.7 

12.4 
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17.3 
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6.1 
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22.3 
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13.0 

77 

0.0 
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30.6 
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9.9 
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34 
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1.6 

3.8 
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20.3 
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,115 
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15.8 

1.6  1 
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H&R  Block 

Cintas 

Convergys 

DST  Systems 

Ecotab 

Emcor  Group 

Express  Scripts 

First  Data 

Fiserv 

WW  Grainger 

IMS  Health 

Omnicom  Group 

SunGard  Data  Systems 

United  Rentals 

World  Fuel  Services 

51.9 

3,420 
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29.7 

13.3 

39.2  1 

Bl 
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kn 
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170 
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295 

16.6 
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See  page  129  for  footnotes. 
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banking  on  PrOIltS 


BANKING    CHARTER  ONE  FINANCIAL 


ist  year  the  consolidation  trend  that  bred  banking  behemoths  like  J.P.  Morgan  Chase  ail  but  ceased,  falling  46%  from  the 

01  pace.  That  has  left  medium-size  banks,  once  prey  to  their  bigger  brethren,  with  an  opportunity  to  shine.  Those  with  strong 
:ail  operations  have  benefited  from  two  trends:  weary  consumers  shifting  money  out  of  equities  and  into  sleepy — but  stable — 
posit  accounts,  and  low  interest  rates  that  have  lured  home  buyers. 

A  standout  in  the  sector  is  Charter  One  Financial,  based  in  Cleveland,  which  has  been  run  for  the  last  70  years  by  that  city's 
)ch  family  (no  relation  to  the  Kochs  in  The  Forbes  400).  The  current  head,  Charles  (Bud)  Koch,  has  spent  30  years 
irturing  it  into  a  S40  billion  (assets)  operation,  with  460  branches  in  the  Great  Lakes  area  and  the  Northeast. 

Koch  orchestrated  20  mergers  to  create  that  growth,  including  the  purchase  of  St.  Paul  Bancorp 
r  $1.2  billion  in  1999.  But  recently  his  company's  success  has  been  propelled  by  a  sales  force 
at  lures  customers  with  free  checking  and  then  cross-sells  them  debit  cards,  mortgages  >^ 

d  lines  of  credit.  Prime  Time  Tuesday,  a  marketing  effort  featuring  extended  ^-*C<" 

ening  hours,  brought  in  $1  billion  in  deposits  over  a  six-month 
etch.  Each  branch  opens  an  average  1,300  checking 
counts  a  year,  30%  better  than  the  rest  of  the 
dustry.  Through  last  year's  third  quarter  the 
es  staff  originated  $13  billion  in  loans;  73%  of 
ime  buyers  got  lines  of  credit. 

Retail  operations  should  account  for  $327 
illion  in  income,  43%  of  the  company's  esti- 
ated  net  for  2002  and  a  $35  million  increase 
er  2001.  That  should  please  stockholders.  At  a 
:ent  $29  the  stock  is  trading  at  17%  off  its  52-week 
^  and  at  1 1  times  expected  net  for  2003. 

— Rob  Wherry 
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Long-term  estimated  EPS  growth  14%^ 


4.0 

1.7 
-7.6 
11.4 
12.8 
12.7 

5.6 
12.4 


5.0 

-5.0 
2.6 

11.2 

-11.3 

5.3 

8.1 

-6.7 


9.7 

7.8 
32.3 
NM 
NM 
21.3 
12.9 
35.3 


2.3 

-1.8 
30.5 
50.0 
16.7 
-0.9 
-3.6 
24.3 


4,014 
23,107 
1,296 
1,923 
1,672 
4,301 
4,336 
3,714 


260 

1,311 

210 

128 

86 
287 
520 

78 


14.0 
15.3 
30.7 
12.1 
14.3 
11.4 
28.6 
5.0 


6.5 
5.7 

16.2 
6.6 
5.2 
6.7 

12.0 
2.1 


40.6 

4.5 

8.2 

2.2 

1.8 

12.5 

48.1 

25.0 
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page  129  for  footnotes. 
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DISCOVER  MORE:  PACIFICAXHRYSLER.COM 


9«iKl 

tinunl 

1 

■ 

P-THE  BEST  BIG  COMPANIES 

1 

COMPANY 

PROFITABILITY 
RETURN  ON  CAPITAL 

GROWTH 
SALES             .           EARNINGS  PER  SHARE 

-SALES 

latest 
12rtios 

($wm.) 

NET 
INCOME 

latest 
12  mos 

(SMIL) 

OPER 
MARGIN 

latest 
12  mos 

% 

PROFIT 
MARGIN  • 

latest 
12  mos 

% 

oebtI 

CAPIT/; 

latest 

% 

5- 
av 

year           latest 
erage         12  mos 

%                  % 

5-year 
average 

% 

latest 
12  rtios 

% 

5-year           latest 
average         12  mos 

%                  % 

Ingersoll-Rand                        1 
ITT  Industries                          i 
Manitowoc                              2 
Oshkosh  Truck                       1 
Paccar                                   1 
Pentair 

1.2             70 
>7.8          20.9 
2.9          10.4 
1.4          10.5 
3.2            9.4 

7.6  4.9 
0.7            9.8 

8.7  10.5 
7.0            4.5 

9.6  70 

2.8  12.0 

4.7  5.4 
7.4             76 

8.0 

-12.3 

16.8 

19.5 

6.0 
12.0 
53.4 

4.3 

9.8 
14.7 
15.3 
25.7 
24.7 

4.1 

4,5 
29.6 
20.6 

9.8 

-5.9 

106.0 

8.8 
171 
41.6 

73 
31.4 
-5.3 

NM           43.2 
NM           24.1 

9,968 

4,923 

•    1,345 

378 

9.6 

3.8 

35.£ 

359 
50 

12.3 

73 

22.C 
64.£ 

16.7 
34.0 

NM 

-171 

29.4 

NM 
-26.0 

NM 
13.3 

NM 

6.3 

-3.4 

12.6 

3.7 

15.8 

1,744 

60 

78 

3.4 

22.7 

59.9 

6,836 

300 

12.7 

4.4 

35.1 

26.0 

2,536 

6 
9 

1 

9.7 

2.4 

33.C 

Shaw  Group                            1 

54.8 
3.9 

3,171 

B 

6.3 

3.1 

42.E 

SKF  Group 

4,788 

215 

11.5 

4.5 

13.4 

AG  Smith 

265.7 

1,366 

35 

8.5 

2.6 

24.1 

SPX 

40.7 

4,981 

264 

13.6 

5.3 

45.E 

Teleflex                                 1 

2.7 
20.8 

2,028 
2,388 

119 
28 

13.9 

5.9 

i9.e 

66.7 

Terex                                   1 
Watsco 

7.0 

1.1 

89.3 

1,188 

28 

5.2 

2.4 

19.6 

Chemicals 

M 

MM 

nlAn  A^m^^kKjKnKll^lj  J 

2003  est  P/E 16  ^ 

1 
?ng-term  estimated  EPS  growth  10%'i| 

Air  Prods  &  Chems 

Airgas 

Cabot                                      1 

Dow  Chemical 

9.0  10.5 
5.3             5.7 

4.6  8.6 
7.9             3.7 
2.5          22.8 

6.7  14.9 

3.1  8.7 
5.3          13.4 
0.2          10.9 

9.8  11.3 
0.3            5.3 
7.1             79 
1.0          16.2 

8.0  10.6 

1.1  22.2 

1.9  8.7 

3.8 
6.1 
NM 
6.1 

-8.6 

11.1 
1.9 
3.9 
2.8 
2.6 

11.3 
8.1 
3.6 
1.2 
2.8 

16.3 

-5.5 

4.9 

-6.8 

-0.8 

-8.8 

-35.6 

8.2 

-0.3 

4.0 

-2.4 

-5.8 

0.4 

1.6 

4.6 

-1.8 

10.7 

NM 
7.0 
NM 

1.3 

5,401 

525 

24.4 

9.7 

31.6 

48.1 

1,717 

54 
106 
367 

12.4 

3.1 

49.1 

-9.6 

1,557 
26,866 

16.4 

6.8 

274 

NM             D-P 
NM         500.0+ 

11.4 

1.4 

46.2 

E  1  du  Pont  de  Nemours           2 
Engelhard                                1 
Ferro                                     1 
IntI  Flavors  &  Frags                 1 
Lubrizol                                   1 
Praxair 

Rohm  and  Haas                      1 
RPM 

23,553 

5,406 

15.0 

23.0 

22.3 

21.4 
-12.9^ 

8.1 

3,714 

176 

11.6 

4.7 

18.6 

35.9 

1,572 

72 

11.0 

4.6 

472 

-9.3           89.1 

1,804 

166 

21.4 
15.4 

9.2 
6.3 

64.4 

-5.8 
5.0 
NM 
NM 
5.0 

11.8 
NM 

15.1 

1,926 

122 

28.8 

63.6 

5,069 

526 

26.6 

10.4 

48.4 

-34.2 

5,632 

284 

18.1 

5.0 

37.7 

41.4 

1,995 

109 

12.9 

5.5 

43.0 

Sherwin-Williams                  1 

D-P 

5,162 

299 

13.0 

5.8 

275 

Sigma-Aldrich                        1 

-29.4 

1,203 

97 

26,0 

8.1 

173 

3M                                        2 
Valspar                                  1 

28.7 

16,057 
2,127 

1,844 
120 

23.4 

11.5 

15.3 
49.5 

NM          112,7 

14.4 

5.6 

Computer  Sofii 

imnm 

piANS;  Market  value  $6,608(m| 

2003  est  P/E^ 

)ng-term  estimated  EPS  growth  15%^ 

Adobe  Systems                      3 

6.2          C 

iO.l 

10.0 

-14.1 

476 

3.7 

52.4 

16.9 

-13.1 
-3.8 
11.3 
32.1 

15.5 

31.0^ 

6.0 

9.1 

17.0 

34.6 

21.8 

NM 

NM 

-22.6 

1,135 

186 

30.8 

16.4 

0.0 

Affiliated  Computer                1 
Computer  Sciences                i 
Electronic  Arts 

Microsoft                                2 
Oracle                                     i 
PeopleSoft                             ] 
Perot  Systems                       2 
Symantec                              1 

3.2  ] 
0.7 

9.3  ] 
5.6          ] 
17.9         : 
.3.7          ] 
0.9          ] 
6.6 

.1.8 
8.9 
.9.0 
.8.4 
iO.6 
.1.5 
.2.2 
6.5 

32.2 
15.9 
19.9 
18.7 
12.3 
33.0 
14.3 
18.5 

41.0 

3,306 

255 

170 

77 

23.5 

174.1 

11,444 

400 

13,6 

3.5' 

34.2 

D-P 

2,088 

237 

21.0 

11.4 

0.0 

46.1 

29,985 

9,272 

472 

30.9 

0.0 

-20.0 

9,436 

2,05( 

3 

3 

40.0 

21.8 

5.0 

1.8 
D-P 
D-P 

1,965 
1,313 

18 

18.4 

9.3 

0.0 
0.0 

65 

9.6 

4.9 

1,242 

113 

33.4 

9.1 

29.5 

Computers 

■ 

!       1 

MEDIANS:  Market  value  $8,306(MiJ 

2003  est  P/E  29  , 

ing-term  estimated  EPS  growth  18%j| 

Amer  Power  Conversion         2 

Apple  Computer 

Cisco  Systems                         1 

Dell  Computer                         A 

Harman  International 

Intel                                        2 

IBM                                         2 

Maxim  Integrated  Prod           2 

Nvidia                                     3 

Sony 

Storage  Technology 

Tech  Data                               1 

Xilinx                                     1 

0.0 
8.8 

1.9        i 
8.2       : 

7.9 

0.5 

1.6          ] 

0.0          ] 

4.5          ] 

3.7 

4.4 

2.5 

6.5 

9.5 
1.6 
.0.0 
!8.2 
8.6 
6.9 
.3.1 
.4.0 
.1.7 
5.1 
8.6 
8.1 
5.8 

16.3 

-3.1 

28.4 

33.6 

4.6 

6.5 

3.0 

9.9 

NM 

4.9 

NM 

33.7 

19.8 

-13.6 

71 

-4.5 

6.1 

11.5 

-5.9 

-9.4 

-23.1 

79.1 

2,4 

-3.1 

-13.4 

-22.0 

5.8 
NM 
9.2 

25.4 

NM 

-13.7 

12.6 
6.0 
NM 

-9.9 
NM 

10.0 

-3.2 

1,290 

117 

16.3 

9.1 

0.0 

D-P 

5,742 

65 

2.2 

1.1 
14.4 

6.8 
0.0 

D-P 

19,312 

2,779 

29.3 

68.2 
104.4 

33,730 

1,975 
62 

2,572 

8.4 

5.9 

10.0 

1.918 

9.8 

3.2 

48.2 

-11.6 

26,587 

35.8 

9.7 

2.7 
42.9 

0.0 

-38.0 
1.3 

80,328 
1,072 

4,894 

13.1 

6.1 
25.3 

27] 

L 

40.2 
373 

-16.3 
330.3 

1,944 
62,546 

IK 

6.0 

25.8 

1,304 

72 

2.1 

24.3 

50,0 

2,016 

89 

11.4 

4.4 

0.9 

6.6 

15,893 
1,069 

140 

1.6 

0.9 

16.9 
0.0 

NM             D-P 

124 

23.1 

11.6 

See  page  129  for  footnotes. 
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NOT    THE    USUAL, 


Four  Seasons 


MBMiiimiillif 


Seeing  oterS 


FOOD,  DRINK  &  TOBACCO    CONSTELLATION  BRANDS 


It  used  to  be  that  Constellation  Brands  didn't  get  much  respect.  After  all, 

what  wino  isn't  a  fan  of  Richards  Wild  Irish  Rose,  the  ethanol- 
fortified  dessert  wine.  But  in  the  last  decade  the  company  has 
made  itself  a  star.  A  dozen  acquisitions,  including  last  year's  $  1 50 
million  purchase  of  Napa  Valley  premium  producer  Ravenswood 
Winery,  have  turned  Constellation  into  the  world's  number  two  wine 
producer  after  Ernest  &  Julio  Gallo. 

Morphing  from  a  mere  purveyor  of  jugs  with  screw  caps  to  a  pusher 
of  the  high-end  stuff  has  helped  Constellation  boost  its  operating  margin  from 
8%  to  16%  since  1997,  while  nearly  tripling  revenues  to  $2.8  billion.  Earnings  per 
share  have  grown  at  a  compounded  23%  over  the  same  period.  Average  five-year 
return  on  capital:  10%. 

Constellation  is  run  by  Richard  Sands,  whose  grandfather  Mack  entered  the  business  in  the 
1940s,  bottling  wine  in  the  Bible  Belt  town  of  Greensboro,  N.C.  Despite  Constellation's  success,  Richard,  who 
took  over  firom  dad  Marvin,  hasn't  abandoned  his  roots.  In  1998  he  introduced  the  sweet,  fruity  Arbor  Mist 
wine — a  kind  of  next-generation  wine  cooler.  Though  Gallo  was  quick  to  copy.  Arbor  Mist  now  holds 
60%  of  the  fruity  wine  category.  After  buying  the  discount  wine  brand  Paul  Masson  from  Seagram, 
Sands  expanded  it  and  added  a  higher-margin  brandy  offering. 

Based  in  upstate  New  York,  Constellation  keeps  nimble  by  maintaining  separate  marketing  and 
sales  teams  for  each  of  its  divisions — including  Barton,  the  U.S.  distributor  for  beers  like  St.  Pauli  Girl, 
Corona  and  top  Chinese  brew  Tsingtao.  In  the  U.S.  Barton  is  the  number  two  importer  after  Heineken,  with  a  17%  market  share 

There  are  some  challenges  ahead.  A  grape  glut  is  doing  as  much  harm  as  good  to  the  bottom  line  (Constellation  has  6,500  acre 
of  vineyards),  and  the  strong  dollar  makes  quality  wine  imports  from  hot  producers  like  New  Zealand  and  Chile  cheaper.  But  con 
solidation  will  push  smaller,  down-market  wine-  and  spiritsmakers  out  of  the  market,  playing  right  into  Constellation's  middle 
market  strategy.  Snapping  up  those  morsels  should  give  the  company  another  decade  of  strong  growth.  — Christopher  Helmut 


COMPANY 


Construction 


Beazer  Homes  USA 

Carlisle  Cos 

Centex 

Granite  Construction 

DR  Norton 

Hovnanlan  Enterprises 

Jacobs  Engineering 

KB  Home 

Lafarge  North  America 

Lennar 

MDC  Holdings 

NVR 

Pulte  Homes 

Ryland  Group 

Standard  Pacific 

Stanley  Works 

Toll  Brothers 

Universal  Forest  Prod 

URS 


PROFITABILITY 

RETURN  ON  CAPITAL 


5-year 
average 


16.1 
11.8 
17.3 
12.8 
15.5 
10.5 
14.1 
18.1 
11.9 
17.6 
21.5 
46.3 
14.5 
14.4 
15.2 
13.8 
14.8 
11.7 
13.4 


latest 
12  mos 

% 


GROWTH 


SALES 


EARNINGS  PER  SHARE 


20.1 

7.7 

13.3 

9.9 

17.8 

17.6 

15.1 

15.7 

10.3 

17.3 

20.2 

69.4 

12.5 

18.2 

11.7 

15.1 

14.4 

10.3 

9.1 

5-year 
average 

% 


24.2 
12.3 
16.3 
10.4 
31.4 
15.3 
21.3 
23.4 
15.0 
44.5 
19.3 
21.1 
18.2 
11.9 
28.0 
NM 
23.6 
11.4 
56.9 


latest 
12  mos 

% 


5-year 


latest 
12  mos 

% 


SALES 

latest 
12  mos 

($MIL) 


MEDIANS:  Market  value  $1,472(mil) 


NET 

INCOME 

latest 
12  mos 

($MIL) 


OPER 

MARGIN 

latest 
12  mos 

% 


PROFIT 
MARGIN 

latest 
12  mos 

% 


DEBT 
CAPIT 


lates 


46.3 

6.1 

L1.5 

L8.5 

51.2 

14.8 

L5.1 

9.9 

2.7 

14. 5 

L1.9 

>2.3 

16.6 

4.2 

L2.6 

-2.6 

4.0 

9.8 

4.7 


11.5 

18.5 

51.2 

44.8 

15.1 

9.9 

2.7 

14.5 

11.9 

22.3 

46.6 

4.2 

12.6 

-2.6 

4.0 

9.8 

52.5 
NM 
26.6 
16.1 
35.3 
22.3^ 
15.4 
41.6' 
10.9 
34.2 
53.5 
76.0 
22.5 
62.2 
63.0 
8.2' 
29.1 
12.4 
25.7 


30.0 
34.1 
18.3 
-1.1 
30.1 
43.2 
23.0 
21.8 
29.9 
28.8 
4.0 
58.2 
13.6 
33.4 
21.3 
13.6 
10.3 
20.1 
14.2 


134.1 

18.3 

-1.1 

30.1 

43.2 

23.0 

21.8 

29.9 

28.8 

4.0 

58.2 

13.6 

33.4 

-21.3 

-13.6 

10.3 

20.1 

ng-term  estimated  EPS  growth  1351 


48.1 
32.i 
43.1 
20.. 
52.: 
56. 
11. 
49.1 
21.1 
45.. 
18.1 
25.: 
42.! 
43.' 
48.1 
13.1 
49.! 
40.1 
49.: 


2,641 

123 

9.3 

4.6 
3.4 

1,941 

65 

8.9 

8,083 

417 

10.8 

5.2 

1,739 
6,739 

50 
405 

79 
10.2 

2.9 
6.0 

2,257 

106 

10.5 

4.7 

4,556 

110 

4.6 

2.4 

4,799 
3,249 
6,636 

279 
279 
483 

10.3 

5.8 

19.3 
14.8 

8.6 

73 

2,224 

157 

12.8 

71 

3,078 

320 

175 

10.4 

6,925 

401 

10.2 

5.8 

2,776 

163 

11.4 

5.9 

1,636 

98 

8.7 

6.0 

2,577 
2,272 
1,629 
2,358 

173 

219 

36 

68 

13.2 
18.1 

6.7 
9.6 

5.8 
8.7 

2.2 
2.9 

See  page  (29  for  footnotes. 
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COMPANY 

PROFITABILITY 
RETURN  ON  CAPITAL 

GROWTH 
SALES                         EARNINGS  PER  SHARE 

SALES 

latest 
12  mos 

($RllL) 

NET 
INCOME 

latest 
12  mos 

(SMIL) 

OPER 
MARGIN 

latest 
12  mos 

% 

PROFIT 
MARGIN- 

latest 
12  mos 

% 

DESm 

capitI 

latesl 

'1 

5-year 
average 

% 

latest 
12mos 

% 

5-year 
average 

% 

latest 
12mos 

% 

5-year           latest 
average        12  mos 

«                 % 

Consumer  Durables 

MEDIANS:  Market  value  $2 

Mmmamm 

2003  est  P/E 10 

ferm  estimated  EPS  growth  12'/i! 

E^    ^^^      ^    :    ■ 

American  Axle  &  Mfg 

ArvinMeritor 

BorgWarner 

Electrolux  Group 

Furniture  Brands  inti 

GenCorp 

General  Motors 

Genuine  Parts 

Harley-Davidson 

Honda  Motor 

Johnson  Controls 

Kimball  international 

La-Z-Boy 

Leggett  &  Piatt 

Maytag 

Nissan  Motor 

Polaris  Industries 

TBC 

Toro 

Toyota  Motor 

Whirlpool 

14.2 
16.1 

9.0 
11.8 
10.7 
23.0 

79 
13.6 
23.3 
12.0 
15.1 

78 
11.3 
12.1 
19.2 

4.0 
377 
10.1 
10.4 

5.6 

7.9 

12.4 
10.8 

8.2 

9.9 

9.8 
25.8 

4.0 
10.2 
25.6 
11.7 
15.6 

70 
11.2 

8.5 
19.0 
12.9 
39.6 

9.8 
12.3 

4.9 
11.3 

10.8 

17.1 
10.9 
4.0 
3.1 
77 
1.9 
8.9 

10.0 

1.1 

10.5 
9.1 

178 

-15.1 

3.6 

-1.0 

23.0 

52.7           33.2 
NM         318.9 

3,361 

155 

12.7 

4.6 

5Li]r 

64.1 

6,882 

149 

77 

2.2 

NM 

52.6 

2,613 
14,993 

111 

12.0 

4.3 

39.1 

12.3 
9.9 
NM 

-1 

7 

9.9 

40 

7 
2 

78 
10.2 
14.9 

2.7 

35.1 

3.5 

2,279 
1,185 

11 

4.9 

28.| 

544.6 

123 

10.4 

43.1 
83.1 

-16.0         376.6 

184,057 

971 

11.9 

0.5 

NM 
22.7 

-21.1 
33.3 

8,213 
4,140 

302 

78 

3.7 
13.2 

23.1 

17 
5 

.9 

548 

23.7 

15.( 

.4 

11.5 

9.1 
-4.0 

1.8 

1.8 
11.8 

75 

1.7 

ae" 

5.1 
9.0 
4.3 

5.8 

35.1 

62,922 

3,131 

11.1 

5.0 

26.1 

12.6 
4.4 

19.5 

11.6 
75 

-1.9 
6.6 

11.2 
8.1 
3.3 
4.2 

14.4           24.3 

-14.9         221.4 

5.4          1275 

20,103 
1,177 

601 
34 

8.1 

3.0 

34.J 

6.7 

2.9 

O.-i 

2,201 

94 

9.0 

4.3 

23.1 

4.0           11.1 
NM         141.4 

4,228 
4,673 

220 
165 

13.4 
12.2 

5.2 
3.5 

28.1 
72.J 

NM 

176 

53,074 

3,506 

15.7 

6.6 

44.« 

14.6 

14.6 

1,514 

100 

12.5 

6.6 

6^: 

6.8 

22.6 

1,080 

2 

5 

7 

5.5 

2.3     " 

27.i 

NM 

176 

1,407 

5 

9.0 

4.1 

33.t 

10.6         -15.7 
NM         342.2 

116,825 

4,54 

2 
0 

13.3 
13.0 

3.9 
2.5 

31.:, 
48.t 

10,717 

27 

Energy 

MEDIANS:  I 

JW^^ffreR 

A 

!^M 

Ro3estP/E12 

toil 

j-term  estimated  EPS  growth  7°f 

Allete 

8.3 
74 

10.1 
77 
70 
8.3 
6.4 
6.3 
4.2 
79 
8.0 

14.0 
6.6 
8.4 
5.6 
9.0 
8.4 
5.9 
5.9 
6.7 
9.0 

13.5 
8.1 
8.4 

11.2 
6.8 
9.1 
6.3 
79 
75 

8.3 
75 
5.7 
6.6 
6.8 
6.8 

12.2 
12.0 
13.1 
29.0 
75 

-1.5 
3.8 

-8.9 

-19.5 

-15.8 

3.7 

-7.5 

33.8 

11.8 

-9.3 

-1.8 

-15.9 

53.0 

-4.7 

-73 

-16.5 

-10.6 

-34.3 

-14.3 

-29.2 

-22.3 

10.2 

72 

-36.0 

-2.9 

-0.4 

3.3 

13.6 

-10.3 

-13.0 

10.8 

0.6 

1,502 

145 

23.9 

9.6 

41.J 

Ameren 

BP 

Cinergy 

5.9^ 
NM 

■4 

2.7 

4,574 

46 
4,76 

3 

30.8 

101 

2.9 

38.i 

B.6 

165,816 

7 
2 

10.6 
11.4 

12.: 

6.9 

■12.9 

10,820 

38 

3.5 

44.« 

Consolidated  Edison 
Cooper  Cameron 
Dominion  Resources 
DTE  Energy 
Edison  International 
Energy  East 
Exelon 
ExxonMobil 
FirstEnergy 

NM 

11.7 

8,367 

686 

24.0 

8.2 

40.^ 

N 

M 
.3 

-11.9 

577 

1,560 

93 

13.7 

5.9 

30.i 

6.1 
6.9 

16.7 
6.8 
8.3 

10.4 
5.9 
70 
6.6 
6.9 
8.3 
5.8 
6.2 
5.3 
77 

12.0 
6.0 
9.3 
9.9 
72 
9.7 
5.2 
9.0 
8.4 

13 

-4.5 
NM         ] 

.3 

2.2 

10,019 

90 

7 
7 

35.5 
20.5 

9.1 
6.8 

44.f 
52.5 

15.8 

6.2 

11.8 

25.0 

MM 

28.2 

5.8 

4.4 

371 

26.6 

34.6 

14.2 

20.6 

11.3 

NM 

4.4 

11.7 

22.7 

3.4 

10.7 

34.8 

10.1 

26.1 

5.1 

9,574 

64 

13.3 
9.7 

D-P 
9.4 

12,422 

3,268 

60.8 

26.3 

52.5 
49.' 

3,600 

201 

22.8 

5.6 

174 
8.9 

579 

14,626 
170,886 

1,611 
10,050 

32.1 
13.0 

11.0 

46.C 

41.0 

5.9 

7( 

8.1 

-1.4 

11,581 

797 

29.4 

6.9 

49.] 

FPL  Group 

Hawaiian  Electric 

MDU  Resources 

New  Jersey  Resources 

NiSource 

NStar 

Pinnacle  West 

Questar 

Royal  Dutch  Petroleum 

Schlumberger 

Sempra  Energy 

Smith  international 

Southern  Co 

TECO  Energy 

TXU 

UGI 

WPS  Resources 

6.3 

-79 

8,090 

684 

270 

8.5 

41.' 

-5.9         201.0 

1,637 

114 

24.5 

70 

38.e| 

18.2 

23.8 

1,959 

132 

19.7 

6.7 

34.fi 
47(| 
50.J 
SI.' 

7.7 

4.5 

1,831 

57 

76 
25.7 
24.1 

3.1 
5.4 
5.2 

-8.0         155.2 
NM         500.0^ 
10.9         -20.4 
11.4         -13.2 

6,678 

35 

7 

1 

2,728 

14 

2,514 
1,184 

26 

14 

6 

40.6 

10.6 

42.r 

5 

38.4 

12.3 

45.( 

5.8 

-3 

75 
5.0 

160,573 
13,777 

4,803 

13.0 
22.0 

3.0 
5.3 

6.5 
41.J 

-16.4 
72 
NM 
NM 

10.3^ 
NM 

12.0 

2 
( 

726 

3.1 

5,715 
3,309 

55 
11 

1 

26.6 

9.6 

3.4 

12.4 

12.9 

48.( 
25.J 
34.E  1 
54.(1 

18.3 

18.0 

6.8 

4 
B 
5 

11.7 
36.9 
272 

10,252 

2,673 

31,706 

1,26 
34 

2( 
4- 

D.O 

769 
76 

11.1 
15.8 

2.4 
3.4 
4.1 

51.C  i 
572  H 

40.ey 

1.1 

2,214 

6.4 

26.3 

2,444 

101 

10.0 

See  page  129  for  footnotes. 
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4nanda  Church  of  Self-Realization 

4618  Tyler  Foote  Rd.  •  Nevada  City,  CA  95959 

!530)  478-7560  |  Teaching  dynamic  inner  peace  through 

Ineditation  and  prayer.    |  vw^'w.ananda.org 

knapol,  Schwartz,  Weiss,  Cohan,  Feldman  &  Smalley,  P.C. 

(900  Delance\-  Place  •  Philadelphia,  PA  19103  •  (215)  735-1130 

[rial  lawyers  fighting  for  catastrophic  injury  victims, 
."ww.ana  polschvvartz.com 

Jradley  Arant  Rose  &  White  LLP 

>ne  Federal  Place,  1819  Fifth  Avenue  North  •  Birmingham,  AL 
•  (205)  521-8000  |  Bradley  Arant  is  the  largest  law  firm 

^....quartered  in  Alabama.  |  vv^'w. bradleyarant.com 

[ 

Koston  Health  Care  Systems,  Inc. 

Bte  Old  Hudson  Road  •  St.  Paul,  MN  55119  •  (651)  501-2378 
tovide  services  for  persons  with  D.D.,  M.I.,  and  dual  diagnosis, 
/wvv'.bhcsystems.org 

leveland  Public  Library 

25  Superior  Ave.  •  Cleveland,  OH  44114-1271  •  (216)  623-2800 
he  People's  University  providing  books,  information  and 
arvice.  |  www.cpl.org 

Compliance  Concepts,  Inc.  (CCI) 

]3  Bradford  Road,  Ste.  320  •  Wexford,  PA  15090  •  (724)  940-0077 
O  fJTOvides  healthcare  consulting  and  hotline  reporting  services. 
fWw.complianceconcepts.com 

Ihnvell  &  Moring  LLP 

Xn  Pennsylvania  Avenue,  NW  •  Washington,  DC  20004-2595 
t02)  624-2780  |  Crowell  &  Moring  LLP  is  an  international  full- 
avice  law  firm  based  in  Washington  D.C.    |  www.croweil.com 

>3re^rown  &  Associates,  Inc.,  Architects 

5  Broad  Street  •  Boston,  MA  02109  •  (617)  426-1680 
itemahonal  architects  &  consultants  —  Boston,  London, 
lew  Bedford. 

m  Rothschild,  O'Brien  &  Frankel,  LLP 

5  Libertv'  Avenue,  29th  tlcxir  •  Pittsburgh,  PA  15222 
112)  391-1334  I  Mid-Atlantic  full  service  firm  serving 
usinesses  and  corporations.  |  wvvw.frof.com  • 

!eneral  Fiber  Conununications,  Inc. 

20  Rumsey  Road,  Suite  100  •  Columbia,  MD  21045 

110)  740-5500  I  General  Fiber  is  a  leading  telecommurucations 

a^ces  provider.    |  www.generalfiber.com 

ilrepid  Capital  Management 

>52S.  Third  St.,  Suite  200  •  Jacksonville  Beach,  FL  32250 
04)*246-3433  |  A  registered  investment  advisor  with  leading 
idustry  returns.  |  www.intrepidcapital.net 

kE  Basement  Systems  Ltd. 

:26  HoUand-Sylvania  •  Toledo,  OH  43615  •  (419)  843-8674 
Wens  Coming  basement  finishing  system  franchise  of  the  year. 
ww.800newbasements.com 

igjitspeed  Semiconductor 

)9N.  Fair  Oaks  Ave.  •  Sunnyvale,  CA  94085  |  (408)  616-3200 
ightspeed  Semiconductor  -  Inventor  of  Modular  Arrays  -  The 
isy  way  to  ASIC.  |  wvvw.lightspeed.com 

ocal  338  RWDSUAJFCW 

'45  Queens  Blvd.  •  Rego  Park,  NY  11374  •  (888)  770-8510 
abor  Union  |  www.RWDSULocal338.org 

larilyn  Hickey  Ministries  (MHM) 

0  Box  17340  •  Denver,  CO  80217  •  (303)  770-0400 

;HM  has  been  Covering  the  Earth  with  the  Word  of  God  since 

>76.  I  www.mhmin.org 


"Summerall  Success  Stories  spotlights 
companies  and  organizations  that  define 
'success'.  Each  has  demonstrated 
strong  leadership,  growth  and 
community  involvement  and 
is  worthy  of  your  patronage." 


-  Pat  Summerall 


-•  —  •  —  •—*  —  •  —  •  —  •—•- 


Mount  Vintage  Plantation 

215  Mount  Vintage  Plantation  Drive  •  North  Augusta,  SC  29860 
(803)  278-5000  or  (888)  271-3330  |  Magnificent  golf  &  equestrian 
community  of  unparalleled  beauty.  |  www.mountvintage.com 

National  Center  on  Institutions  &  Alternatives  (NCIA) 

7222  Ambassador  Rd.  •  Baltimore,  MD  21244  •  (410)  265-1490 
NCIA  consults  with  defendants  on  sentencing  &  prison  issues. 
www.ncianet.org/  ncia 

National  Middle  School  Association 

4151  Executive  Parkway  #300  •  Westerville,  OH  43081 

(800)  528-6672  |  NMSA-the  leading  resource  for  middle  level 

educators  &  parents.  |  www.nmsa.org 

North  American  Spine  Society 

22  Calendar  Ct.,  2nd  floor  •  LaGrange,  IL  60525 

877  SpineDr  (Toll  Free)  |  Medical  specialists  advancing  spine 

care.  |  www.spine.org 

Peckar  &  Abramson 

546  Fifth  Avenue,  17th  floor  •  New  York,  NY  10036 
(212)  382-0909  |  A  national  law  firm  represenhng  the  construc- 
tion industry.  |  www.pecklaw.com 

Pitco  Frialator,  Inc. 

Route  3A  •  Bow,  NH  03304  •  (800)  258-3708 

Manufacturer  of  fry  systems  for  restaurants  &  fast  food  chains. 

www.pitco.com 

Quorum  Litigation  Services 

950  Blue  Gentian  Road  •  Eagan,  MN  55121  •  (800)  3284454 
Document  management  services  for  law  firms  and  legal 
departments.  |  www.quorum.com 

Seward  &  Kissel  LLP 

One  Battery  Park  Plaza  •  New  York,  NY  10004  •  (212)  574-1200 
Seward  &  Kissel  offers  legal  advice  emphasizing  business,  finan- 
cial &  commercial  law  &  related  litigation.  |  wrww.sewkis.com 

SportsAgents.Net 

RO.  Box  441404  •  Aurora,  CO  80044  •  1-877-595-8196 

A  website  that  lists  Athletes  &  Agents  for  maximum  exposure. 

wwav.sportsagents.net 

TEAM 

PO.  Box  969  •  Wheaton,  IL  60118  •  (800)  343-3144 

A  cross-cultural  mission  establishing  churches  worldwide. 

www.teamworld.org 

-•  —  •—•  —  •  —  •  —  •  —  •  —  •  —  •  —  •—*  —  •—•- 

Learn  more  about  these  up-and-coming 
companies  by  visiting  their  web  sites  or 
contacting  them  directly. 

-'-i— ^'»  Made  possible  by: 

Pat  Summerall  Productions 

Richardson,  Texas   •   (972)907-2525 
patsimimerall.com 
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COMPANY 

PROFITABILITY 

RETURN  ON  CAPITAL 

GROWTH 
SALES                         EARNINGS  PER  SHARE 

SALES 

latest 
L2mos 

(SMIL) 

NET 
INCOME 

latest 
12  mos 

(SMIL) 

OPER 
MARGIN 

latest 
12  mos 

PROFIT 
MARGIN 

latest 
12  mos 

-  deb' 

CAPIl 
late:  i 

5-year           latest 
average        12  mos 

%                 % 

5-year 
average 

latest 
12  mos 

% 

5-year           latest 
average         12  mos 

Entertainment 

MEDIANS;  Market  value  $5,161(mil)   ' 

|03estP 

■  ,■■■.     ~;''.  ■  ■- 

::smm:A 

/E16J 

ong-term  estimated  EPS  growth  12°J 

Banta 

Boyd  Gaming 

Carnival 

Dow  Jones 

Gannett 

Handleman 

Harrah's  Entertain 

IntI  Game  Technology 

Knight  Bidder 

McClatchy 

McGraw-Hill  Cos 

9.8 

6.5 
15.2 
10.7 
16.5 
11.0 

8.1 
21.8 
11.4 

72 
18.5 

77 
18.4 

8.6 

11.7 

6.4 

75 
15.5 
-6.2 

79 

2.7 
21.9 
18.9 

3.4 
14.0 

8.0 
43.8 

4.0 
16.5 
16.9 

70 
179 

-78 
8.6 

-3,1 

-16.1 

-3.9 

4.7 
14.0 
54.1 
-75 
-3.8 

2.4 
-5.1 
-5.3 

5.7 

0.6 
-1.6 
-3.0 

NM 

NM 

11.3 

NM 

73 

NM 

15.2 

28.3 

-4.8 

NM 

NM 

8.5 

375 

79 

271 

2.0 

-21.6 

15.2 

1,389 

60 

13.2 

4.3 

19. 

5.4 
10.6 
94.4 
10.6 
11.2 

9.1 
26.3 

9.5 

76 
15.9 

5.2 
16.3 

5.2 

234.8 

1,190 

51 

20.9 

4.3 

69J 

-6.4 
D-P 

19.3 

-11.1 

D-P 

4,292 
1,594 
6,354 

941 

218 

1,061 

32.8 

21.9 

29. 

10.2 

13.7 

58. 

32.6 

16.7 

38; 

1,341 

38 

5.5 

2.8 

13. 

4,108 

327 

26.7 

8.0 

66. 
40. 
45: 

17.9 
1773 

1,848 

284 

35.2 

15.4 

2.816 

260 

25.9 

9.2 

75.7 

1,071 

113 

28.9 

10.6 

29: 

-8.5 

4,730 

439 

23.9 

9.3 

20J 

MGM  Mirage 
New  York  Times 
Royal  Caribbean 

28.1 

3,970 

277 

30.2 

70 

52. 

-44.4 
-16.7 

3,019 

266 

21.4 
25.3 

8.8 

36J 

3,309 

274 

8.3 

57j 

Scholastic 
EW  Scripps 
Tribune 

9.4 

9.6 

11.4 

8.7 
8.4 

5.5 

440.5 

1,918 

86 

13.4 

4.5 

48. 

-31.2 

1,502 

122 

28.8 

8.1 

24. 

500.0* 

5,273 

522 

26.0 

9.9 

29J 

51 

anciai  :>en/ 

ices 

MEDIANS;  Market  value  $21,425(i^gOm£S«M 

|erm  estimated  EPS  growth  1451: 

American  Express 

14.4 
19.8 
12.S 
11.3 
8.5 
78 
6.4 
13.0 
17.1 
12.0 
15.4 
13.2 
15.6 
19.2 
17.6 
10.3 

13.5 

13.3 

13.1 

12.3 

79 

6.9 

5.6 

14.1 

10.9 

11.9 

14.6 

73 

12.7 

4.0 

15.0 

10.4 

77 
572 
40.5 

9.8 

-0.2 

34.7 

34.2 

-15.9 

NM 
51.0 
31.2 
173 
10.3 
16.7 
26.3 
14.7 
15.71 

79 
26.4 
20.0 

78 

NM 
17.0 
11.7 

36.5         c 

!4,291 

2,285 

18.7 

9.4 

52J 

AmeriCredit 

279 

1,248 

339 

58.7 

272 

6O: 

Capital  One  Financial 

35.3 
25.8         £ 

9,195 
)6,410 

838 

20.9 

9.1 

51 
52. 
73: 
96J 

Citigroup 

16,769 

21.2 

17.4 

Countrywide  Financial 

25.1 
15.6 
25.6 
10.5 
20.2 
16.0 
24.0 
15.4 
12.1 
23.2 
16.5 
9.7 

45.9 

5.4 

12.1 

2.7 

72 

72 

79 

-28.1 

-5.0 

-20.2 

-16.3 

3.2 

50.8 
15.8         £ 

7,750 
)2,476 

748 
5,636 

24.3 
878 

9.7 
10.7 

Fannie  Mae 

Freddie  Mac 

60.0        : 
16.8       1: 
24.5 

!8,762 
i0,295 
1,638 

5,425 

72.9 

14.0 

94.i 

Gener 
Legg^ 
MBIA 

al  Electric 
Aason 

15,964 
182 

26.1 
25.9 

12.3 
11.1 

66J 
43. 
16J 

11.6 

1,201 

626 

772 

52.1 

MBNA 

10.8         ] 

.0,348 

1,751 

35.8 

16.9 

44: 

Morgan  Stanley 

-18.3         C 

!3,063 

3,12 

6 
2 

22.5 
274 

9.5 

67 

Regions  Financial 

18.5 

3,821 

60 

15.8 

31J 

Charles  Schwab 

-29.4 

4,608 

163 

33.1 

3.5 

13. 

State  Street 

18.0 

4,968 

708 

22.8 

14.3 

22J 

Wells  Fargo 

61.9         2 

!8,166 

5,425 

51.0 

19.3 

59! 

Food  Distribu 

ffffi 

^^^, 

^ 

/lEDIANS:  Ml 

arbMinh|a 

M2(MIL) 

03estP/E13J 

ong- 

term  estima 

ed  EPS  growth  14M 

Albertson's 

8.0 

76 

12.0 

14.3 

8.7 

7S 

14.2 

17J 

11.3 

22.7 

10.2 

7.J 

14.7 

8.4 

19.C 

9.1 

75 

ll.S 

10.7 

1              77 

9.2 

1          12.8 

13.0 

6.6 

1            9.8 

15.4 

13.0 

12.6 

18.6 

!             79 

9.5 

'          11.6 

\            8.2 

i          20.6 

12.1 

i            9.9 

i          13.6 

'          13.7 

3.1 

-2.7 

5.0 

16.5 
15.4 
13.4 

6.7 
13.3 
11.4 
18.0 
31.5 

2.9 
14.2 

6.5 
10.7 
19.3 

3.1 

4.4 
18.8 

-1.5 

2.6 

3.1 

16.9 

0.1 

5.4 

9.2 

72 

1.7 

11.3 

38.7 

-3.6 

3.3 

-13.1 

76 

15.6 

-1.3 

12.2 

18.4 

-72 

15.8 

14.8 
24.7 

50.0      : 

16,885 

638 

8.0 

1.7 

46.f 

Andersons 

62.0 

1,028 

15 

3.9 

L4 

43! 

Bob  Evans  Farms 

28.4 

1,078 

75 

14.7 

6.9 

5. 

Brinker  International 

8.0 

2,988 

158 

13.1 

5.3 

30. 
27 

Casey's  General  Store 
CBRL  Group 

4.4 

NM 
29.8' 
15.4 
13.6 
16.2 
175 

2.3 
20.0 
-76 
20.1 

NM 
-3.2 

9.4 
19.7 

-3.1 

1,690 

31 

6.1 

1.8 

89.1 

2,098 

95 

10.4 

4.5 

20. 

Darden  Restaurants 
Jack  in  the  Box 
Kroger 

24.4 
-1.9 
3.7         E 

4,462 
1,966 
>1,105 

248 
83 

13.3 

5.5 

31.' 

22. 

68. 

1. 
32. 

11.1 

6.9 

15.0 

4.2 
2.2 
6.7 

1,13 

8 
3 

Outba 
Perfor 
Ruddi 
Safew 

ck  Steakhouse 

14.3 
39.5 

2,297 
4,155 

15 

mance  Food 
ck 

62 

3.9 

1.5 

D-P 
11.2         : 

2,644 
14,756 

5 

2 
6 

6.7 
9.8 

2.0 
3.7 

26. 
58. 
49. 

ay 

1,27 

Super 

valu 

288.4         1 

9,606 

227 

4.3 

1.2 

Sysco 

16.0         Z 

3,946 

69 

8 

7 

6.1 

2.9 

31. 
5. 

United  Natural  Foods 

25.4 

1,175 

1 

4.1 

1.5 

Weis  Markets 
Wendy's  international 
Whole  Foods  Market 

38.1 
22,7 

2,000 
2,634 

5 
21 

6 

6.2 

2.8 

0. 

5 

19.4 

8.1 

31 

15.7 

2,690 

84 

8.7 

3.1 

21. 

See  page  1 
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lilding  permits  nationwide  dropped  15%  in  October  from  a  year 

fore.  This  widely  watched  indicator  is  the  best  mea- 

;re  there  is  of  future  housing  demand.  But  Lennar 

•rp.,  the  Miami-based  home  builder,  is  better  situ- 

'd.  The  three  states  where  it  is  busiest — Florida, 

lifornia  and  Texas — enjoyed  a  35%  gain  in  permit 

ume  that  month.  Being  in  the  right  place  partly  explains 

ly,  over  the  last  five  years,  Lennar's  sales  gains  have  averaged  44.5%  a  year  and 

Tiings-per-share  gains,  34.2%. 

In  spite  of  a  difficult  and  uncertain  economic  environment,  it's  an  excellent  time 
be  in  home  building  in  the  U.S.,"  says  Lennar  Chief  Executive  Stuart  A.  Miller.  The  cur- 
it  low  mortgage  rates  should  mean  that,  absent  a  full-scale  recession,  builders  will  see 
thing  worse  than  a  mild  dip  this  year,  says  Raymond  James  real  estate  analyst  Paul  Puryear. 

sees  Lennar  earning  $8.45  a  share  on  sales  of  $8.8  billion  in  2003.  That  would  mean  selling 
,000  homes. 

Lennar  is  expanding  rapidly  through  an  acquisition  binge  in  the  highly  fragmented  industry.  Last  year 
'  company  spent  $575  million  to  buy  eight  regional  home  builders,  including  Concord  Homes  and  B. 
drews.  This  has  given  Lennar  entry  into  the  Chicago,  Baltimore,  North  Carolina  and  South  Carolina  markets. 

But  Lennar's  main  secret  has  been  taking  mass  production  to  its  home  building  extreme:  offering  identi-       ^         ^ 

houses  with  all  appliances  included  for  one  set  price,  depending  on  locale.  The  average  Lennar  house  is  a    \  »^ 
00-square-foot  three-bedroom  that  fetches  $248,000  (prices  vary  immensely  from  market  to  market).  The 
iciency  makes  for  net  margins  of  7.3%,  against  the  industry  average  of  6%,  and  has  helped  Lennar  post  earnings 
Teases  in  12  of  the  past  15  years.  — Brendan  Coffey 
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Trash  Cans  &  Fine  China 


RETAILING    BED  BATH  &  BE\^D 


Stroll  down  the  aisle  of  a  Bed  Bath  &  Beyond  with  a  shopping  cart  gorged  with  hedding,  towels,  cookware  and  lamps  and  y^fl 

likely  be  intercepted  by  a  manager  who'll  escort  you  to  a  register  and  then  offer  you  a  fresh,  empty  cart.  "It's  not  altrui 
says  Chief  Financial  Officer  Ronald  Curwin.  The  tactic  simply  keeps  folks  shopping,  which  helps  to  explain  the  ch 
average  30%  sales  growth  over  the  last  five  years,  including  7%  a  year  for  same-store  sales.  Bed  Bath  &  Beyond  has 
once  missed  a  quarterly  earnings  estimate  since  going  public  in  1992.  In  2002  the  firm  earned  $220  million  on  sales  of  \3 
billion.  Its  five-year  average  return  on  capital  is  30.2%. 

In  this  soft  economy  the  household  goods  purveyor  has  feasted  on  the  strong  housing  market  and  the  refinancing  of  m 
gages  by  consumers,  who  tend  to  spend  the  money  they're  saving  on  home  improvements.  Nothing  like  a  $200  chrome  t 
can  to  brighten  up  the  new  kitchen. 

But  what  if  interest  rates  turn  up  this  year  and  housing  weakens?  With  $434  mUlioj 
cash  and  no  long-term  debt,  look  for  Bed  Bath  to  weather  any  temporary  setback 
year  Lehman  Brothers  analyst  Alan  Rifkin  expects  the  company  to  earn  $355  m: 
Part  of  Bed  Bath's  strategy  is  to  locate  in  strip  malls  and  freestanding  build 
rather  than  high-rent  regional  malls  where  Linens  'n  Things  and  Kohl's  ter 
put  their  stores.  With  $175  million  from  its  cash  reserves  it  added  95  st 
in  2002 — ^bringing  the  total  to  490  in  44  states  and  Puerto  Rico, 

Unlike  Best  Buy  and  Wal-Mart,  which  assign  goods  to  t 
stores  from  a  central  office,  Bed  Bath  insists  that  local  store 
agers  decide  what  to  stock  and  display.  New  York  City  stores 
example,  stock  fans  year-roimd  to  cool  overheated  apartmen 


' 

Store  in  Colorado  keeps  a  year-round  supply  of  humidifiers 

stores  are  testing  fine  china  departments.  Two  in  New  Jersey  now  1 

health  and  beauty  departments.                                                — Michael  Ma 
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larsh  &  McLennan 
IGIC  Investment 
U  Republic  IntI 
togressive 

D-P 

11.2 

9.0 

2,447 
10,273 

89 

72 

3.7 
11.7 

19.0 
36.6 
13.0 

1,197 

23.7 

1,508 

653 

65.3 

43.3 

10.3 
91.5 

2,635 
8,738 

388 

21.6 

14.7 

3.4 
23.7 

640 

12.5 

73 
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Once  upon  a  time. 

there  was  a  company  that  was 

stuck.  Frustrated.  They  were  working 

in  isolation.  Unconnected.  So,  they  bought  an 

Elixir  of  Business  Knowledge.  With  just  one  gulp, 
they'd  get  unstuck.  With  another  sip,  they'd  loiow  how  to  link 

process  to  process.  Guys  who  were  once  lost  in  the  old  ways,  suddenly  would  know 
how  to  streamline  things.  Get  people  and  products  together.  There  was  nothing  they 
couldn't  know.  On  demand.  But,  the  liquid  was  past  its  shelf  life  and  didn't  work. 

AND  THAT'S  WHEN  THEY  CALLED  IBM. 

In  the  on  demand  era,  you  must  loiow  how  to  connect  every  department  and  person 
in  the  value  chain.  Know  how  to  "sense  and  respond."  These  are  the  areas  where 
IBM  Business  Consulting  Services  is  focusing  its  attention.  They  can  analyze  and 
rebuild  processes  to  unlock  value.  On  budget.  Without  elixir.  Visit  ibm.com/ondemand 


IBM,  IBM  Business  Consulting  Services,  the  e-business  logo  and  e-business  on  demand  are  either  trademarks  or  registered  trademarks  of 
International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  ©2002  IBM  Corp.  All  rights  reserved. 
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E  BEST  BIG  C0MPAN1£S 


COMPAm' 


PROFITABILITY 
RETURN  ON  CAPITAL 


GROWTH 


SALES 


EARNINGS  PER  SHARE 


5-year 
average 


latest 

12  mos 

% 


5-year 
average 


latest 

12  mos 

s 


5-year 
average 


latest 
12  mos 

s 


SALES 

latest 
12  mos 

($MIU 


NET 

INCOME 

latest 
12  mos 

(SMIL) 


OPER 

MARGIN 

latest 

12  mos 

% 


FTOFTT 

MARGIN 

latest 
12  mos 

X 


DEBT/ 
CAPrTAL 


latest  ! 

s 


Protective  Life 
Reinsurance  Group  Am 
Selective  Insurance 
StanCorp  Financial 
Stewart  Info  Services 
Torchmark 


Metals 


Alcoa 

Commercial  Metals 
Freeport  Copper 
Mueller  Industries 
Newmont  Mining 
Nucor 
Reliance  Steel 


Retailin- 


Abercromble  &  Fitch 
Amer  Eagle  Outfitters 
AnnTaylor  Stores 
AutoZone 

Barnes  &  Noble 

Bed  Bath  &  Beyond 
Best  Buy 

BJ's  Wholesale  Club 
CDW  Computer  Centers 
Costco  Wholesale 
Dollar  Tree  Stores 
Electronics  Boutique 
Family  Dollar  Stores 
Group  1  Automotive 
Home  Depot 
Kohl's 
Lowe's  Cos 
Michaels  Stores 
O'Reilly  Automotive 
Pier  1  Imports 

Jlc^ 

Ross  Stores 

Sonic  Automotive 

Staples 

Starbucks 

Talbots 

Target 

Tiffany 

TJX  Cos 

United  Auto  Group 

USA  Interactive 

Wal-Mart  Stores 

Walgreen 

Williams-Sonoma 

Zaie 


11.9 
7.3 
6.7 
11.0^ 
12.6 
13.3 


12.9 

71 

79 
13.2 

2.7 
12.7 

9.4 


8.1 

5.5 

6.1 

10.7 

18.7 

12.4 


4.7 

71 
6.5 
12.5 
8.1 
8.3 
5.0 


10.7 

18.4 

6.8 

8.3 

12.9 

8.1 


13.7 
2.0 

-0.9 
9.0 
5.7 
2.5 

20.5 


16.7 

15.6 

9.4 

6.5 

38.1 

0,1 


3.8 

-11.2 

-14.5 

14.42 

23.2 

13.0 


-9.5 
-71 
34.7 
15.0 
90.5 
-4.5 


1,893 

2,21V 

•1,148 


143 


13.1 


75 


^1 
36 


6.5 


2.8 


6.0 


1.666 
1.603 
2,696 


105 

68 

364 


11.5 

8.9 

21.9 


3.1 

6^3 

4.2 

13.5 


278 
29.1 
28.4 
18.5 
1.5 
16.0 


h: 


MEDIANS:  Market  value  $2,2' 


2003  est  P/E 16 


■  temi  estimated  EPS  growth  17% 


-14.9 

0.2 

-10.5 

-8.7 

36.9 

3.5 

0.4 


9.9 

NM 
-179 

5.6 

NM 
-8.3 

4.8 


-66.9 

20.631 

467 

9.4 

2.3 

38.7  ! 

58.9 

2.447 

41 

5.9 

1.7 

32.4  i 

-52.2 

1,752 

101 

1     43.8      , 

5.8 

58.5  • 

32.0 

1,000 

95 

12.9 

9.5 

1.7 

D-P 

2.304 

105 

31.0 

4.6 

21.6  [ 

-12.7 

4.315 

146 

11.5 

3.4 

17.1., 

Si 


-41.2 


1.693 


33 


6.1 


k 


MEDIANS:  Market  value  $3,5 


Long-term  estimated  EPS  growth  16% 


eiA 

30.4 

32.5 

14.2 

45.0 

40.2 

18.0 

35.0 

79 

71.8 

76 

9.3 

12.0 

10.1 

30.9 

16.1 

22.3 

14.3 

10.5 

18.8 

7J. 

6.9 

15.1 

12.4 

6.8 

30.2 

23.5 

29.6 

25.8 

31.0 

29.7 

172 

21.0 

25.1 

50.7' 

176 

18.7 

13.4 

9.3 

13.7 

33.9 

23.3 

36.7 

5.5 

39.1 

12.7 

12.0 

12.4 

11.4 

13.4 

30.8 

21.2 

33.7 

18.4 

26.7 

28.9 

11.0 

23.2 

48.4 

10.6 

22.5 

21.5 

15.8 

13.6 

23.0 

20.2 

15.4 

78.3 

11.2 

29.72 

19.4 

18.9 

22.8 

15.8 

26.0 

173 

15.8 

25.8 

23.9 

33.8 

13.8 

13.9 

21.6 

19.7 

25.5 

11.0 

14.5 

13.8 

14.5 

28.1^ 

12.9 

11.6 

35.0 

23.9 

22.9 

18.1 

19.5 

10.1 

14.0 

14.8 

13.9 
i     32.6 

13.0 

34.9 

16.1 

11.3 

42.8 

11.8 

171 

18.3 

14.6 

12.6 

88.1 

16.3 

61.2^ 

11.3 

16.4 

23.5 

2.4 

NM 

13.4 

15.3 

27.5 

24.2 

26.5 

16.5 

19.2 

11.0 

-3.4 

20.7 

12.9 

11.9 

9.6 

10.6 

22.8 

18.3 

15.7 

13.7 

2.2 

26.7 

34.7 

29.4 

9.7 

14.0 

16.7 

5.9 

8.6 

35.2 

22.7 

NM 

3.6 

41.4 

29.4 

10.3 

NM 

16.3 

15.3 

16.3 

13.1 

18.6 

20.4 

19.0 

16.7 

16.5 

176 

17.0 

20.2 

22.0 

15.0 

20.6 

1     ^ 

10.7 

13.3 

4.2 

15.0 

Telecommunications 


MEDIANS:  Mariost  value  $17,132(mO 


Alltel 

Anixter  IntI 
BellSouth 


15.2 

9.2 

13.6 


10.8 
5.7 
9.2 


13.5 
5.9 
5.9 


2.3 

-24.6 

-4.6 


270 
12.6 


-16.0 

-10.5 

0.7 


:uuj  est  riz 

7,744  899 


^  Long-term  estimated  EPS  growth  lO'- 


2.521 
22.961 


39 
2.903 


379 

4.5 

43.4 


11.6 

1.5 

12.6 


48.6 
24.6 
34.9 


fen 
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Fop  of  Their  Game 


COMPUTER  SOFTWARE    ELECTRONIC  ARTS 


^T„  ^ 


Mr  years  ago  executives  at  Electronic  Arts  decided 

e  country's  largest  videogame  publisher  wouldn't 
.•sign  games  for  the  hot  new  Sega  Dreamcast. 
istead,  engineers  would  focus  on  Sony's 
ayStation  2,  due  out  in  2000.  "Everyone  was 
ying  we  missed  the  boat,"  laughs  John  Ricci- 
•llo,  L-\'s  president. 

Smart  move.  There  are  now  42  million 
ayStation  2s  in  homes  worldwide;  Sega  pulled 
e  plug  on  Dreamcast  after  selling  4.5  million  con- 
ies in  17  months.  In  the  past  three  years  EA's  stock  has 
jnbed  106%  to  an  October  high  of  $72. 

The  videogame  industry  is  on  fire,  with  game  sales  slated  to  hit  $8  bil- 
)n  in  2003,  according  to  lefferies  &  Co.  Leading  the  pack,  with  successful 
mes  like  The  Sims  and  Medal  of  Honor,  is  Redwood  City,  Calif  Electronic  Arts, 
timated  fiscal  year  2003  sales:  $2.3  billion. 

Of  the  25  games  EA  puts  out  each  year,  18  are  based  on  established  brands.  Madden  NFL  is  rereleased  annually  with  new  play- 
s  and  stadiums.  It  consistently  lands  on  the  bestseller  list.  Over  Christmas  EA  hit  a  trifecta  with  games  based  on  Harry  Potter, 
le  Lord  of  the  Rings  and  lames  Bond. 

Now  EA  needs  to  prove  it  can  succeed  on  the  Internet.  The  company  has  lost  $254  million  on  its  Web  site,  EA.com,  since  2000. 
vestors  hope  the  red  ink  turns  black  with  the  recent  launch  of  The  Sims  Online.  For  $10  per  month  players  hang  out  in  a  vir- 
al world  where  they  can  fall  in  love,  fight  and  even  make  pizza.  Expected  revenues  from  The  Sims  Online  this  year:  $50  million, 
f  we  were  a  private  company  it'd  be  time  to  buy  a  Gulfstream,  have  a  party  and  pop  the  champagne,"  says  Riccitiello.  "But  in  a 
iblic  company,  it  just  gives  you  something  you  have  to  lap  next  year." 

— Dorothy  Pomerantz 


OMPANY 


PROFITABILITY 

RETURN  ON  CAPITAL 


SanturyTel 

lualcomm 

IBC  Communications 

Icientific-Atlanta 


5-year 

average 


latest 
12  mos 


8.8 

6.3 

16.5 

16.4 


Fravel  &  TransDort 


Jexander  &  Baldwin 
rkansas  Best 
xpeditors  IntI 
edEx 

B  Hunt  Transport 
andstar  System 
lorfolk  Southern 
oadway 

outhwest  Airlines 
wift  Transportation 
nion  Pacific 
nited  Parcel  Service 
/erner  Enterprises 


6.7 
12.9 
27.8 
10.5 

5.5 
24.7 

4.6 
14.5 
13.0 

79 

4.3 
15.1 

8.2 


19.6 
6.8 

12.1 
5.3 


75 
8.3 

25.0 
9.8 
70 

23.2 
4.8 
5.2 
4.8 
5.1 
6.0 

14.1 
76 


GROWTH 


SALES 


EARNINGS  PER  SHARE 


5-year 
average 

% 


latest 
12  mos 


23.6 

NIM 

3.6 

13.3 


-8.2 

13.4 

-5.2 

-32.4 


S-year 
average 


latest 
12  mos 

% 


12.9 

29.9 

9.0 

21.6 


130.1 

D-P 

-8.4 

-677 


SALES 

latest 
12  mos 

($MIL) 


1,929 

3,040 

43,824 

1,573 


NET 
INCOME 

latest 
12  mos 

($MIL) 


807 

360 

6,570 

78 


OPER 
MARGIN 

latest 
12  mos 

% 


49.6 
34.2 
40.4 
10.5 


PROFIT 
MARGIN 

latest 
12  mos 

% 


41.8 

11.8 

15.0 

5.0 


DEBT/ 
CAPITAL 


latest 

% 


51.7 
1.7 

30.9 
0.6 


MEDIANS:  Market  value  $1.589(mil)    1 


-4.2 

NM 

19.1 

10.9 

8.4 

2.1 

78 

3.7 

11.3 

19-.1 

5.3 

74 

15.2 


-2.7 

-15.2 

20.5 

5.7 

5.2 

2.3 

0.9 

1.5 

-74 

-1.1 

3.7 

2.1 

3.8 


12.4 
36.8^ 
29.3 
6.7^ 
16.9 
34.6 
-22.9 
12.9 
19.3 
-15.7^ 
NM 
19.7 
NM 


9.8 

-34.9 

9.2 

374 

102.8 

1.3 

69.1 

-42.2 

-55.6 

124.1 

40.3 

-2.8 

19.7 


-i\ 

l3estP/E17 

ed  EPS  grow 

mmm 

jOng-lerin  estimai 

1,032 

87 

11.3 

8.4 

18.6 
23.4 
0.0 
19.7 
23.8 
28.6 
44.3 
43.1 
23.0 

L,378 

36 

8.0 

2.6 

5.1 
3.6 
2.5 
3.2 
72 

2,035 

104 

8.9 
13.0 
11.4 

6.2 
26.9 

21,015 
2,196 

759 
55 
46 

L,463 

6,219 
2,923 
5,359 
2,072 

446 

25 

5.3 

0.8 

2 

32 

14.1 

4.9 

56 
1,238 
2,397 

12.3 
28.5 

2.7 
10.0 

5.2 
32.6 

12,326 

31,104 

174 

77 

25.9 

1,310 

58 

16.2 

4.4 

2.4 

Vet  values  and  P/Es  are  as  of  Nov.  29.  Medians  are  based  on  the  Forbes  Platinum  400  Companies.  'Four-year  average.  Three-year  average.  ^Annualized:  projected  over  the  next  three 
ve  xears.  D-P:  Deficit  to  profit.  NM:  Not  meaningful.  Sources:  Forbes:  FT  Interactive  Data.  Multex  and  Thomson  Financial/IBES  via  FactSet  Research  Systems. 
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■■liHiTHE  BEST  BIG  COMPANIES^ 

Company 

Page 
124 

Comic  -■■ 

Page 

Cc 

.impany 

Page 

Company 

pM 

■ 

Abbott  Laboratories 

Church  &  Dwight 

125 

WW  Grainger 

112 

Mohawk  Industries 

125 

Smithfield  Foods 

1:1 

Abercrombie  &,  Fitch 
ABM  Industries 

128 
112 

Cinergy 

120 

Granite  Coastructjoti 
Group  1  Automotive 

118 
128 

Morgan  Stanley 

122 

Sonic  Automotive              iS 

Cintas 

112 

Mueller  Industries 

128 

Sonoco  Products               li| 

Adobe  Systems 

116 

Cisco  Systems 

116 

Guidant 

125 

Mylan  Labs 

125 

Sony 

III 

AdvancePCS 

124 

Citigroup 

122   ■ 

Handleman 

122    1 

National  Commerce  FinI 
New  Jersey  Resources 

112 
120 

Southern  Co                      i;| 

Affiliated  Computer 

116 

Clorox 

125 

Harley-Davidson 

120 

SouthTrust 

III 

Aflac 

125 

Coca-Cola 

123 

Harman  International 
Harrah's  Entertain 

116 
122 

New  York  Times 

122 

Southwest  Airlines             i:| 

Air  Prods  &  Chems 

116 

Coca-Cola  Bottling 

123 

NeS/piont  Mining 

128 

Sovereign  Bancorp 

■i 

Airgas 

116 

Colgate-Palmolive 

125 

Hartford  FinI  Service 

125 

NIKE 

125 

SPX 

III 

Alberto-Culver 

125 

Commercial  Metals 

128 

Hawaiian  Electric 

120 

NiSource 

120 

StanCorp  Financial            i:| 

Albertson's 

122 

Compass  Bancshares 

112 

Health  Management 

125 

Nissan  Motor 

120 

Standard  Pacific 

"1 

Alcoa 

128 

Computer  Sciences 

lis 

HJ  Heinz 

123 

Norfolk  Southern 

129 

Stanley  Works 

III 

Alexander  &  Baldwin 
Allete 

129 
120 

Consolidated  Edison 
Constellation  Brands 
Convergys 

120 
123 
112 

Henry  Schein 

125 

Northern  Trust 

112 

Staples                              i;B 

Hibernia 

112 

Northrop  Grumman 

112 

Starbucks                          \'M 

Alliant  Techsystems 
Alltel 

112 
"l28 

Home  Depot 

128 

NStar 

120 

State  Street                       i:| 

Cooper  Cameron 

120 

HON  Industries 

113 

Nucor 

128 

Stewart  Info  Services 

m 

Ameren 

120 

Adolph  Coors 

123 

Honda  Motor 

120 

Nvidia 

116 

Storage  Technology 

Stryker 

SunGard  Data  Systems 

i 

American  Axle  &  Mfg 

120 

Costco  Wholesale 

128 

Honeywell 

112 

NVR 

118 

Amer  Eagle  Outfitters 

128 

Countrywide  Financial 

122 

Hormel  Foods 

123    B 

O'Reilly  Automotive 

128 

American  Express 

122 

Coventry  Health  Care 

124 

DR  Horton 

118 

Old  Republic  IntI 

125 

SunTrust  Banks 

III 

American  IntI  Group 

125 

Crane 

113 

Hovnanian  Enterprises 

118 

Omnicom  Group 

112 

Supervalu                          l!| 

Amer  Power  Conversion 

116 

H  Danaher 

113 

JB  Hunt  Transport 

129 

Oracle 

116 

Swift  Transportation 

If 

AmeriCredit 

122 

D&K  Healthcare 

125    ■ 

Illinois  Tool  Works 

113 

Oshkosh  Truck 

116 

Symantec 

»l 

AmerisourceBergen 

124 

Darden  Restaurants 
Dean  Foods 

122 
123 

IMS  Health 

112 

Outback  Steakhouse 

122 

Synovus  FinI 

III 

Ametek 

113 

Ingersoll-Rand 
Intel 

116 

Oxford  Health  Plans 

125 

Sysco                                i:| 

Andersons 

122 

Dell  Computer 

116 

116     ■ 

Paccar 

116     ■ 

Talbots 

i: 

Anheuser-Busch  Cos 

123 

Deluxe 

113 

IBM 

116 

Pactiv 

124 

Target 
TBC 

Anixter  IntI 

128 

Dentsply  IntI 

125 

IntI  Flavors  &  Frags 

lie 

Patterson  Dental 

125 

AnnTaylor  Stores 

128 

Diebold 

113 

IntI  Game  Technology 

122 

Pentair 

116 

Tech  Data 

It 

Aon 

125 

Dollar  Tree  Stores 

128 

ITT  Industries 

lie 

PeopleSoft 

116 

TECO  Energy 

n 

Apple  Computer 

116 

Dominion  Resources 

120   ■ 

Jack  in  the  Box 

122 

PepsiCo 

123 

Teleflex 

II 

Applera-Applied  Biosys 

124 

Donaldson 

113 

Jacobs  Engineering 

118 

Performance  Food 

122 

Temple-Inland 

i< 

Archer  Daniels 

123 

Dow  Chemical 

116 

Jefferson-Pilot 

125 

Perot  Systems 

116 

Terex 

II 

Arkansas  Best 

129 

Dow  Jones 

122 

Johnson  &  Johnson 

125 

Pfizer 

125 

3M 

II 

ArvinMeritor 

120 

DST  Systems 

112 

Johnson  Controls 

120 

Philip  Morris  Cos 

123 

Tiffany 

[i 

Associated  Banc-Corp 

112 

DTE  Energy 

120 

Jones  Apparel  Group 
KB  Home 

125 
118 

Pier  1  Imports 

128 

Timberland 

\i 

Automatic  Data 

112 

El  du  Pont  de  Nemours 

116    ■ 

Pinnacle  West 
Pitney  Bowes 

120 
113 

TJX  Cos 

12 

AutoZone 

128 

H  Eaton 

113 

Kellogg 

123 

Toll  Brothers 

II 

Avery  Dennison 

113 

Ecolab 

112 

Kimball  International 

120 

Polaris  Industries 

120 

Torchmark 

a 

■ 

Ball 

124 

Edison  International 
Electrolux  Group 

120 
120 

Kimberly-Clark    . 

125 

Polo  Ralph  Lauren 
Popular 

125 
112 

Toro 

12 

Bank  of  New  York 

112 

Knight  Ridder 

122 

Toyota  Motor 

\i 

Banknorth  Group 

112 

Electronic  Arts 

116 

Kohl's 

128 

Praxair 

116 

Tribune 

\i 

Banta 

122 

Electronics  Boutique 

128 

Kroger 

122 

Procter  &  Gamljle 

125 

Tupperware 

a 

Barnes  &  Noble 

128 

Emcor  Group 

112     ■ 

L-3  Communications 

112 

Progressive 

125 

TXU 

\i 

Barr  Labs 

124 

Emerson  Electric 

113 

La-Z-Boy 

120 

Protective  Life 

128    ■ 

UGI 

a 

BB&T 

112 

Energy  East 

120 

Laboratory  Corp  Amer 

125 

Pulte  Homes 

118 

Unilever  NV 

d 

Beazer  Homes  USA 

118 

Engelhard 

116 

Lafarge  North  America 
Lancaster  Colony 

118    1 

Qualcomm 

129 

Union  Pacific 

S 

Beckman  Coulter 

Bed  Bath  &  Beyond 

124 
128 

Estee  Lauder  Cos 

125 

123 

Questar 

120 

UnionBanCal 

II 

Everest  Re  Group 

125 

LandAmerica  Financial 
Landstar  System 

125    ■ 

Rayonier 

124 

United  Auto  Group 

\i 

BellSouth 

128 

Exelon 

120 

129 

Regions  Financial 

122 

United  Natural  Foods 

\i 

Bemis 

124 

Expediters  IntI 

129 

Legg  Mason 

122 

Regis 

128 

United  Parcel  Service 

a 

Berkshire  Hathaway 
Best  Buy 

125 
128 

Express  Scripts 

112 

Leggett  &  Piatt 

120 

Reinsurance  Group  Am 

128 

United  Rentals 

II 

ExxonMobil 

120 

Lennar 

118 

Reliance  Steel 

128 

United  Stationers 

II 

Biogen 

124 

H  Familv  Dollar  Stores 

128 

Lexmark  International 

113 

Roadway 

129 

United  Technologies 
UnitedHealth  Group 
Universal  Forest  Prod 

If 
II 

Biomet 

124 

Fannie  Mae 

122 

Eli  Lilly  and  Co 

125 

Rock-Tenn 

124 

BJ's  Wholesale  Club 

128 

Federal  Signal 

113 

Liz  Claiborne 

125 

Rockwell  Collins 

112 

H&R  Block 

112 

FedEx 

129 

Lowe's  Cos 

128 

Rohm  and  Haas 

116 

Universal  Health 

12 

BIyth 

125 

Ferro 

116 

Lubrizol 

116 

Ross  Stores 

128 

URS 

ll: 

Bob  Evans  Farms 

122 

Fidelity  National  FinI 

125   ■ 

M&T  Bank 

112 

Royal  Caribbean 

122 

USA  Interactive 

\i 

Boeing 

112 

Fifth  Third  Bancorp 

112 

Manitowoc 

116 

Royal  Dutch  Petroleum 

120 

UST  Inc 

\i 

BorgWarner 

120 

First  American 

125 

Marsh  &  McLennan 

125 

RPM 

116    ■ 

Valspar 

III 

Boyd  Gaming 

122 

First  Data 

112 

Marshall  &  llsley 

112 

Ruddick 

122    ■ 

Wal-Mart  Stores 

12 

BP 

120 

First  Tennessee  Natl 

112 

Maxim  Integrated  Prod 

116 

Ryland  Group 

118 

Walgreen 

12 

Briggs  &.  Stratton 

113 

FirstEnergy 

120 

Maytag 

120   ■ 

Safeway 

122 

Washington  Mutual 

li: 

Brinker  lnternational_ 

Brown-Forman 

122 
123 

Fiserv 

112 

MBIA 

122 

St  Jude  Medical 

125 

Watsco 

III 

Flowserve 

113 

MBNA 

122 

SBC  Communications 

129 

Watson  Pharmaceutical! 
Weis  Markets 

.  12 
12 

■ 

Cabot 

116 

Forest  Labs 

125 

McClatchy 

122 

Schlumberger 

120 

Cadbury  Schweppes 
Canon 

123 
113 

FPL  Group 

120 

McCormick  &  Co 

123 

Scholastic 

122 

WellPoint  Health 

12 

Freddie  Mac 

122 

McGraw-Hill  Cos 

122 

Charles  Schwab 

122 

Wells  Fargo 

12 

Capital  One  Financial 
Cardinal  Health 

122 
124 

Freeport  Copper 

128 

McKesson 

125 

Scientific-Atlanta 

129 

Wendy's  International 
Werner  Enterprises 

12 
12 

Fresh  Del  Monte 

123 

MDC  Holdings 

118 

EW  Scripps 

122 

Carlisle  Cos 

lis 

Furniture  Brands  IntI 

120 

MDU  Resources 

120 

Sealed  Air 

124 

Whirlpool 

12 

Carnival 

122 

U  Gannett 

122 

Medtronic 

125 

Selective  Insurance 

128 

Whole  Foods  Market 
Williams-Sonoma 

12 
12 

Casey's  General  Store 

122 

GenCorp 

120 

Mellon  FinI 

112 

Sempra  Energy 

120 

Caterpillar 

113 

General  Dynamics 

112 

Merck 

125 

Shaw  Group 

116 

World  Fuel  Services 

ii; 

CBRL  Group 

122 

General  Electric 

122 

MGIC  Investmerit 

125 

Sherwin-Williams 

lie 

WPS  Resources 

12 

CDW  Computer  Centers 

128 

General  Motors 

120 

MGM  Mirage 

122 

Sigma-Aldrich 

116 

Wm  Wrigley  Jr 

12 

Centex 

118 

Genuine  Parts 
Gillette 

120 
125 

Michaels  Stores 
Microsoft 

128 

116 

SKF  Group 

116    ■ 

Xilinx 

III 
12 

~ii; 

CenturyTel 

129 

AO  Smith 

116    ■ 

Zaie 

Charter  One  Fini 

112 

Golden  West  FinI 
nuary  6,  2003 

112 

Mid  Atlantic  Medical 

125 

Smith  International 

120 

Zions  Bancorp 
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CAPITALIST  TOOL 

Platinum  Visa*  Card 


Get  the 
low  rates  and 
exceptional  benefits 
^     you've  been  looking  EOR 
IN  A  Platinum  credit  card. 

•    Low  Introductory  APR  on  Purchases 
and  Balance  Transfers 


IP7 


n 


•  No  Annual  Fee 

•  Credit  Line  from  $5,000  up  to  $100,000* 

•  24-hour  Cardmember  Service 

Call  Toll  Free  to  Apply! 

1  -888-205-31 68 


'In  certain  instances,  you  may  receive  a  Classic  ard  with  a  credit  line  up  to  $5,0 


ADV41385 
Print  Date  04/02 


MICHIG 


FIRST  BIO 


iCIAL  KIDNEY 


is  the  world's  first  bio-artificial  kidney. 


Michigan  rrinks  second  in  the  nation  in  total  private  spending  on  research  and  development, 

Mo  wonder  Micii'geii  has  one  of  the  most  innovative  and  technologically  advanced  economies  in  the  nation. 

The  development  of  the  first  bio-artificial  kidney  is  just  one  example. 

For  more  exan  n,es  of  innovation  in  Michigan,  call  1.800.946.6829  or  visit  www.michigan.org. 


i'^i'.kT^H^l'!  ■   ^J**' 


www.michigaif.org 
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EAT  LAKES.  GREAT  LOCATK 


j^lTechnolngy 


SOFTMTARC 


Speech 
recognition 
has  been 
a  long  time 
coming,  but 
its  uses  are 
proliferating 
before  our 
very  voice 
boxes. 

BY  ALLISON  PASS 


Speak  Easy 


^m  HOUSE  FOR  SALE  IN  LONG  BEACH,  CALIF.  CAN  AC- 
^^k  cumulate  ten  bids  the  first  day  it  is  put  on  the 
JV^^  market.  Realtor  John  Johnson  is  using  a  new 
^^^^^  speech-recognition  service  to  speed  his  clients  to 
Vi^^^  the  top  of  the  list.  If  he  passes  a  For  Sale  sign,  he 
■  Wl  immediately  dials  a  number  from  his  cell  phone 
d  speaks  the  address.  The  virtual  woman's  voice  on  the  other 
d  will  respond  with  the  asking  price,  say,  or  the  square 
)tage.  If  he  suppHes  a  client's  criteria  such  as  desired  num- 
r  of  bedrooms  and  neighborhood,  the  service  will  ring  him 
ch  appropriate  new  listings.  Though  the  service's  fee  is  $30 


a  month,  Johnson  expects  the  technology,  created  by  a  new 
firm  called  Newport  Wireless,  will  help  him  close  50%  more 
deals,  earning  him  an  additional  $70,000  each  year. 

The  old  joke  about  speech  recognition  was  that,  for  20  years 
now,  the  boom  was  two  or  three  years  away.  The  industry  was  tar- 
nished by  the  accountmg  scandal  and  ensuing  bankruptcy  in  2000 
of  Lernout  &  Hauspie,  which  sold  the  well-regarded  Dragon  tech- 
nology to  ScanSoft  in  2001.  In  September  General  Magic,  which 
created  software  applications  for  voice  recognition,  went  out  of 
business  after  failing  to  raise  additional  financing.  And  voice-dri- 
ven information  providers  such  as  Tellme  blew  through  tens  of 
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millions  of  dollars  before  realizing  that  sell- 
ing voice  services  to  companies  was  far 
more  promising  than  selling  ads  spoken  to 
consumers  over  the  phone. 

But  now  plenty  of  companies  are 
finding  smart  ways  to  apply  voice- 
recognition  technology  to  cut  costs  and 
improve  services.  While  few  expect 
speech  to  replace  the  keyboard  as  the 
interface  for  basic  computing,  it  works 
well  in  specific  niches  such  as  mobile 
access  of  important  data  and  automating 
call  centers  for  the  travel  industry,  finan- 
cial services  and  phone  directories. 
Among  the  hundreds  of  companies  hear- 
ing voices  with  a  computer  are  AOL, 
FedEx,  Honda,  Sony,  Sprint,  T.  Rowe 
Price,  United  Airlines  and  Verizon.  The 
voice-recognition  market  should  hit  $695 
million  in  2002,  up  10%  from  2001, 
according  to  Datamonitor. 

Faster  chips  and  smarter  algorithms 
are  making  the  case  for  recognition  ever 
stronger.  Since  1985  the  typical  vocabulary 
recognized  by  mainstream  speech  soft- 
ware has  grown  a  himdredfold  to  100,000 
words,  while  the  average  price  has 
decreased  from  $5,000  to  $50  in  the  same 
period,  according  to  Ray  Kurzweil,  a  cre- 
ator of  speech-recognition  software  and 
author  of  The  Age  of  Spiritual  Machines. 
Accuracy  has  gone  from  poor  to  good. 

Julie,  Amtrak's  female  \Trtual  agent,  has 
been  talking  with  rail  passengers  since  Oc- 
tober 2001  about  train  arrivals  and  depar- 
tures, and  since  last  Jime  about  schedules, 
fares  and  reservations.  By  May  of  this  year 
Amtrak  expects  she  will  also  handle  credit 
card  ticket  purchases.  Julie,  a  product  of 
SpeechWorks  sofrw'are  and  Intervoice 
hardware,  has  increased  customer  satisfac- 
tion by  45%,  so  that  now  13  out  of  every  50 
customers  get  their  information  before 
hanging  up.  Not  great,  but  Amtrak's  ear- 
lier touch-tone  system,  since  phased  out, 
satisfied  only  9  of  every  50  customers.  Am- 
trak says  the  $4  million  it  cost  to  buy  and 
develop  Juhe  paid  off  in  the  first  12  to  18 
months  by  cutting  down  on  the  need  for 
more  human  agents.  Likewise,  British  Air- 
ways is  saving  $1.5  million  a  year  using 
technology  from  Nuance  Communications 
to  run  its  flight  information  service. 

In  August  Sony  Computer  Entertain- 
ment America  introduced  Socom:  U.S. 
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Navy  SEALS,  its  first 
PlayStation  2  videogame 
that  allows  players  to 
speak  commands  like 
"Deploy  grenades"  to 
eliminate  enemies.  The 
$60  game,  which  uses 
ScanSoft  speech  technol- 
ogy, was  one  of  Sony's 
bestsellers  last  year,  with 
450,000  sold.  It  had  a 
better  first  week  than  any 
other  PlayStation  2  title 
Sony  has  released  itself. 
Sony  says  sales  could 
have  been  double  if  there  were  more 
headsets  on  the  market. 

Girls  who  buy  Radica  Games'  Girl 
Tech  Password  Journal  ($20)  don't  have 
to  worry  about  younger  brothers  prying 
into  their  private  lives  or  losing  a  key.  The 
journal  unlocks  when  its  embedded  chip 
recognizes  its  owner's  voiced  password.  If 
a  girl  is  hoarse  from  a  cold,  the  security 
can  be  taken  down  a  notch.  It's  Radica's 
bestseUing  product  in  the  U.S. 

Luxury  cars  from  Infiniti  and  Jaguar 
have  used  voice  recognition  for  several 
years  to  control  the  radio,  temperature 
and  navigation  systems.  But  now  the 
technology  is  starting  to  trickle  down  into 
mainstream  models.  The  2003  Honda 
Accord  has  added  voice  recognition  from 
IBM's  ViaVoice  as  part  of  a  $2,000  naviga- 


By  the  Numbers 


Cognitive  Speech 

Voice  recognition  has  failed  to  live  up 
to  the  hype,  but  the  automotive, 
telecom  and  videogaming  industries 
have  become  active  users. 


"A  number  of 
companies 
have  found 
SPECIALTY 
NICHES  to 
apply  speech 
recognition." 


sm< 


9  f  /O  Estimated  growth  for  the  voice- 
recognition  market  by  the  end  of  2004. 

v9  Years  since  the  premiere  of 
Stanley  Kubrick's  movie  2001: 
A  Space  Odyssey,  starring  a  chatty 
supercomputer  named  Hal. 


fcUX  V  The  year  dictation  accuracy  is 
expected  to  rival  human  accuracy. 

«l9/0  The  current  accuracy  rate  for 
better  speech-recognition  engines. 

Sources:  Datamonitor,  Microsoft:  Giga  Ityformation  Group. 


tion  system.  A  fifth 
Accord  buyers 
November  have  opte 
for  the  voice-navigaticj 
system,  compared  wii 
the  5%  who  have  opte 
for  a  similarly  price 
DVD  player  for  the  re 
passengers. 

Dr.  Nathaniel  Sopd 
a  gastrointestinal  su 
geon  in  St.  Louis,  h; 
used  voice  recognition : 
50  to  60  minimally  inv. 
sive  laparoscopic  surj 
eries  in  two  years.  With  technology  ptt 
vided  by  Computer  Motion,  Soper  speal 
into  a  headset  to  direct  the  robotic  ar: 
guiding  the  laparoscope  into 
abdomen.  Soper,  one  of  3,000  users,  sa" 
the  robot  isn't  perfect.  There  is  a  shght  h 
between  his  command  and  the  responsi 
a  flaw  that  wouldn't  occur  with  a  trainei 
human  holder.  But  it  cuts  down  on  tlj  f 
hubbub  in  the  operating  room,  and  pet- 
pie  are  not  always  available. 

The  VA  Medical  Center  in  Memph] 
has  invested  $277,000  in  Dragon  softwa: 
to  allow  its  doctors  and  nurses  to  dicta 
medical  records  into  the  computer  ne 
work.  One-third  of  the  staff,  or  450  clin 
cians,  are  now  using  Dragon.  Doctors  ca 
access  electronic  records  throughout  tl 
hospital  whenever  they  want,  rather  tha 
wait  24  to  48  hours  for  a  transcriptioi 
Even  though  the  yearly  fee  for  the  sof 
ware  and  its  support  has  gone  up  thn 
times  this  year  because  of  a  contra' 
change,  the  hospital  still  expects  to  save . 
least  $60,000  a  year  by  cutting  down  c 
use  of  the  transcription  service. 

This  month  a  new  company  calle 
VoiceBox  Technologies  is  introducing  F 
software  that  fetches  voiced  requests  f< 
stock  information  or  Beatles  songs  froi 
the  Internet.  Later  in  the  year  it  will  begi 
selling  a  Frisbee-size  device  that  wi 
transmit  spoken  directives  wirelessly  to 
PC.  Future  versions  linked  to  a  TV  migl 
be  able  to  record  a  9  p.m.  episode  of  W 
&  Grace.  "There  are  certainly  a  numbi 
of  companies  who  have  found  speciali 
niches  to  apply  this  to,"  says  Michael  Kei 
newick,  VoiceBox's  chief  executive.  "TI 
market's  ready."  I 


4.^ 


Dependable  technology  builds  confidence. 


When  you  set  out  to  conquer  e-business  challenges,  success  or  failure  often  hinges 
on  your  technology  partner.  Consider  the  partner  that  4  out  of  5  FORTUNE  500® 
companies  already  trust:  Sterling  Commerce.  With  a  25-year  track  record  of 
helping  businesses  successfully  improve  performance  and  operating  metrics, 
no  partner  is  more  dependable  or  more  knowledgeable. 

Integrating  existing  processes?  Developing  new  ones?  Building  entire  electronic 
trading  communities?  Look  to  us  for  dependable  software  and  services. 
It's  all  a  matter  of  confidence. 


J  Sterling  commerce 


©2002  Sterling  Commerce,  Inc.  ALL  RIGHTS  RESERVED.  Sterling  Coi 
Sterling  Commerce  is  an  SEC  Communications  Inc.  company 


[fSterfing  Commerce  logo  are  trademarlts  of  Starling  Comn^.^ 
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The  most  important  component  in  an  end-to-e,D 
integrated  IP  networl<  is  ttie  beginning. 

At  Sprint,  we  believe  that,  in  the  end,  the  quality  of  service  you  get  depends  largely  on  th( 
quality  of  the  planning  and  relationships  you  initiate  in  the  beginning.  This  is  particularly  tru 
when  contemplating  the  positive  changes  and  formidable  challenges  a  single  network 
converging  voice,  video  and  data  can  mean  for  your  enterprise. 

Exceptional  quality  of  service  is  why  Sprint  takes  such  an  intensively  collaborative  and  det. 
approach  to  planning  your  IP  future.  And  Sprint  was  just  given  the  "Highest  Customer  Satisfac 
With  Business  High  End  Data  Service  Providers"  award  by  J.D.  Power  and  Associates'  in 
categones  ranging  from  performance  and  reliability  to  cost  of  service  and  customer  servic 
We  believe  our  relationship  with  Cisco®  is  also  important.  Cisco  AWID  (Architecture  for  Voice, 
and  Integrated  Data)  convergence  technology  is  the  foundation  of  our  managed  IPTelepho 
solutions.  Combined  with  our  100%  digital,  fiber-optic,  self-healing  nationwide  network  an' 
Sprint  Tier  One  OC-48/OC-192  IP  backbone,  the  benefits  are  many.  You  can  get  higli  reliabi 
and  performance,  industry-leading  SLAs  and  unsurpassed  IP  connection  and  voice  quality. 

Economically,  few  things  reward  an  enterprise  more  than  a  well  planned,  implemented  am 
managed  IP  integration  strategy.  And  few  are  more  destructive  than  IP  false  starts,  piecen 
not  turnkey  solutions,  or  a  provider  who  proposes  answers  without  asking  questions. 

So  let's  start  planning  today.  Call  1-888-970-4466  or  your  Sprint  account 
executive  to  set  an  appointment  Or  visit  wvvw.ipmultiservice.com/sprint. 


Sprint       ^O  Cisco 


Powered  Network 


For  a  limited  time,  sign  up  and  get  a 
Cisco  router  valued  at  $3500  \ 


Technology 


IRELESS 


ime  Out 


tra  wide  band  could  fuel  the  next  big  wireless 
ive.  Why  are  its  pioneers  struggling  to  survive? 


TOMAS  KELLNER 

^^  ALPH     PETROFF     HAS     BUILT 

V  devices  that  see  through  brick, 

1^^  and  motion  detectors  sensitive 

^1  enough  to  spot  the  heaving  of  a 

^fcbreathing  chest.  His  radio  chips 

send  digital  video  through  walls  to  a 

set  50  feet  away. 

But  getting  these  wonders  to  market 


has  been  next  to  impossible.  Petroff,  chief 
executive  of  Time  Domain  in  Huntsville, 
Ala.,  is  stymied  by  federal  bureaucrats. 
The  powerful  technology  behind  his 
devices,  a  wireless  standard  called  ultra 
wide  band,  or  UWB,  is  accused  of  interfer- 
ing with  cell  phone  calls,  global  position- 
ing systems  and  military  networks.  UWB 
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The  Cisco  Powered  Network 
signature  says  a  service 
provider  delivers  its  IP 
Telephony  service  over  an 
end-to-end  Cisco  network, 
featuring  world-class  Cisco 
AWID  (Architecture  for  Voice, 
Video,  and  Integrated  Data) 
convergence  technology.  And 
it  says  you're  signing  up  for 
the  IP  reliability,  performance, 
savings,  and  ROI  your  enter- 
prise needs.  To  download  the 
FREE  Cisco  Powered  Network 
"Guide  to  Outsourcing',' 


visit 


www.ipmultiservice.com/cisco  — ' 


Cisco  Systems 


Empowering  the 
Internet  Generation 


©2002  Cisco  Systems,  Inc.  All  rights  reserved.  Cisco.  Cisco 
Systems,  the  Cisco  Systems  logo,  Empowering  the  Internet 
Generation  and  the  Cisco  Arrow  logo  are  registered 
trademarks  or  trademarks  of  Cisco  Systems.  Inc.  and/or 
its  affiliates  in  the  U.S.  and  certain  other  countnes. 


ental  plan. 


Direct  Reimbursement  (DR-)  lets  you 
design  a  self-funded  dental  plan  that's 
right  for  your  employees  and  your 
company.  You  determine  the  employee 
contributions.  And  you  only  pay  for 
what  your  employees  use.  Call  now  for 
more  information,  or  visit  our  website 
for  a  OR  cost  estimate.  Go  ahead,  check 
us  out.  You'll  like  what  you  see. 

1-800-232-7698  ext.  137 
www.ada.org/0R/137 


DIRECT 


REIMBURSEMENT 


m^s^smk- 
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could  have,  according  to  the  Pentagon's 
congressional  testimony  in  2002,  "eroded 
homeland  defense  and  led  directly  to  the 
loss  of  life." 

Hogwash,  says  Petroff.  He  says  that 
UWB  emits  background  noise  as  harrnless 
as  the  static  produced  by  laptop  PCs.  It 
operates  at  one- millionth  of  the  power  of 
a  cell  phone.  After  a  decade  of  haggling, 
the  Federal  Communications  Commis- 
sion released  its  first  order  last  February 
regulating  commercial  UWB  devices.  The 
agency,  under  pressure  from  the  military 
and  cellular  players  such  as  Qualcomm 
and  Sprint,  put  the  burden  on  UWB 
upstarts  to  prove  that  their  gear  would 
not  cause  interference.  The  FCC  allows  the 
sale  of  UWB  chips,  but  only  if  their  signal 
strength  stays  below  70  nanowatts  per 
megahertz,  a  ceiling  so  low  that  data  wUl 
barely  make  it  across  a  room. 

UWB  cuts  a  low-power  swath  across 
the  gamut  of  radio  fi-equencies  between 
3.1  gigahertz  and  10.6  gigahertz.  The 


and  deploy  air  bags  before  imminent 
Usion.  Petroff  says  the  market  could  r 
$1  billion  by  2006.  But  an  analy 
Instat/MDR,  citing  regulatory  hurdles 
the  boom  in  Wi-Fi,  says  the  UWB  m; 
will  be  a  puny  $40  million  in  2006. 

In  1996  Petroff  sold  his  family 
ware  business  and  spent  $3  millio 
buy  a  controlling  interest  in  the  inte 
tual  property  of  Lawrence  Fullertc 
leading  UWB  engineer.  They  began 
signing  UWB  chips  for  larger  firm 
1998,  to  keep  the  company  afloat,  Pe 
took  out  a  $250,000  mortgage  or 
4,500-square  foot  home  on  a  hill  al 
Huntsville. 

Time  Domain  is  getting  by  on  i 
tary  contracts,  grossing  $7.5  millio 
2002,  up  from  $5  million  in  200 
recently  began  selling  its  first  1 
chipsets,  which  can  beam  data  at  up  t 
megabits  per  second.  But  it  bi 
through  $1.3  million  a  month, 
month  the  company  will  bring  in  f 


The  Pentagon  says  ultra  wide  band  coul 

lead  to  LOSS  OF  LIFE.  The  technology'! 

fans  say  this  claim  is  hogwash. 


higher  frequencies  give  the  signal  infor- 
mation-carrying capacity,  the  lower  ones 
some  ability  to  traverse  walls.  The  combi- 
nation of  the  low  power  and  the  tendency 
of  the  signals  to  die  out  over  short  dis- 
tances keeps  a  UWB  transmitter  from 
interfering  with  other  users  of  these 
frequency  bands. 

A  UWB  beacon  transmits  data,  video 
or  music  by  sending  out  short,  staccato 
pulses,  as  many  as  1  billion  a  second.  Re- 
flected pulses  give  the  transmitter  a 
sonar-like  ability  to  penetrate  deep  into 
materials  and  search  for  objects  in  the 
ground.  Since  UWB  needs  very  little 
power,  it  can  run  on  a  watch  battery. 

Soldiers  have  been  using  UWB  for 
decades,  lately  to  look  for  tanks  hiding 
under  foliage  and  track  enemies  lurking 
behind  walls.  But  now  companies  such  as 
Sony,  Siemens,  Intel  and  DaimlerChrysler 
are  interested  in  using  UWB  to  wirelessly 
stream  movies  ten  times  as  fast  as  cable 
modems,  look  for  cracks  inside  bridges 


capital  and  new  partners,  which  the  c 
pany  would  not  identify.  Also,  Petroff 
turn  over  the  company  to  a  new  c 
executive. 

The  other  tiny  firms  pioneering  I 
are  gasping  for  air.  Fantasma  Netwc 
backed  by  billionaire  Paul  AUen,  bui 
through  $12  million  in  venture  fun< 
and  folded  in  2001.  Xtreme  Spectr 
Pulse-LINK  and  MultiSpectral  Solut 
are  clinging  to  their  dwindling  c 
Petroff  has  spent  $100  million  ove 
years,  much  of  it  raised  from  Siem 
Sony  and  Marconi,  trying  to  bring 
technology  to  market.  "Often  I 
amazed  that  we  are  still  in  business, 
told  Congress  in  lune. 

The  FCC  might  relax  its  ruling  wi 
six  months  to  allow  for  higher-po 
UWB  radios.  If  it  doesn't,  more  inn( 
tors  will  go  under  and  giants  sue) 
Cisco,  Sony  and  Texas  Instruments 
likely  scoop  up  their  patents  in  ba 
ruptcy  court. 
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Apparently,  Jason  was 
quite  proud  of  his  decision. 


a  Direct  Reimbursement  (DR)  dental  plan,  you  deci(ie  how  much  your  company  contributes.  You 
B  how  much  your  employees  contribute.  And  since  there  are  no  monthly  premiums,  you  pay  only 
your  employees  actually  visit  the  dentist:  jt|  the  self-funded  dental  plan  for  smart  companies, 
all,  who  wouldn't  be  taken  with  such  a|i$tfordable  dental  plan?  Call  now  for  more  information, 
it  our  website  for  a  DR  cost  estimate.  1-^«fei#?J^»««xM37|w 


DIRECT 

REIMBURSEMENT  :: 


Technology  |  Digital  Tools 


by  Stephen  Manes 


Demand  a  Pixel  Recount! 


ALL  PIXELS  ARE  NOT  CREATED  EQUAL.  A  SCANNER 
typically  samples  red,  green  and  blue  values  for  every 
single  dot  as  it  creates  a  computer  file  of  the  image  on 
the  glass.  Each  pixel  on  a  computer  display  lights  up 
with  all  three  colors.  But  the  pixel  specifications  of 
digital  cameras  have  alw^ays  been  a  bit  of  a  cheat.  Delivering  an 
honest  count  is  the  mission  of  the  X3,  a  radical  new  sensor 
design  from  Foveon,  the  Santa  Clara,  Calif  company  founded 
by  computer-industry  pioneer  Carver  Mead. 

Each  point  in  today's  typical  camera  sensors  can  capture 
only  one  of  the  primary  colors  of  light.  After  you  snap  your 
shot,  software  in  the  camera  makes  educated  guesses  about  the 
missing  information  from  the  colors  in  adjacent  dots.  In  the 
process  of  creating  fuU-color  pixels  from  monochrome  infor- 
mation, errors  inevitably  arise. 

The  X3  changes  the  rules.  By  stacking  red,  green  and  blue 
photodetectors  atop  one  another,  the  Foveon  sensor  collects  all 
the  information  about  a  given  pixel,  instead  of  only  a  third  of  it. 
The  goal  is  images  with  improved  sharpness,  greater  color  detail 
and  fewer  annoying  digital 
ditches.  Sigma  SD9:  first  home 

rp,       r-    ^  of  new  sensor  design. 

The    first    consumer 

product  with  an  X3  inside 
is  the  Sigma  SD9,  an  $1,800 
digital  single-lens  reflex 
camera  that  boasts  3.4  mil- 
lion full-color  pixels.  I 
tested  it  against  Canon's 
$2,200  EOS  D60,  a  digital 
SLR  whose  traditional  sen- 
sor with  6.3  million  pixels 
actually  samples  less  than 
two-thirds  as  much  data. 

Testing  cameras  is 
tricky,  as  the  amazingly  de- 
tailed reviews  at  the  excel- 
lent imaging-resource.com 
and  dpreview.com  Web 

sites  will  convince  you.  From  their  tests  and  mine,  I  conclude 
that  the  X3  produces  significantly  better  images  than  a  sensor 
with  similar  pixel  counts  and  debatably  sharper  ones  than  those 
from  the  higher-count  Canon. 

But  the  Sigma's  images  are  not  necessarily  better,  in  part 
because  the  Canon  is  simply  a  more  capable  camera.  The 
Sigma's  autofocus  system  repeatedly  had  trouble  focusing  on 
low-contrast  subjects  like  water  and  grass, 
sometimes  giving  up  and  sending  the  lens  into 
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the  fuzziest  possible  positi 
the  Canon  handled  identi^ 
subjects  with  aplomb.  1 
Sigma  often  underexposed  i 
ages;  only  rarely  was 
Canon  off  the  mark  by  mu 
And  I  had  to  transfer 
Sigma's  images  to  my  PC  W 
a  separate  card  reader,  becai; 
the  camera's  FireWire  p^ 
never  worked  with  my  PC,  a 
the  USB  port  repeaten 
crashed  Sigma's  software. 

That  software  is  essential.  Unlike  most  digital  cameras, 
Sigma  can  store  only  so-called  RAW  files  that  compress  imi 
data  without  losing  information.  That  produces  big  files — 5 
8  megabytes  per  shot  at  the  best  setting.  To  transform  R 
images  into  files  like  TIFF  or  JPEG  that  standard  photo  p 
grams  can  work  with,  you  have  to  use  the  camera  maker's  a^ 

version  software.  Sigm 
program  is  workable  1 
awkward,  and  I  found  n 
self  using  it  all  too  ofter. 
correct  the  camera's  f 
quent  errors  in  exposi 
and  white  balance. 

The  Canon  can  sh( 
RAW  files  too;  I  used  it  t 
way  for  a  fair  comparis 
and  found  its  conversi 
software  clunkier  th 
Sigma's.  But,  like  most  d 
ital  cameras,  it  can  a 
compress  images  on  the 
to  save  storage  space  a 
simplify  handling,  albei 
the  expense  of  quality. 
Ultimately,  I  found 
Sigma  camera  annoying — but  its  sensor  intriguing.  At  equ 
alent  pixel  counts  the  X3  can  run  rings  around  the  competitii 
and  it  can  hold  its  own  against  higher-pixel-count  product^ 
may  eventually  save  manufacturers  money  by  eliminating ' 
built-in  software  that  computes  the  colors  that  standard  S( 
sors  miss.  Here's  hoping  it  turns  up  soon  in  packages  tl 
really  show  it  off. 


Forbes 


Stephen  Manes  (steve@cranky.com)  was  cohost  of  Digital  Duo  and  has  been  cover! 
technology  for  nearly  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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IV  IN  A  SERIES:  FOCUS  ON  DR.  GEORGE  VANDE  WOUDE 


^COK^QAALlOJti^ 


acting  World-Class  Talent  to  Michigan  institute 


len  legislation  was  signed  into  law  creating  the  Michigan 
Jfe  Sciences  Corridor  (MLSC)  in  1999,  there  was  not  a 
ig  location  than  the  Van  Andel  Research  Institute  (VARI)  in 
)ids.  At  the  time,  the  steel  and  glass  structure  was  under 
on.  But  since  opening  its  doors  early  in  2000,  it  has 
symbol  of  Michigan's  emergence  as  a  leader  in  the  life 
ndustry  and  a  major  repository  for  world-class  scientists 
octoral  investigators. 

if  with  the  University  of  Michigan,  Michigan  State 
'  and  Wayne  State  University,  these  four  research 
jrm  the  core  of  the  Life  Sciences  Corridor.  Combined 
3  than  400  life  sciences  businesses  across  the  state, 
:e  a  vibrant,  growing  industry  in  Michigan. 
3ars  ago,  Dr  George  Vande  Woude  was  enticed  to  leave 
^al  Cancer  Institute  with  the  tantalizing  possibility  of 
research  institute  from  scratch,  using  funds  from  a  life- 
timillionHJollar  endowment  provided  by  the  Van  Andel 
3  goal:  to  better  understand  and  ultimately  treat  cancer 
the  $60  million  facility  already  was  under  construction 
irrived,  Vande  Woude's  input  as  director  was  extensive. 


ft,  VAI  laboratories  feature  natural  light,  the  latest  equipment  and  versatile  lab  benches  custom-made  by 
Steelcase;  the  $60  million  steel  and  glass  VAI  building  was  designed  by  Rafael  Vinoly; 
Dr.  George  Vande  Woude,  director.  Van  Andel  Research  Institute. 

mergy  was  put  into  making  the  space  dynamic,  equip- 
h  the  most  advanced  instruments  and  equipment,"  he 

labs  are  as  functional  as  any  scientist  could  imagine. 
s  provide  plenty  of  natural  light  to  the  long,  open  bays, 
:er  interactions  at  even/  level, 
tion  IS  the  single,  most  important  ingredient  in  what 

all  work,"  says  Vande  Woude.  VARI's  accomplishments 
)ut.  Vande  Woude  and  his  team  have  established  core 


centers  in  proteomics,  antibody  production,  cytogenetics, 
genotyping  and  animal  modeling,  among  others.  Grants  from  the 
MLSC,  which  was  created  with  $1  billion  from  the  state's 
tobacco  settlement,  provide  a  significant  share  of  funds  needed 
to  carry  out  the  work. 

Vande  Woude's  focus  is  functional  genomics  but  with  a  strong 
commitment  to  translation.  The  process  is  complex,  taking  basic 
science  and  translating  it  into  better  diagnostics  and  cures.  Though 
doing  so  is  essentially  a  long-term  proposition,  VARI's  short-term 
successes  are  numerous,  including  attracting  top  talent  from 
around  the  world. 

Dr.  Bin  Teh  left  a  prominent  post  at  Sweden's  Karolinska  Institute, 
choosing  VARI  over  Harvard  to  become  head  of  the  laboraton/  of 
cancer  genetics.  "It's  an  honor  to  come  and  work  for  [Vande 
Woude],"  Teh  says.  "The  resources  and  support  that  George  prom- 
ised me  were  unmatched  elsewhere."  Teh's  work  has  broken  new 
ground  in  diagnosing  pediatric  and  adult  kidney  cancer. 

Dr.  Michael  Weinreich  left  a  position  at  Cold  Spring  Harbor 
Laboraton/  in  Cold  Spring  Harbor,  N.Y.,  two  and  a  half  years  ago  to 
accept  a  position  as  principal  investigator  in  VARI's  laboratory  of 

chromosome  replication.  Like 
Vande  Woude  and  Teh,  the  ability 
to  start  up  his  own  lab  from  scratch 
and  the  caliber  of  talent  at  VARI 
were  powerful  incentives. 

A    specialist    in    cell    division, 
Weinreich  is  one  of  the  VARI  scien- 
tists to  receive  competitive  grant 
money  through   the   MLSC.   The 
money,  totaling  $427,000  over  three 
years,  helps  Weinreich  and  his  team  study  replication  in  humans.  "I 
initially  read  about  the  MLSC  grants  when  I  was  still  in  Cold  Spring 
Harbor,"  says  Weinreich.  "I  thought  it  was  a  marvelous  thing  that 
the  state  of  Michigan  was  doing.  That  was  a  big  decision  in  my 
coming  out  here."  ■ 

For  more  information,  contact  the  Michigan  Economic  Development 
Corporation  at  800-946-6829  or  visit  www.michigan.org. 


Running  Dry 

ASHOK  GADGIL  wants  to  provide  clean  water  to  the  world's  poor.  Squabblir 
backers  have  held  up  his  plans. 


BY  EMILY  LAMBE 
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Entrepreneurs 


rO  THE  LONG  UST  OF  GRE^T  IDE^S  GONE  BAD,  ADD  THE 
L'X'  Waterworks — a  simple,  cheap  device  to  purify  filthy 
drinking  water  in  poor  countries.  Ashok  GadgU  started 
with  the  best  of  intentions.  A  senior  scientist  at  Lawrence 
Berkeley  National  Laboratory,  he  watched  in  horror  as  a 
lolera  epidemic  swept  through  his  native  India  a  decade  ago. 
fter  two  years  of  tinkering  he  created  a  16-pound  version  of  the 
traviolet  water  sterilizers  that  are  commercially  available  in  the 
.S.  for  home  wells  with  contamination  problems.  The  254- 
inometer  light  kills  the  hardy  waterborne  polio  virus,  rotavirus 
irhich  causes  vomiting,  diarrhea  and  dehydration),  the  bacterium 
at  causes  cholera,  the  virus  that  gives  rise  to  hepatitis  A,  and  cysts 
"crvptosfwridium  (a  nasty  parasite).  UV  Waterworks'  disinfection 
as  three  times  as  strong  as  that  required  by  the  World  Health 
rganization,  giving  a  dose  of  120  millijoules  per  square  cen- 
neter  to  water  4  centimeters  deep.  "I  wanted  to  give  back  to  give 
the  society  I  came  from  some  fruit  of  the  knowledge  I  learned 
the  U.S.,"  says  the  52-year-old  inventor. 
All  well  and  good — until  various  right-minded  parties  got  in- 
»K'ed.  Talked  out  of  putting  his  design  on  the  Web  for  all  to  down- 
ad,  Gadgil  got  a  patent,  which  attracted  a  company  called  Water- 
ealth,  founded  in  1995  by  Ehvyn  Ewald,  a  former  humanitarian 
Lef  worker  building  a  socially  conscious  company.  In  1996  Wa- 
rHealth  agreed  to  pay  an  undisclosed  royalty  on  sales  to  the  Uni- 
rsiry  of  California,  which  agreed  to  share  a  fraction  of  that  with 
adgil,  who  says  he  stands  to  make  around  $100,000. 

Ewald  teamed  up  with  John  Harrington,  president  of  Har- 
igton  Investments  and  founder  of  Working  Assets,  the  do-gooder 
nd  that  invested  in  "socially  responsible"  companies.  They  raised 
1.7  million  from  Johnson  &  Johnson  and  from  individual  in- 
stors,  borrowed  SI. 8  million  and  set  out  to  make  a  business  of 
Iter  purifiers.  In  1998  they  field-tested  the  black  box  and  priced 
at  SI, 000.  The  contraption  was  intended  to  treat  4  gallons  per 
inute,  enough  to  provide  drinking  water  for  2,000  people. 

But  Ewald  and  Harrington  were  already  at  odds.  Around  the 
ne  WaterHealth  started  testing,  Ewald  was  talking  to  biotech 
mt -Monsanto  about  selling  it  an  18%  interest  for  $3  million, 
arrington  was  appalled — and  armed:  He  and  other  investors 
id  a  redemption  clause,  which  allowed  them  to  pull  their  money 
It  of  WaterHealth.  The  Monsanto  sale  fell  through  and  Har- 
igton  resigned  from  the  board,  but  the  clause  remained. 

By  late  1998  WaterHealth,  which  had  put  its  business  on  hold 
iring  negotiations  with  Monsanto,  was  nearly  out  of  fiinds,  saved 
Jy  by  a  $400,000  convertible  loan  from  J&I  the  following  March, 
lat  October  J&I  invested  an  additional  $950,000.  Still  not  enough: 
'  September  2000  WaterHealth  was  almost  insolvent  again. 

Into  the  mess  stepped  Plebys  International,  a  Rancho  Santa 
argarita,  Calif,  investment  firm  dedicated  to  bringing  technology 
the  Third  World.  Run  by  Tralance  Addy  a  onetime  vice  presi- 
:nt  at  I&I,  Plebys  kicked  in  $250,000  for  a  convertible  note — stip- 
ating  that  Addy  become  president.  He  and  Ewald  revamped  the 
isiness  plan.  Instead  of  selling  individual  units,  they  would  offer 


a  low-power  system  that  relied  on  a  solar  cell  or  car  battery  in  re- 
mote areas  without  grid  electricity.  Price:  $10,000 — steep  until 
you  amortize  the  cost  over  30  years  (the  intended  lifetime  of  the 
system);  then  it  amounts  to  17  cents  per  person  per  year. 

Even  the  new  cash  infusions  couldn't  cover  WaterHealth's  var- 
ious debts.  Plebys  dangled  a  $2  million  carrot  but  insisted  the  re- 
demption clause  go.  Harrington,  still  a  prominent  investor,  refiased 
to  back  down.  When  the  company  filed  for  Chapter  1 1  in  June 
2002,  he  says  his  investors  lost  $3  million.  He  blames  the  bank- 
ruptcy on  Ewald's  "business  inexperience."  WaterHealth,  he  says, 
"didn't  have  the  management  capability  to  properly  market  itself, 
especially  in  the  developing  world."  After  six  years  of  R&D  Water- 
Health  had  burned  through  $6  million  but  had  sold  only  300  sys- 
tems. "We've  never  had  sufficient  capital,"  Ewald  says.  "We  should 
have  recognized  we  needed  more  money  up  front." 

WaterHealth  emerged  from  bankruptcy  on  Nov.  5,  thanks  to 
Plebys'  $2  million,  exchanged  for  70%  of  the  equity.  Creditors 
were  offered  100  cents  on  the  dollar;  some  elected  to  take  stock  in- 
stead of  cash.  Now  to  hot-wire  sales.  WaterHealth  has  systems  in 
Mexico  and  the  Philippines.  Addy  recently  traveled  with  U.S.  Sec- 
retary of  Commerce  Donald  Evans  to  Ghana  and  South  Africa  to 
promote  the  device.  He  would  also  like  to  expand  the  company's 
reach  to  Brazil  and  India  by  2004  and  to  China  soon  thereafter 

But  WaterHealth  may  be  headed  for  more  trouble,  since  the 
two  principals  have  very  different  views  on  where  to  take  the  com- 
pany. Ewald,  who  personally  lost  more  than  $600,000,  wants  to 
boost  revenues  by  selling  a  home-purification  device  to  U.S.  home- 
owners. Addy  disagrees.  "It  is  very  tempting  to  divert  your  atten- 
tion to  where  the  money  is,"  he  says.  "Once  you  go  down  that 
road,  it  is  very  difficult  to  take  yourself  out  of  it."  (The  two  insist 
they  are  on  the  same  page  today.) 

Neither  has  the  ftiU  support  of  water  experts.  Alvaro  Umana, 
a  director  at  the  U.N.  Development  Programme,  points  out  the  dif- 
ficulty of  getting  and  transporting  replacement  parts  for  UV  Water- 
works systems  in  developing  countries.  And  while  WaterHealth 
makes  sure  there  is  someone  in  place  locally  who  can  maintain  its 
systems,  Jody  Camp,  a  manager  at  the  nonprofit  Water  For  People, 
argues  that  such  skilled  labor  often  migrates  to  better  wages  else- 
where. A  final  drawback:  Even  purified  water  can  be  reinfected  if 
a  community's  sanitation  is  poor 

Where  does  this  leave  Gadgil?  He  tries  to  stay  out  of  the  fracas, 
heading  up  R&D  part  time.  Between  teaching  classes  at  the  Uni- 
versity of  California,  Berkeley  he  is  tending  to  other  projects — 
trying  to  protect  civilians  from  airborne  chemical  and  biological 
threats,  and  folks  in  the  developing  world  from  harmfiil  cooking 
smoke.  Commercialb^tion  hasn't  yet  reached  his  other  devices. 
Among  them:  a  space  heater  for  residents  of  the  Himalayas,  a  water 
heater  for  urban  Indians,  and  Airvest,  a  garment  he  says  could 
save  the  lives  of  painters  working  in  industrial  spray  booths  and 
trim  energy  bills  at  the  same  time.  But  his  experience  shows  that 
good  inventions — and  good  intentions — are  not  enough  to  make 
a  product  work.  F 
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THE  MILLENNIUM  WENT  OUT 
with  a  bang  for  Ariane  Daguin  and 
George  Faison.  They  would  have 
preferred  a  whimper.  Daguin  and  Faison 
own  D'Artagnan  Inc.,  a  Newark,  N.J. 
producer  and  purveyor  of  foie  gras,  duck 
breast  pastrami,  truffles  and  other  giz- 
zardly  delicacies.  In  1999  the  company 
was  taking  in  $30  million  a  year  in  rev- 
enue and  growing  at  a  25%  clip.  Decem- 
ber 1999  orders  for  Y2K  parties,  stoked 
by  a  soaring  stock  market,  helped  boost 
sales  to  double  the  monthly  norm. 
Daguin  and  Faison  were  getting  ready  to 
pop  some  vintage  Dom  Perignon. 

Hold  the  bubbly.  Just  before  Christ- 
mas 1999  an  official  from  the  U.S.  De- 
partment of  Agriculture  informed 
Daguin  that  there  was  a  problem.  As 
many  as  1 1  people  from  Maryland  to 
Connecticut  were  treated  for  Listeria  poi- 
soning, contracted  by  eating  D'Arta- 
gnan's  chicken  mousse.  Two  pregnant 
women  fell  ill  and  miscarried.  The 
agency  traced  the  outbreak  to  a  produc- 
tion plant  leased  from  Fiannelore 
Gourmet  Food  in  Huntington,  N.Y. 

"First  I  thought,  'That's  not  possi- 
ble,'" recalls  Daguin,  a  tall,  cheerful 
Frenchwoman  who  rolls  her  Rs  and  swal- 
lows her  Hs.  "Then  I  thought,  'Maybe 
I'm  a  murderer.'" 

A  bad  pass  for  a  culinary  scion  who 
learned  to  bone  a  duck  at  the  same  time 


they  went  into  business  together.  Daguin 
knew  foie  gras  (overfattened  duck  or 
goose  liver),  and  American  chefs  were 
just  starting  to  experiment  with  a  duck 
variation.  They  named  their  small  pate 
operation  after  a  famous  fictional  Gas- 
con— the  fourth  member  of  the  Three 
Musketeers. 

Their  business  noses  were  right  on 
target.  By  1999  D'Artagnan  supplied 
such  famous  restaurateurs  as  Daniel 
Boulud,  Danny  Meyer  and  Eric  Ripert  in 
New  York,  and  Thomas  Keller  and  Wolf- 
gang Puck  in  California.  They  carried 
300  food  products  and  had  70  employ- 
ees, 12  trucks  and  a  warehouse  in 
Newark,  N.J. 

On  Dec.  23  it  all  came  crashing 
down.  As  soon  as  they  learned  about  the 
problem,  Daguin  and  Faison  called  a  pri- 
vate lab.  They  recalled  $80,000  worth  of 
products  made  at  the  site  and  shut  down 
production  at  Hannelore.  Within  days 
technicians  dressed  like  cosmonauts  in 
blue  hazmat  suits  descended  on  the  fac- 
tory and  pored  over  every  crack  in  the 
wall.  The  kitchen  turned  out  to  be  clean. 
But  the  packaging  hall,  known  as  the 
"white  room"  because  it  has  to  stay 
germ-free,  was  teeming  with  Listeria 
monocytogenes.  A  touch  of  irony  here. 
Listeria,  which  can  cause  meningitis,  en- 
cephalitis and  spontaneous  abortion,  is 
a  hardy  bug.  It  resists  freezing,  drying 


D'Artagnan  was  a  fast-growing 
customers  got  deathly  ill. 

she  learned  to  read.  Her  father,  Andre, 
was  a  two-star  Michelin  chef  and  owner 
of  Hotel  de  France  in  Auch,  the  capital 
of  the  southwestern  Gascony  region 
renowned  for  foie  gras.  She  met  Faison 
in  1979  in  New  York,  where  she  was 
studying  political  science  at  Barnard;  he 
was  getting  his  M.B.A.  at  Columbia.  They 
hit  it  off:  Though  he  hailed  from  Texas, 
he  wore  his  thick  brown  hair  long  and 
sported  a  handlebar  moustache — in 
sum,  he  looked  like  a  French  farmer. 
They  didn't  marry,  but  five  years  later 
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Stores.  Orders  stopped  and  goods  cai 
back  by  the  ton.  Food  catalogs  cancel 
shipments  and  demanded  custon 
credit  and  FedEx  refunds  totali 
$700,000.  Faison  and  Daguin  didn't  hj 
a  policy  covering  a  recall.  They  lost 
million  in  2000. 

It  got  worse.  Going  over  test  resul 
Faison  realized  that  the  recall  would 
be  enough;  the  Huntington  plant  pac 
aged  over  25  product  lines.  Fais 
pulled  back  100,000  pounds  of  foe 
worth  $1  million.  He  knew  that  su 
would  soon  start  flying  and  tl 
D'Artagnan's  liability  insurance  v 
capped  at  $10  million.  A  large  class  < 
tion  would  kill  the  business. 

D'Artagnan's  cash  started  runni 
low.  Before  the  news  hit  the  papers  F 
son  ordered  his  chief  financial  officer 
call  their  banker,  Carl  Monaco,  at  t 
Hudson  United  Bank.  Monaco  was  up 
but  appreciative.  "Bankers  hate  si 
prises,"  he  says.  He  kept  D'Artagnai 
$2.5  million  credit  line.  But  Fais 
needed  every  nickel.  So  he  went  beggi 
to  his  suppliers,  asking  them  to  let  h 
stretch  out  payments.  That  put  an  ex 
$500,000  in  his  pocket. 

Daguin  worked  the  restaurants,  a  w 

of  keeping  the  fresh-meat  business  ali 

albeit  at  slightly  lower  than  the  usi 

18%  gross  margin.  Boulud  at  New  Yor 

Daniel  restaurant  bought  rabbits  for  1 

employees,  Eric  Ripert 

Le  Bernardin  put  squ; 

foie  gras  and  Australi 

lamb  on  his  fish  a 

seafood  menu.  "It  v\ 

provider  of  French  delicacies— until  some  kind  of  a  charity  thin; 

BYTOMASKELLNER    Daguin  says. 

By  early  2000  lawy( 


The  Long  Climb  Back 


and  heat  but  withers  in  the  presence  of 
other  germs.  In  the  clean  white  room  its 
numbers  just  exploded. 

After  Christmas  day  1999  the  media 
descended.  The  pair  talked  to  everyone. 
"We  weren't  hiding,"  says  Faison.  "We 
weren't  in  denial.  This  could  happen  to 
anyone."  Stories  ran  in  the  New  York 
Times  and  the  Los  Angeles  Times  and 
on  CNN. 

Then  came  calls  from  lawyers  and 
customers.  Competitors  took  over 
D'Artagnan's  shelf  space  at  gourmet 


were  lobbing  suits.  Faison  dealt  wi 
them  expeditiously.  He  used  the  fact 
his  drastic  product  recall,  which  had  i 
duced  the  potential  class  size,  to  prod  i 
surers  to  settle  quickly.  "They  were  wi 
ing  to  drag  things  into  perpetuity," 
sighs.  One  woman  who  lost  her  unbo 
child  settled  last  year  for  $1  million.  To 
payments:  $2  million  to  $3  million. 

This  is  now  a  totally  different  opei 
tion,  fanatical  about  food  safety.  Dagu 
45,  and  Faison,  46,  now  test  everythi 
for  bacteria.  New  vacuum  cooking  tec 
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ilaxed,  for  now:  George  Faison  and  Ariane  Daguin  had  to  overclean  up  their  act,  after  nearly  losing  their  gourmet  food  business  to  a  deadly  bug. 


jlogy  prevents  food  exposure  to  open 
Food  that  requires  excessive  handling, 
ich  as  rillettes  (shredded  duck),  have 
en  discontinued.  When  food  is 
ipped,  special  thermometers  are  placed 
the  boxes  to  monitor  the  temperature, 
le  thermometers  are  then  collected  for 
•mputer  analysis.  Out-of-range  num- 
rrs  halt  product  release  to  retailers. 
'Artagnan's  Newark  warehouse  has  a 
dundant  alarm  system  guarding  the 
mperature  at  33  degrees  Fahrenheit, 
for  2002  D'Artagnan  is  on  course  to 


match  its  1999  sales,  notwithstanding  the 
loss  of  a  large  client — Windows  on  the 
World,  which  was  destroyed  on  Sept.  11. 
D'Artagnan's  fleet  of  16  trucks  peddles 
goods  between  Boston  and  Washington, 
D.C.,  supplying  gourmet  chains  like 
Whole  Foods  and  Dean  &  DeLuca.  Chef 
Alain  Ducasse  at  New  York's  Essex 
House,  renowned  for  extraordinary  cui- 
sine and  his  $285  prix  fixe  menu,  buys 
from  D'Artagnan.  Many  old  chents,  like 
Williams-Sonoma,  also  came  back.  The 
company  has  boosted  its  peak-season 


work  force  to  120  and  recently  became 
the  nation's  largest  distributor  of  truf- 
fles. In  2001  Daguin  and  Faison  opened 
their  own  D'Artagnan  restaurant  in  mid- 
town  Manhattan,  serving  dishes  from 
Gascony.  Internet  sales  surpassed  $  1  mil- 
lion in  2002. 

There's  one  end  of  the  business  that 
isn't  overly  controlled.  Daguin  buys  her 
swine  from  a  rancher  in  Ohio  who  lets 
them  roam  and  feeds  them  apples  and 
acorns.  Says  she:  "Happy  pigs  taste  better 
than  penned  ones."  F 
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Product  Information 
AVLIMIL™  (AV-li-mil) 
Tablets  (Salvia  Rubus) 

AVLIMIL  (Salvia  Rubus)  tablets 
for  Female  Sexual  Dysfunction 

Read  this  information  carefully 
before  taking  AVLIMIL  This  infor- 
mation will  be  routinely  updated 
and  should  be  read  pnor  to  taking 
AVLIMIL  each  time  you  purchase 
a  new  supply  This  infonnation 
does  not  take  the  place  of  talking 
with  a  physician  or  counselor 
regarding  sexual  dysfunction  or 
the  use  of  any  therapies  or  sup- 
plements in  the  trea&nent  thereof. 
If  you  have  any  questions  regard- 
ing AVLIMIL.  or  if  you  are  not 
sure  about  something  related  to 
specific  symptoms,  or  sexual  dys- 
function, ask  your  healthcare 
provider.  This  information  does 
not  attempt  to  make  any  specific 
physical  or  emotional  diagnosis. 

What  is  AVLIMIL? 

AVLIMIL  IS  not  a  prescription 
drug.  It  is  a  non-synthetic,  once- 
daily,  non-hormonal  supplement 
containing  a  propnetary  blend  of 
ingredients  shown  to  have  a 
positive  impact  on  female  sexual 
response.  AVLIMIL  aids  In  the 
sexual  function  of  women  by 
enhancing  stimulation,  increasing 
local  blood  flow,  and  providing 
greater  muscular  relaxation.  This 
unique  combination  of  effects 
increases  sexual  desire  and 
responsiveness,  leading  to 
increased  drive  which  creates 
greater  sexual  enjoyment. 

Reported  effects  are  based  on  a 
rarxJomized.  double-Wind,  placebo- 
based,  parallel-group  clinical 
study  conducted  by  an  inde- 
pendent medical  research  center, 
with  women  aged  25-65.  of  any 
sexual  orientation,  wrtio  expressed 
an  interest  in  taking  the  product 
for  reasons  of  improving  their 
sexual  satisfaction.  For  addition- 
al information  regarding  AVLIMIL 
once-daily  tablets,  and/or  the 
clinical  double-blind  study,  please 
call  1-800-AVLIMIL. 

What  should  I  know  about 
FefTtale  Sexual  Dysfunction  (pso)? 

Female  Sexual  Dysfunction  is  not 
a  disease.  In  fact,  FSD  is  quite 
common,  affecting  50  million 
women  over  the  age  of  25,  and 
until  recently,  was  thought  to  be 
strictly  psychological.  FSD  is  not 
always  evident  and  may  appear 
at  various  times  in  a  woman's 
life.  FSD  may  be  approached 
via  four  areas: 

•  lack  of  or  diminishing  libodo 

•  difficulty  or  inability  to  become 
aroused/stimulated 

•  difficulty  or  inability  to  orgasm 

•  pain  associated  with 
intercourse  {such  as  vaginismus 
and  dypareunia.) 

Sexual  relations  are  less  pleas- 
urable and  unsatisfying  due  to 
any  or  all  of  these  various  con- 
ditions. Nearly  70%  of  women 
expenence  sexual  problems  at 
some  point  in  their  lives.  Some 
women  may  not  even  be  aware 
they  are  experiencing  sexual 
difficulties,  and  attnbute  their 
problems  to  relationship  issues, 
when  actually  they  are  physical 
and  highly  treatable. 

The  effects  of  FSD  may  be 
attributed  to  various  factors, 
including,  but  not  limited  to: 

•  stress 

•  depression 

•  hormonal  fluctuations 

•  medication/drug  therapy 

•  childbirth 

•  surge  ry/hysterectomy 

•  menopause/aging  process 

Female  Sexual  Dysfunction  is  a 
real  problem  lor  many  women, 
and  can  in  many  cases  be  aided 
by  the  use  of  AVLIMIL  In  the 
event  AVLIMIL  does  not  work 
effectively  in  the  restoration  of 
sexual  pleasure  and  fulfillment, 


you  may  need  to  see  a  physician 
or  therapist  to  help  determine 
the  basis  of  your  problem. 

What  causes  loss  of 
sexual  desire? 

The  first  thing  to  understand  about 
loss  of  female  sexual  desire  is  that 
desire  and  drive  are  not  neces- 
sanly  the  same  thing.  A  woman 
can  lose  her  desire  for  sex,  but  still 
be  capable  of  arousal  and  orgasm. 
Conversely,  another  women  might 
still  desire  sex,  but  once  involved 
in  the  sex  act,  find  orgasm  more 
difficult  than  she  did  at  other  times 
in  her  life  For  women,  pertiaps 
even  more  so  than  for  men.  sexua) 
enjoyment  is  a  complex  mixture 
of  physical  forces  and  hormonal 
fluctuations  enhanced  or  inhibited 
by  mood,  psychology,  and  emo- 
tional response. 

Loss  of  sexual  desire  may  have  a 
number  of  causes.  Many  women 
report  stress  as  a  big  factor  m 

their  disinterest  in  sex. 

How  can  AVLIMIL  help? 

AVLIMIL  IS  an  effective  formula  for 
improving  female  sexual  respor^se. 
During  arousal,  the  body  relaxes 
and  blood  flow  increases  to  the 
vaginal  area,  making  sexual 
stimulation  more  pronounced 
and  increasing  enjoyment  from 
sexual  activity.  AVLIf^fllL  contains 
safe,  all-natural  vasodilators  that 
work  to  improve  blood  flow  facil- 
itating more  satisfying  sexual 
response.  At  the  same  time, 
AVLIMIL  releases  natural  com- 
pounds that  help  relax  your  body 
and  create  a  better  overall  sexual 
experience 

What  should  every  woman 
know  about  AVLIMIL? 

AVLIMIL  IS  a  once-daily,  non- 
hormonal,  supplement,  it  does 
not  contain  estrogen,  proges- 
terone or  testosterone  or  any  of 
their  denvatives.  AVLIMIL  is 
intended  to  enhance  the  female 
sexual  response.  This  response 
IS  complex  and  can  be  severely 
altered  by  many  emotional  and 
physical  states.  Consequently, 
AVLIMIL  will  not  be  equally 
effective  for  every  woman.  The 
known  major  side  effects  of 
AVLIMIL  include  nausea,  head- 
ache and  abdominal  discomfort. 
Other  side  effects  may  occur.  If 
you  experience  side  effects  vwth 
AVLIMIL.  we  urge  you  to  discon- 
tinue use  and  consult  your 
physician, 

Who  should  not  take  AVUMIL? 

•  women  who  are  pregnant, 
may  become  pregnant  or 
are  nursing 

•  women  who  have  serious 
medical  problems  including, 
but  not  limited  to:  diabetes, 
cardiovascular  disease, 

hypertension,  nerve  disorders. 

Follow  these  instructions  for 
taking  AVLIMIL: 

•  Take  one  AVUMIL  tablet 
daily  with  a  full  glass  of  juice 
or  water. 

•  Do  not  take  AVLIMIL  with  hot 
liquids  such  as  coffee  or  tea. 

•  Do  not  take  AVLIMIL  with 
any  liquid  that  may  be  difficult 
to  swallow. 

•  Take  AVLIMIL  for  no  less 
than  30  days  to  see  desired 
effects. 

•  If  undestred  side  effects  are 
experienced,  discontinue  use 

•AVLIMIL  should  be  taken 
daily  for  as  long  as  its  effects 
are  desired. 

The  recommended  dosage  of 
AVLIMIL  IS  based  on  a  maximal 
benefit  with  minimal  side  effect 
profile  This  supplement  should 
be  taken  exactly  as  directed  to 
avoid  undesired  side  effects  or 
toxicity  It  IS  always  recommended 
that  you  speak  wrth  your  physician 
before  beginning  any  new  exer- 
cise program  or  diet  plan 

What  If  I  have  other  questions? 

If  you  have  additional  questions 
about  the  efficacy  of  AVLIMIL  or 
about  Female  Sexual  Dysfunction, 
ask  your  health  care  provider  or 
call  1-800-AVLIMIL  (toll-free)  or 
visit  our  web  site  at  avllmll.com 
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Imporiant  information  about  AVUMIL:  AVLIMIL  isgeneraljy  at//  tolerated:  however,  it  may  not  work  for  everyone. 
Side  effects  are  rare  and  mild  but  could  include  headaches,  nausea,  and  dry  throat.  AM-IMIL  should  not  be  taken  by  worn 
who  are  pregnant,  nursing,  or  may  become  pregnant.  For  more  information  about  AVLIMIL,  please  see  the  facing  page. 

C  2O02.  Wimrr  Hollh  Cur.  Inc.  .All  n^u  mcnnl.  AVUMIL"  ii  a  mdenurV  of  \\^iT>rr  Hcallh  Care.  Inc.  VIAGRA'  i>  •  ngulcrcd 
tradnnArk  of  Pfuer.  Inc.  Warner  Health  Cair.  Inc.  u  a  wholly  owned  subcicliary  of  Wagner  PhajmaceuucsU.  Inc.    A^0IO3 
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AVLIMIL  —  the  once-daily  tablet  for  Female  Sexual  Dysfunction  (FSD) 


»9,  the  Journal  of  the  American  Medical  Association  QAMA)  published  the  result 
tional  broad- range  study  of  sexual  behavior  in  adults.  It  concluded  that  31  %  of  men 
1  astoundir]g  4.^%  of  women  have  experienced  sexual  dysfunction. 

'■  Sexual  Dysfunction  (FSD)  can  range  from  a  slight  decrease  in  interest  to  a  severe 
desire  and  inability  to  become  aroused.  Now  there's  AVLIMIL,  the  once-daily, 
ormonal  tablet  that  can  help  women  attain  an  enhanced  libido,  a  more  pleasurable 
i,  along  with  a  more  frequent  and  more  satisfying  climax. 

UMIL  and  start  to  enjoy  a  fuller,  more  satisf>ing  sex  life.  Call  I-80O-AVLIMIL, 
www.avlimil.com  and  find  out  howjou  can  get  started  today. 


■-^ 


Calll-800-AVLIMIL 

for  more  mformation  on 
how  to  get  started  today. 
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Bad  Policy 

Scammers  selling  fake  insurance  are  targeting  small-business  owners  and  the  self-employed" 


BY  CARRIE 

LIKE  MOST  SELF-EMPLOYED  FOLKS,  NANCY  HUMPHREYS 
needed  health  insurance  but  was  leery  of  the  stiff  pre- 
miums and  large  deductibles  involved.  So  the  San  Fran- 
cisco-area freelance  writer  joined  the  7,000-member 
National  Writers  Union  and  paid  $1,200  for  four 
months,  because  it  was  less  than  she  could  get  on  her  own. 

Then  Humphreys,  56,  ran  up  $1 10,000  in  bills  for  an  appen- 
dectomy and  resulting  complications,  only  to  find  that  her 
insurance  was  no  good.  Turns  out  that  in  spring  2001  the  writ- 
ers association  had  contracted  with  something  called  Employers 
Mutual  for  coverage  in  California.  There  is  a  legit  company 
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based  in  Iowa  called  Employers  Mutual  Casualty,  but  it  h 
nothing  to  do  with  Humphreys'  policy.  Regulators  shut  do^ 
tlie  bogus  insurer  in  late  2001. 

Charlatan  insurance  is  spreading  faster  than  you  can  5 
"claim  denied."  That's  true  for  health  as  well  as  for  medical  m 
practice  and  workers'  compensation  coverage.  Two  years  ago  1 
Texas  Department  of  Insurance  had  3  open  investigations 
scamsters.  Today  it's  looking  at  250.  Why  now?  The  recessi 
has  prompted  a  corporate  downsizing  mania  that  has  enlarg 
the  ranks  of  the  jobless — er,  self-employed.  Many  people  try 
get  affordable  policies  through  associations  like  the  Writ< 


lion.^Meanwhile,  small  employers  are  scrambling  for  cheaper 
surance  too,  fleeing  established  carriers,  which  have  jacked  up 
emiums. 

The  real  insurers  are  charging  more  because  the  bear  market  is 
irting  their  investment  incomes  at  the  same  time  health  care  costs 
t  resuming  their  upward  streak  and  tort  litigation  is  veering  out 
control.  Health  premiimis  climbed  13%  for  small  businesses  in 
02.  Workers'  comp  costs  are  up  21%,  and  medical  malpractice,  an 
igodly  65%.  Not  that  the  insurers  are  making  money  on  medical 
ilpractice  coverage  even  with  stiff  premiums;  one  of  the  largest 
[mpanies,  St.  Paul  Cos.,  stopped  selling  the  product  in  late  2001. 

Regulators  are  only  now  waking  up  to  the  sham  insurance 
reat.  Many  states  don't  have  any  criminal  penalties  on  the 
•oks.  Until  October  selling  fake  insurance  was  only  a  misde- 
eanor  in  Florida;  state  lawmakers,  outraged  at  recent  horror 
')ries,  made  it  a  felony.  Remaining  to  be  seen  is  how  robust  the 
forcement  will  be.  The  authorities  have  preferred  to  shutter 
un  operations  rather  than  prosecute. 

That  means  the  slick  operators  simply  invent  another 
leme.  Since  stopping  them  involves  complex  financial  investi- 
liions  that  take  lots  of  resources,  they  are  very  difficult  to  pros- 
Jte.  If  a  con  artist  is  caught,  there  is  usually  a  civil  case  but  no 
I  time.  The  most  that  will  happen  is  the  scammers  will  be 
dered  to  pay  restitution,  although  even  that  rarely  occurs.  Typ- 
[lly  they  just  promise  it  won't  happen  again. 

In  2001,  for  example,  Maryland  insurance  regulators  closed 

illegal  health  insurer  (and  repeat  culprit)  named  SAI  Med. 
ter  being  ordered  to  stop  illegal  activities,  the  scammers 

rely  moved  to  a  different  office  in  the  same  building,  changed 
:  firm's  name,  phone  number  and  letterhead,  and  used  the 
■ne  marketing  materials.  "These  people  are  very  creative,"  says 
ila  Kofman,  an  assistant  research  professor  at  Georgetown 
liversity's  Institute  for  Health  Care  Research  &  Policy,  of 
;urance  scammers.  "Nothing  in  their  marketing  materials 

uld  lead  you  to  believe  they  are  not  legitimate." 

Workers'  comp  finaglers  often  don't  even  bother  setting  up  a 
ony  insurer.  Dishonest  brokers  or  employee-leasing  compa- 
s  (which  handle  workers'  pay  and  benefits)  doctor  an  authen- 

insurance  certificate  from  a  real  insurer  that  was  issued  to 
other  policyholder  and  then  present  it  to  a  hapless  employer. 
e  paper,  of  course,  is  worthless. 

Regulators  usually  don't  hear  about  a  problem  unless  some- 
e  complains.  That  gives  health  scams  a  pretty  short  life  span; 


people  are  constantly  filing  medical  claims.  Malpractice  and 
workers'  comp  claims  are  far  less  frequent.  Aside  ft^om  Employ- 
ers Mutual,  authorities  recently  have  shuttered  purveyors  of 
what  they  claim  is  counterfeit  insurance  with  names  like  Amer- 
ican Benefit  Plans,  TRG  and  Vanguard  Asset  Group  (no  relation 
to  the  mutual  fund  company). 

The  brains  supposedly  behind  Employers  Mutual  is  a  Car- 
son City,  Nev.  man  named  lames  Graf,  who  is  already  under 
investigation  in  California  for  other  earlier  unlicensed  activities. 
During  its  ten  months  in  operation  before  regulators  closed  it, 
Employers  Mutual  coUected  $14  milHon  in  premiums.  Federal 
court  documents  in  Nevada,  one  state  where  officials  moved 
against  the  company,  say  Graf  and  others  siphoned  $2.5  million 
into  personal  accounts. 

Shouldn't  state  watchdogs  have  been  able  to  spot  that  some- 
thing at  Employers  Mutual  was  awry?  Such  scrutiny  is  not  very 
easy  if  there  are  no  alarms.  Sometimes  the  scammers  pay  some 
claims  to  luU  customers  into  a  false  sense  of  security. 

Graf  says  that  Employers  Mutual  is  on  the  up-and-up — and 
unfairly  targeted  by  officials.  Graf,  who  calls  himself  merely  "a 
consultant"  to  the  company,  says  it's  the  subject  of  a  "witch 
hunt"  and  that  unnamed  brokers  were  the  ones  skimming  off 
premium  income,  not  he  or  Employers  Mutual. 

Employers  Mutual  wormed  its  way  into  covering  the  Writers 
Union  after  Aetna  declined  to  renew  the  association's  contract 
when  it  expired  in  several  regions,  including  California.  Employ- 
ers Mutual  didn't  stop  at  signing  up  bona  fide  organizations  like 
the  Writers  Union.  It  also  created  dozens  of  affiliates  designed  to 
attract  victims  ft^om  all  walks  of  life  who  were  looking  for  health 
insurance — ft-om  the  American  Coalition  of  Consumers  to  the 
National  Alliance  of  Hospitality  &  Innkeepers  to  the  National 
Association  of  Transportation  Workers.  This  move,  regulators 
say,  allowed  the  company  to  sell  fake  policies  and  also  collect 
annual  membership  dues. 

By  law,  those  who  underwrite  or  sell  insurance  must  be 
licensed  in  any  state  in  which  they  do  business.  But  too  few  cus- 
tomers bother  to  find  out  whether  their  insurance  carrier  is 
licensed.  This  was  the  case  with  a  medical  malpractice  shop 
called  Embassy  Bonding  &  Surety,  which  peddled  policies  to 
doctors  in  Florida.  Embassy,  saying  it  was  affiliated  with  a  New 
Zealand  insurer,  contended  it  was  "internationally  authorized" 
and  thus  didn't  need  a  state  license.  Florida  regulators  got  wise 
to  this  scheme  and  in  August  ordered  it  to  cease  operations.    F 


i>  Five  Things  to  Remember  for  Insurance  Customers 

If  you  are  buying  health,  workers'  comp  or  medical  malpractice  coverage,  be  diligent. 


Make  sure  the 
insurer  and 
the  broker  are 
licensed  by 
your  state's 
insurance 
department. 


Check  for  any 
complaints 
with  regulators 
In  your  state  or 
others.  (For 
contacts,  visit 
www.naic.org.) 


After  buying, 
call  the  insurer 
to  ensure  you 
are  enrolled. 
Some  brokers 
just  pocket 
your  premiums. 


Be  wary  if  the  Be  suspicious 

premium  is  of  inordinate 

dramatically  delays  in  paying 

lower  than  the  entirely  legitimate 

rates  others  claims. 
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1 


THE  FUNDS 


This 
Old 
Metric 


Return  on  equity  has  fallen 
out  of  favor  on  Wall  Street. 
That  leaves  the  Jensen  Fund 
with  less  competition  for  the 
classic  blue  chips  it  likes. 

BY  CHRISTOPHER  HELMAN 

IT'S  BEEN  TOUGH  TO  MAKE  ANY 
money  in  stocks  over  the  past  three 
years — and  next  to  impossible  if  you 
didn't  invest  in  low-priced  value 
stocks.  So  the  accomplishment  of 
the  $1  billion  Jensen  Portfolio  fund 
is  freakish:  It  has  returned  5%  a  year  over 
the  36  months  to  November,  against  an 
11%  annualized  decline  in  the  S&P  500. 
Stranger  still  is  how  Jensen  pulled  off  this 
feat:  buying  companies  with  high  returns 
on  equity  (ROE);  that  is,  net  income  di- 
vided by  average  shareholders'  equity. 

A  few  decades  ago  ROE  was  a  popular 
tool  in  stock  selection.  High-ROE  compa- 
nies tend  to  have  terrific  brand  names 
(like  Coca-Cola)  or  patents  (like  Merck) 
or  unique  business  fi"anchises  (like  Dow 
Jones).  These  used  to  be  the  glamour 
stocks  that  everyone  wanted  to  own. 

In  recent  years,  however,  the  ROE 
measure  has  fallen  into  disfavor  because 
of  the  quirky  distortions  it  is  prey  to.  The 
quotient,  after  all,  gets  a  boost  whenever 
the  denominator  goes  down.  If  a  com- 
pany takes  a  big  writedown,  its  equity 
shrinks  and  its  ROE  pops  up  without  any 
improvement  in  the  company's  opera- 
tions. Share  buybacks  also  give  an  artifi- 
cial boost  to  ROE.  That's  because  they 
(usually)  depress  shareholders'  equity 
proportionately  far  more  than  they 


Robert  Zagunis  and  Robert 
stern  judges  of  perfon 

_^ : -—Mi 


depress  earnings.  The  blizzard  of  buy- 
backs and  writedowns  in  the  1990s  has 
left  a  presumption  on  Wall  Street  that 
ROE  is  a  worthless  indicator. 

This  may  have  played  into  Jensen's 
hands.  The  classic  ROE  stars  have  been 
overlooked  as  growth  funds  went  else- 
where (e.g.,  to  Silicon  Valley)  for  excite- 
ment. Jensen  has  accumulated  some 
classy  stocks  cheaply — like  Automatic 


Data  Processing  and  Johnson  &  Johm 
In  picking  stocks,  Jensen  manaj 
Robert  Millen,  55,  and  Robert  Zagunis. 
start  with  a  rigid  and  simple  rule:  T 
look  only  at  companies  that  have  posti 
1 5%  or  better  ROE  in  each  of  the  past 
years.  (For  the  earnings  numbers  uset 
the  numerator,  they  decide  whether  or 
to  count  nonrecurring  items  on  a  case- 
case  basis.)  That  leaves  out  erratic  { 


ROE  Jubilee 

Jensen  likes  companies  with  a  consistently  high  ROE— ten  ye 
better.  They  also  must  be  industry  leaders  and  good  credits,  h 

PRICE 

ars  at  15%  or 
^ere  are  some 

P/E 

Company 

recent        52-week  high 

ROE 

Automatic  Data  Processing 

$42.16               $60.37 

24 

23% 

Colgate-Palmolive 

53.48                 58.86 

26 

100* 

Johnson  &  Johnson 

55.27                 65.89 

27 

27 

State  Street 

42.43                 58.36 

20 

18 

Stryker 

64.47                  67.47 

42 

27 

Prices  as  of  Dec.  6.  2002  Source:  Multex  via 

FactSet  Research  Systems. 

152      FORBES-   Janu.ii  V  (\  2003 


ners  like  Intel  that  have  a  good  long- 
1  average  for  ROE  but  have  had  some 
years.  By  comparison,  the  average  ROE 
5&P  500  companies  is  17%;  the  average 
le  Jensen  fund  is  24%.  Only  1 10  com- 
ies  out  of  a  universe  of  5,000  pass 
(Ugh  this  first  screen. 
Next  the  Jensen  managers  apply  a 
re  conventional  valuation  measure: 
ounted  cash  flow.  In  this  exercise  they 
ce  an  internal  projection  of  a  com- 
y's  free  cash  flow  over  a  ten -year 
od.  Each  year's  number  is  discounted 
c  to  the  present  at  a  discount  rate  that 
)unts  for  the  growth  of  the  ten-year 
isury,  inflation  and  equity  risk,  which 
ds  right  now  at  8.4%.  The  discounted 
lings  stream  is  added  to  a  pessimistic 
lation  of  the  company  at  the  end  of 
years,  which  assumes  just  5%  subse- 
nt  cash  flow  growth.  They  want  com- 
ics trading  at  no  more  than  60%  of 
hypothetical  intrinsic  value.  Even 
1  a  finalist  has  to  be  a  leader  in  its 
istry  and  boast  a  stellar  credit  rating. 
Millen  and  Zagunis  used  to  own  Intel 
started  unloading  the  chipmaker  in 
0  when  its  price  crept  up  to  $71, 
:h  was  120%  of  the  company's  intrin- 
'alue.  Since  then  they  have  eliminated 
position,  as  Intel's  ROE  has  collapsed 
n  29.6%  at  the  end  of  1999  to  7%. 
What  about  the  oft-heard  objection 
:  buybacks  and  writedowns  inflate 
ROE  number?  Buybacks,  the  man- 
's counter,  are  not  such  a  bad  thing; 
^are  a  strong  vote  of  confidence  in  a 
:k  by  insiders.  As  for  nonrecurring 
rges,  the  managers  trust  their  own 
jment  as  to  which  are  truly  nonre- 
ring  and  which  represent  funda- 
ital  weaknesses. 

For  many  years  the  no-load  fund, 
ch  started  alongside  a  managed  ac- 
nt  business  run  by  Val  Jensen  at  his 
tland.  Ore.  brokerage  firm,  was  avail- 
only  in  the  Pacific  Northwest.  ( Jensen 
ains  a  partner  in  the  fund's  advisory 
ipany.)  Now  you  can  get  it  in  all  50 
»,  and  it's  very  affordable:  Annual  ex- 
ses  are  just  88  cents  per  $100  of  assets, 
combination  of  low  costs  and  terrific 
irns  puts  Jensen  on  the  Forbes  Best 
list  (see  forbes.com/bestbuys).  F 


STOCK  FOCUS 

Almost  Platinum 

Intriguing  prospect  for  investors  who  believe  in  fallen 
angels:  Buy  these  five  ex-darlings  that  trade  below  $5. 

BY  JODY  YEN 

THE  DOT-COM  COLLAPSE  COST  SUN  MICROSYSTEMS  A  LOT  OF  POTENTIAL 
business,  and  now  Sun's  proprietary  servers  and  software  are  being  chal- 
lenged by  cheaper  Windows  boxes  powered  by  Intel  chips.  Sun  lost  $559  mil- 
lion over  the  past  four  quarters. 

Thanks  to  its  five-year  average  return  on  capital  of  15%  and  annual 
sales  growth  of  12.2%,  Sun  still  had  a  chance  at  making  this  year's  Platinum 
list.  What  finally  knocked  it  out  of  contention:  a  $4.29  share  price.  Our  mini- 
mum is  $5. 

No  doubt  Sun  has  massive  problems,  but  with  $12  billion  in  revenue,  it  isn't 
going  to  vaporize.  "Our  CIO  survey  suggests  there  is  pent-up  demand  for  areas 
where  Sun  is  well  positioned,"  says  UBS  Warburg  analyst  Donald  Young,  who 
concedes  that  Sun  needs  to  shift  more  of  its  revenue  from  hardware  to  software 
and  services — something  that  will  take  time.  Sun,  which  sells  for  1  times  annual 
revenue  (it  sold  as  high  as  14  times  revenue  in  the  giddy  days  of  2000),  is  a  rea- 
sonable bet  for  those  investors  who  have  the  time  to  wait  for  a  turnaround. 

Last  year  electric  utility  Calpine  qualified  for  the  Platinum  400,  and  probably 
would  have  returned  to  the  list  were  it  not  for  the  company's  $4.43  stock  price. 
Like  a  number  of  electric  utilities  Calpine  was  burned  by  its  venture  into  energy 
trading.  In  the  third  quarter,  profit  at  Calpine  fell  nearly  50%  to  $161  million.  A 
29%  drop  in  average  electricity  prices  was  the  main  reason. 

To  help  strengthen  its  balance  sheet  Calpine  has  been  selling  off  assets  and 
pulling  back  on  capital  expenditures.  In  October,  for  example,  Calpine  unloaded 
its  British  Columbia  oil  and  gas  properties  on  Pengrowth,  a  Canadian  firm,  for 
$244  million.  Analysts  reporting  to  Thomson  Financial/IBES  expect  Calpine  to  end 
2002  with  earnings  of  75  cents  per  share,  which  would  be  a  62%  drop  from  2001. 
The  experts  are  saying  they  expect  only  72  cents  a  share  for  2003. 

Wall  Street  has  had  good  reason  to  punish  the  shares  of  Calpine,  Sun  and  the 
three  other  companies  listed  below.  But  one  or  two  winners  in  the  group  could  turn 
a  portfolio  of  all  five  of  these  stocks  into  a  profitable  long-term  investment.  F 

Rargains  or  Basket  Cases? 


—^^ — ^^~ — 

Share  prices  below  $5  knocked  these  big  corporations  out  of  contention  for 
this  year's  Platinum  400  list  of  the  Best  Big  Companies  in  America.  As  a  group, 
these  five  depressed  stocks  offer  significant  upside  potential. 

5-YEAR                                  2003 

Company                             Price 

sales              EPS 
high            growth^          growtii^ 

estimated 
EPS 

Calpine                           $4.43 

$58.04           102%             69% 

$0.72 

CellStar                            4.69 

94.06             20              NM 

NA 

Metris  Companies             4.33 

42.94             68               48 

0.12 

Quanta  Services                3.68 

63.13            NM                36 

0.36 

Sun  Microsystems             4.29 

64.66             12              NM 

-0.03 

Prices  as  of  Nov.  29,  2002.  'Annualized.  NA:  Not  a 
and  Thomson  Financial/IBES  via  FactSet  Researc 

vailable.  NM:  Not  meaningful.  Sources:  FT  Interac 
h  Systems. 

live  Data,  Multex 
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Portfolio  Strategy  By  Kenneth  L.  Fisher 

Three's  the  Charm 


READERS  REACTED  WITH  HOSTILITY  TO  MY  OCT.  14 
column,  which  cited,  among  ten  reasons  for  stock 
market  bullishness,  the  fact  that  third  years  of  Pres- 
idents' terms  are  overwhelmingly  benign.  They  told 
me  this  was  silly,  superficial  and  quirky,  like  the  Super 
Bowl  indicator.  It  was  cute  correlation  without  basic  causality. 

I  disagree.  It's  basic  and  causal.  As  we  enter  this  President's 
third  year,  you  should  contemplate  that  causality.  Those  blind  to 
its  power  are  blind. 

First,  note  the  history.  Using  full  terms  (for  example,  1973- 
76  was  the  Nixon/Ford  term),  since  the  S&P  500's  1926  incep- 
tion, there  were  more  negative 
than  positive  first  years  (by 
lO-to-9) — and  almost  as 
many  negative  second  years, 
(8-to-12).  But  the  entire  back 
half  of  all  Presidents'  terms 
suffered  only  five  negative 
years:  1931  and  1932,  leading 
to  the  Great  Depression  bot- 
tom; 1939  and  1940,  leading 
to  World  War  II;  and  2000,  as 
tech's  bubble  first  burst.  All 
huge,  weird  sequences  of 
events.  Put  another  way,  in 
modern  history  almost  all 
negative  years  were  in  the  first 
half  of  Presidents'  terms.  The 
exceptions  involved  massive 
negative  events.  The  third  year 

is  best.  The  last  negative  third  year  was  way  back  in  1939 — 
down  merely  0.4%.  The  third-year  median  return  is  not  only 
positive  but  a  big  number:  22%. 

Why?  First,  as  you  might  instinctively  know  (but  as  econo- 
mists established  only  two  decades  ago),  normal  people  hate 
losses  more  than  they  like  gains,  more  than  twice  as  much.  Sec- 
ond, a  President  expects  that  his  party  will  lose  congressional 
seats  in  the  midterm  election.  (President  Bush's  accomplish- 
ment in  bucking  this  rule  was  truly  exceptional.)  So,  he  knows 
that  whatever  would  be  his  toughest  legislation  must  pass  either 
in  his  first  two  years  in  office  or  never.  This  is  a  basic  fact  about 
our  political  cycle. 

As  a  result  almost  all  big  schemes  to  redistribute  wealth  or 
property  rights  happen  in  the  first  half  of  Presidents'  terms. 
Take  from  the  rich,  give  to  the  poor.  Or  transfer  from  the  poor 
to  the  rich.  Or  from  these  rich  to  those  rich. 

Whatever  the  direction  of  the  flow  of  wealth,  it  is  an  iron 
rule  that  the  losers  hate  the  transfer  twice  as  much  as  the 
winners  like  it.  Note  that  wealth  here  is  not  limited  to  cash; 


Having  bucked 

the  trend  and 

added  midterm 

power,  will 

President  Bush 

now  legislate 

heavily,  voiding 

the  third-year 

magic?  Unlikely. 


property  rights  are  jus 
important.  We  take  prof 
rights  for  granted,  but  wit 
them  capitalism  never  th 
long.  When  government  th 
ens  property  rights  materia 
scares  the  foundation  of 
markets,  hence  stock  mar 
Examples?  To  name  a  fev 
1930,  a  presidential  second 
we  got  the  Smoot-Hawley  t 
in  1933,  a  first  year,  we  goi 
Glass-Steagall  divorce  of  commercial  from  investment  ban 
in  1969,  a  first  year,  came  legislation  that  created  the  Envj 
mental  Protection  Agency;  in  second  year  1994,  the  Clin 
attempted  to  nationalize  health  care. 

Having  bucked  the  trend  and  added  midterm  power, 
President  Bush  now  legislate  heavily,  voiding  the  third- 
magic?  Unlikely.  He  can  buUd  political  capital  or  spend  it. 
islating  means  spending  it,  hurting  his  2004  goals.  I'd  b(i 
keeps  building  capital.  Remember,  he  needs  marginal ; 
voters.  If  he  pushes  legislation,  those  he  takes  from  will  hi 
more  than  those  he  gives  to  will  love  it.  The  losers  will  be  e 
gized  for  2004  revenge;  the  winners,  placated,  will  lose  their 
to  vote  or  help  Bush's  campaign. 

By  proving  that  he  and  Karl  Rove  can  strategize  better 
anyone  expected  (amazed  me!).  Bush  will  want  to  do  it  aj 
building  fixrther  election  success.  He  will  blame  the  lack  of 
sage  of  consequential  legislation  on  thin  congressional  ma 
ties,  while  gunning  for  additional  congressional  power  in  2 
when  he  has  little  to  lose.  That  is  when  heavy  legislation  is  li 
and  2006.  Hence  the  third-year  magic  likely  endures — 2003 
be  good,  indeed.  Particularly  after  three  negative  years. 

Four  stocks  to  help  with  2003:  PPG  Industries  (48,  PPG),  w 
makes  plate  glass,  inorganic  chemicals  and  industrial  coati 
and  uses  low-cost  production  and  high  market  share  as  stral 
weapons  against  competition,  is  cheap  at  one  times  reveni 
has  a  3.4%  dividend  yield.  Halliburton  (20,  HAL)  is  a  global  le 
in  energy-drilling  equipment.  It  sells  for  70%  of  revenue,  w 
2.6%  dividend  yield.  Unexpected  inflation  would  be  surprisi 
kind  to  both  stocks.  Once  upon  a  time  a  glamour  stock,  n 
recendy  a  dog,  is  Eastman  Kodak  (37,  ek).  This  dog  will  hav 
day.  Still  the  powerhouse  in  its  field,  Kodak  sells  at  an  amazi 
cheap  80%  of  revenue  with  a  4.7%  dividend  yield.  Finally,  ¥n 
telecom-equipment  maker  Alcatel  (5,  ala)  fully  held  its  ow 
business  terms  as  its  stock  plunged  94%.  At  30%  of  revenue, ' 
a  2.6%  dividend  yield,  it  is  worth  owning. 


i  Forbes 


Kenneth  L.  Fisher  is  a  Woodside.Calif.-based  money  manager. 
Visit  his  home  page  at  www.forbes.com/fisher. 
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Greed  is  not  good.  The  fallout  from 

scandals  plaguing  corporate  America 

continues  to  spread  to  investors,  to 

consumers,  and  to  the  economy.  The 

implications  are  immense:  if  all  leaders 

put  the  good  of  their  companies  ahead 

of  their  own  interests,  would  the  world  be  a  better  place?  Doing  the  right  thing  is  good 

for  business.  If  more  women  were  in  top  spots,  what  would  be  the  difference?  Would 

there  be  as  many  Enrons,  WorldComs,  Global  Crossings,  Tycos  and  Adelphias?  Maybe 

not.  Will  the  backlash  against  corporate  malfeasance  create  a  culture  of  honesty?  Can 

women  executives  benefit  from  and  lead  this  change?  We  certainly  hope  so.  The  2003 

Forbes  Executive  Women's  Forum  comes  at  a  critical  time  for  business,  when  leadership 

is  at  a  crossroads  and  the  future  of  capitalism  could  be  at  stake. 
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Stock  Trends  By  LaszlaBirinyi  Jr. 

Understanding  the  Rally 


THE  STOCK  MARKET  IS  UP  15%  SINCE  EARLY  OCTOBER, 
despite  a  recent  pullback.  The  Federal  Reserve  has 
again  cut  interest  rates,  this  time  by  a  half-point.  Busi- 
ness-friendly Republicans  rule  in  Washington  and  talk 
of  more  tax  cuts.  And  if  war  comes  in  Iraq,  everyone  is 
sure  it  will  be  won  quickly. 

So  what's  not  to  like?  I  believe  the  stock  market  has  seen  its 
lows  and  my  investment  outlook  is  positive,  but  not  exuberant. 
For  those  who  require  it,  my  best  guess — and  it  is  quite  frankly 
just  that — is  that  the  market  will  make  little  progress  in  2003. 
WhOe  this  is  not  exciting,  it  is  good  when  compared  with  the 
losses  of  the  last  three  years; 
right  now  the  S&P  500  is  down 
23%  for  2002. 

But  let's  be  clear  about 
one  thing:  Late- 1990s  sky- 
rockets won't  be  bursting  over 
Wall  Street.  For  each  of  the 
years  from  1995  through  1999 
total  return  for  the  S&P  soared 
20%  or  better.  Such  an  extra- 
ordinary occurrence  would  be 
hard  to  repeat. 

An  incredible  number  of 
things  went  right  in  the  1990s: 
Peace  in  the  world,  or  some- 
thing close  to  it,  which  kept 
the  defense  budget  and  thus 
tax  rates  in  check  and  allowed 
political  and  corporate  leaders 

to  focus  on  domestic  issues.  The  dollar  rose  for  most  of  the 
decade  while  interest  rates  fell;  it  is  easy  to  forget  that  short- 
term  money  cost  8%  in  mid- 1990.  In  addition,  the  capital 
spending  of  the  1 980s  finally  took  hold  and  boosted  productiv- 
ity in  the  1990s,  while  fears  of  a  Y2K  computer  meltdown  led  to 
accelerated  expenditures  for  technology. 

Today  the  benign  factors  are  gone.  The  worried  market  is 
more  focused  on  the  short  term.  Program  trading  is  at  an  all- 
time  high — some  weeks  as  much  as  50%  of  New  York  Stock 
Exchange  volume — while  the  marketmakers  at  brokerage  firms 
have  doubled  their  activity  over  the  last  five  years.  That  creates  a 
lot  of  volatility,  and  too  many  investors  overreact  suddenly. 
Huge  bull  runs  aren't  built  on  such  skittishness. 

My  term  for  the  short-term-thinking  problem  is  "headline 
risk."  This  is  when  a  company  issues  a  statement,  and  all  the 
traders  either  pile  on  or  jump  off.  In  the  1990s  bull  market 
investors  needed  to  worry  just  four  times  a  year — during  each 
quarterly  earnings  release 


The  market's 

performance  this 

fail  is  built  more  on 

momentum  than  on 

fundamentals.  How 

else  would  you 

explain  the  44% 

gain  in  a  stock  like 

BellSouth? 


worry  eight  times  a  yeas 
even  more,  as  companies 
condition  the  market 
earnings  "guidance."  Th  is 
supposed  to  reduce  fear  id 
uncertainty,  but  it  may  be  v- 
ing  the  reverse  effect.  Du  i. 
the  ten-year  period  endinin 
1999  there  were  3,941  rt  r- 
ences  to  "earnings  warnint  in 
the  popular  press.  So  far  in  is 
decade:  4,936. 

My  enthusiasm  is  tempered  by  the  nature  of  this  autui  .'s 
rally.  Stock  market  analysis  is  often  characterized  as  top-d  ti 
or  bottom-up.  Top-down  begins  with  an  economic  outl  k, 
breaks  it  into  industries  and  eventually  into  individual  sta  <s. 
Example:  If  mortgage  rates  stay  low  and  incomes  stay  up,  hi  ii 
builder  Ryland  should  be  a  good  buy.  Bottom-up  analysis  s 
concentrated  on  the  revenues  and  expenses  of  a  particular  c 
pany;  it  has  little  concern  for  the  big  picture. 

Today  the  top-down  analysts  generally  lead  you  to  a  pfi- 
tive  conclusion:  The  economy  is  picking  up,  interest  rates  "c 
low,  corporate  profits  are  coming  back  and  several  compa"  > 
have  actually  said  that  things  are  getting  better. 

The  bottom-up  approach,  if  you  collect  all  the  pij 
together,  is  somewhat  less  assuring.  The  fall  rally  appears  ti 
more  a  case  of  momentum-buying  than  buying  based  on  s 
fundamentals.  Companies  that  have  been  in  long-term  decL 
have  generally  led  the  rally,  even  though  they  lack  a  compel;! 
rationale.  Technology  and  telecoms  have  done  well  and  w  ie 
some  of  this  is  probably  warranted,  much  of  it  is  not.  BellSc  h 
is  up  44%  this  fall,  to  $26,  in  the  face  of  flagging  revenue  li 
earnings.  ; 

Meanwhile,  stocks  like  Oracle,  Lucent  and  Cisco  are  up :  ■* 
or  more.  While  these  moves  are  relatively  small  in  doUar  te  '> 
(Oracle  has  gone  from  $8  to  $1 1 ),  they  still  make  for  a  big  sv  u 
in  the  averages.  Oracle,  despite  its  70%  decline  in  the  last  c 
years,  is  still  the  32nd-largest  company  (in  market  value)  in  e 
S&P  500. 

There  will  be  more  opportunities  in  the  coming  nioi  s 
than  there  have  been  in  the  past  three  years.  To  start,  buy  1  e 
chips  with  good  yields.  Eastman  Kodak  (37,  ek)  yields  4.7%;  Fl  ^ 
Boston  (24,  fbf),  5.6%;  and  H.J.  Heinz  (35,  HNZ),  4.7%.  Bala  i 
this  group  with  a  dose  of  technology,  where  yield  is  not  a  dr  J 
but  where  prospects,  over  the  long  term,  are  very  stron  J 
would  include  IBM  (80,  IBM),  Yahoo  (l6,  yhoo),  Lexmark  (64, 1 ) 
and  Microsoft  (54,  msft). 


Now    investors    need    to 
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Laszlo  Birjnyi  Jr.  Is  president  of  BIrlnyl  Associates,  a  Westport.  Conn. -based  financial  consulting 
Web  site:  www.lblrlnyl.com.  Visit  his  home  page  at  www.forbes.com/blrlnyl. 
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Being  big  doesn't  mean 
you  shouldn't  think  small^ 


A  leader  in  integrating  technology  and  healthcare,  our 
scope  of  products  and  services  makes  us  the  largest 
healthcare  services  company  in  the  world.  But  it  hasn't 
obstructed  our  view  of  what  matters.  Creating 
healthcare  solutions  so  effective  they  empower 
healthcare  professionals  to  focus  on  what 
matters  — their  patients.  And  that's  what  matters  to  us. 
Having  the  scope  to  touch  millions  of  lives  without 
ever  being  seen.  The  ability  to  make  a  difference  by 
doing  what  you  do.  And  the  power  of  every  McKesson 
employee  to  make  a  big  difference  in  the  small  picture. 

McKesson  Corporation  offers  a  wealth  of  opportunity 
for  individuals  with  a  desire  to  make  a  difference  in 
providing  industry-leading,  integrated  healthcare 
services  and  solutions.  Individuals  with  the  passion  to 
be  a  part  of  our  entire  continuum  of. patient-focused 
care.  It's  you  and  McKesson— empowering  healthcare. 
Visit  mckesson.com/careers  for  more  information. 


THE  Power  of 


MCKESSON 

Empowering  Healthcare 


111  iuiii.mckesson.com/ careers 


lal  opportunity  employer.  McKesson  Corporation  unites  the  tilent=  and  'sntrih-jtions  of  all  to  advance  the  power  of  healthcare. 


Think  of  it  as  a  Mute  button  for  the  world  around  you.  Whether 

you're  irritated  hy  the  engine  roar  on  airplanes,  noise  of  the  city,  bus- 
tle in  the  office  or  the  hlare  of  neighborhood  yard 
work,  this  headset  lets  you  hush  them  all.  And  it 
does  it  with  the  flick  ot  a  switch.  You  savor  delicate 
musical  nuances  in  places  where  you  couldn't  before. 
And  when  you're  not  listening  to  music,  you  can  use 
it  to  quietly  enjoy  a  little  peace.  Clearly,  the  Bose  QuietComfort  head- 
set is  no  ordinary  headset.  It's  no  exaggeration  to  say  it's  one  of  those 
things  you  have  to  experience  to  believe. 

Reduce  noise  with  Bose  technology. 

Whole  Earth  describes  this  headset  as 
"perfectly  wonderful,"  especially 
when  you  "need  to  listen 
anywhere  there  are  a  lot 
of  background  distrac- 
tions." That's  because  the 
QuietComfort  headset 
actively  monitors  and 
counteracts  unwanted 
noise  and  reduces  it 
before  it  reaches  your 
ears.  It  recognizes  what 
you're  about  to  hear  and 
compares  it  with  what  you 
want  to  hear  -  music,  or 
silence  itself.  Patented  Bose 
technology  then  counteracts 
the  noise  and  delivers  the 
sound  you  want.  Upscale  magazine 
calls  this  headset  "revolutionary 
Respected  columnist  Rich  Warren 
hails  it  as  his  "product  of  the  year."  Sound  &  Vision  reports 
that  it  "can  be  a  terrific  antidote  for  delayed  flights,  engine 
noise,  crackly  airline  headphones,  and  all  the  other  nuisances 
passengers  encounter." 

Enjoy  your  music  with  Bose  sound  quality.  The  QtiictCiMnfort 
headset  arrives  ready  to  use  with  your  portable  CD/DVD/MP3  player, 
home  stereo,  laptop  or  office  computer  and  in-flight  entertainment 
systems.  As  Men's  Journal  reports,  it  "puts  the  wearer  in  a  zone  ot 
blessed  quiet,  then  fills  the  ears  with  rich  stereo 
sound."  The  Bo.sion  CAohe  calls  the  audio  quality 
"superb."  Travel  expert  Rudy  Maxa  finds  it  "stun- 
ning." lust  what  you  expect  from  the  most  respected 
name  in  sound. 


So  comfortable,  you  may  forget  you're 

wearing  it.  With  a  weight  of  only  5.4  ounces, 

the  QuietComfort  headset  nestles  lightly  around 

your  ears.  Audiii  critic  Mark  Fleischmann  calls  it 

"the  most  comfortable  full-sized  pair  of  headphones  I've  ever  usJ 

the  "softest  earpadsTve  encountered  in  30  years  of  wearing  headj 

Try  the  QuietComfort  headset  for  yourself  risk  free.  V 

expect  you  to  take  our  word  tor  how  dramatically  this  headset 
noise,  how  great  it  sounds  and  how  comfortable 
You  really  must  experience  it  to  believe 
toll  free  to  try  the  QuietComfort 
for  30  days  in  your  home,  at  tl 
or  on  your  next  trip  -  sat! 
guaranteed.  Use  it  to  thir 
and  relax  in  peace.  L 
music  or  an  in-fligh 
with  its  clear,  rich  s 
you    love    this    1 
keep  it.  If  you  can 
part  with  it,  simpl 
it  for  a  full  refun, 
purchase  price.  N 
tions  asked. 

Call   1-800-600 
ext.  Q1813  todal 

headset  is  available 
trom  Bose,  and  AiVi 
reports  that  "you  will  no 
one  penny  spent"  on  it.  You 
take  advantage  of  our  installme 
snd  make  12  interest-free  n 
payments.*  Order  your  QuietComfort 
headset  now  and  get  a  complimentary 
flight  certificate.  When  you  buy  a 
roundtrip  ticket,  your  companion's  airfare  is  free.**  Call  today  i 
a  very  different  kind  iif  head.set  -  the  Bose  QuietComfort  heac 

1-800-600-2073,  ext.  Q19 

For  intormation  oil  all  our  products:  www.bose.com/q 


FREE  compaij 

airfare. I 

Order  by 

Dec.  31,  20 


Name 

Address. 
City 


_State_ 


-Zip- 


Day  Phione_ 


Eve.  ri\one_ 


Mail  to  Bose  Corpotation.  Dept.  I 
The  Mountain,  Ftamingham.  MA 
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orida  Money  Show,  February  19-22,  2003,  is  a  unique,  one-stop  educational  resource 
rything  relating  to  investing,  the  economy,  and  your  money.  Whether  you  are  an 

^     3  investor  or  just  developing  your  investment  skills  and  knowledge,  you  belong  at 
|ith  Anniversary  Florida  Money  Show  in  Orlando — you'll  come  away  a  winner.  Gain 

investment  strategies  from  more  than  100  workshops,  panels,  and  general  sessions. 
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brate  our  25th  anniversary  and  to  underscore  our  commitment  to  provide  the 
Hitinuing  education,  we  are  unveiling  two  breakthrough  resources,  which  together 
)e  Money  Show,  will  perfectly  complement  your  in-depth,  continuing  research,  analysis, 
ucation:  The  Money  Show  Digest  and  4  out  of  7  trial  subscriptions  to  leading  advisories 
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to  SmartMoney  Select's  premium 
market  analysis  and  commentary  - 
$5.95  Value 
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9  Money  Show  Digest,  a  weekly  online  newsletter 
ng  the  top  stock  picks  and  latest  market  comnnentary 
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the  World  Economy 
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Editor,  Lou  Dobbs 
Moneyline;  Columnist, 
Money  Magazine 
The  Economy  and 
the  Markets  Panel 
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Absolute  Return  By  Lisa  W.  Hess 

The  Electric  Genie 


THE  TUMULTUOUS  CHANGES  IN  THE  ELECTRIC 
utility  business  over  the  past  decade  have  trans- 
formed one  of  the  most  boring  sectors  of  the  capital 
markets  into  one  of  the  most  perilous.  Enron  and 
Dynegy  have  cast  a  pall  over  the  whole  sector.  Still, 
the  demand  for  power  is  not  going  away,  and  while  utility 
stocks  are  no  longer  ideal  for  widows,  they  may  have  a  place  in 
your  portfolio. 

Beginning  with  the  1992  deregulation  of  wholesale  electric- 
ity prices  by  the  federal  government,  the  industry  reassembled 
itself  into  a  heterogeneous  smorgasbord  of  freelance  power  pro- 
ducers, transmission  and  dis- 
tribution utilities,  communi- 
cations     companies      and 
pipelines.  Many  companies 
leveraged  up  their  balance 
sheets  to  expand  into  new 
businesses.  After  a  period  of 
euphoria,  which  lasted  until 
the  California  energy  crisis  in 
fall  2000,  many  of  these  com- 
panies found  themselves  in 
serious  trouble. 

Recently,  however,  utility 
managements  have  begun  to 
face  reality.  One  path  is  to 
draw  a  ring  fence  around  reg- 
ulated subsidiaries  and  to 

protect  those  crown  jewels.  Both  TXU  Corp.  (l5,  Txu),  the  former 
Texas  Utilities,  and  Xcel  Energy  (lo,  xel),  successor  to  Northern 
States  Power,  have  chosen  this  approach.  Xcel  has  eUminated  the 
cross-default  provisions  in  its  bank  loans  and  stopped  paying 
interest  on  the  debt  of  its  wholly  owned  unregulated  subsidiary, 
which  both  trades  and  generates  power.  TXU,  which  found  its 
European  subsidiary  in  severe  distress  when  British  energy 
prices  collapsed,  is  allowing  the  European  unit  to  default  on  its 
debt  and  is  seOing  its  U.K.  customers  and  power  plant  to  a  Ger- 
man firm.  This  should  protect  TXU's  core  business,  delivering 
electricity  in  Texas. 

Williams  Cos.  (2,  wmb),  CenterPoint  Energy  (7,  CNP),  the  Hous- 
ton operation  that  recently  discarded  the  damaged  brand  name 
Reliant,  and  Teco  Energy  (l4,  TE)  of  Tampa  have  each  obtained 
financing  in  the  past  three  months,  albeit  at  usurious  rates.  At 
the  end  of  August  a  partnership  consisting  of  Lehman  Broth- 
ers and  Warren  Buffett's  Berkshire  Hathaway  lent  Williams 
$900  million  on  a  senior  secured  basis  for  one  year  at  an  ef- 
fective cost  rumored  to  be  near  30%.  A  few  weeks  ago  Center- 
Point  borrowed  $1.3  billion  from  Credit  Suisse  First 
Boston  and  Berkshire  Hathaway  for  three  years  on  a  se- 
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cured  basis  for  a  minimi; 
12.75%.  Finally,  in  Novel 
Teco  borrowed  $380  milli 
the  public  credit  market 
five  years  at  12.5% — a  p 
steep  coupon  for  an  in 
ment-grade  bond. 

Dominion  Resources  (9 
Duke  Energy  (i9,  duk)  and  Pni 
Energy  (41,  pgn)  have  all 
stock  in  the  past  two  mont)| 
contrast,  the  pure  power 
ducers  AES  Corp.  (3,  AES),  Caipine  (3,  CPN)  and  Mirant  (2,  Mil 
still  struggling  with  heavy  debt  burdens,  including  near-l 
bank  loan  maturities,  and  their  sub-$5  stock  prices  make  e 
a  prohibitively  expensive  way  to  raise  capital.  These  three  ci 
continue  to  be  under  near-term  pressure. 

In  any  event  the  generators  are  not  going  to  stop  spini 
U.S.  electric  power  demand  will  be  up  the  usual  three-foi 
of  the  rise  in  GDP  next  year.  Outside  of  buying  the  stocl. 
other  way  to  make  a  bet  on  the  sector's  resurgence  is  to  buV 
of  the  two  exchange-traded  funds  that  own  baskets  of  elt 
utility  stocks. 

The  Utilities  Holders  Trust  (61,  UTH)  has  depositary  rec 
representing  holdings  in  20  companies,  including  E 
Dominion,  TXU  and  El  Paso.  The  basket  is  well  diversifiec 
top  ten  holdings  represent  just  under  69%  of  the  porti 
While  the  holdings  are  largely  electrical  utilities,  many  of 
companies  also  have  gas  and  telephone  exposure.  Sine 
beginning  of  2001  the  price  of  the  fund  has  declined  48'' 
$60.  It's  a  good  bet  now.  Yield,  5.2%,  net  of  a  very  reasonal 
cent-per-holder  custody  fee. 

The  Utilities  Select  Sector  SPDR  (is,  xlu),  another  exchc 
traded  fund,  has  had  almost  identical  returns  from  a  coll& 
of  37  electric  power  companies,  all  of  them  in  the  S&P  500  ii 
Since  its  inception  on  June  30,  1998,  the  S&P  electric  secto 
fallen  26%.  That  puts  it  at  a  price  of  1 1.9  times  earning! 
times  book  value  and  0.46  times  revenues.  The  yield  is  5.6' 
We  are  not  going  back  to  the  cost-plus  heavily  regu 
world  we  had  before  1992;  the  genie  is  not  going  back  ii 
bottle.  Nevertheless,  we  seem  now  to  be  well  past  the  time  \ 
utility  managements  were  wildly  expanding  in  any  bus; 
with  energy  or  communications  in  its  name  and  destrc 
their  balance  sheets  in  the  process.  For  the  patient  investor 
ing  to  take  the  longer  view  that  there  is  value  in  the  recapitJ 
tion  of  one  of  our  most  basic  industries,  the  returns  coul 
handsome  indeed. 


Forbes 


Lisa  W.  Hess  is  a  New  Yorl<  money  manager.  Visit  her  home  p 
www.forbes.com/hess. 
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Health 


EDICINE  HAS  MISSED  OUT  ON  THE  INFOR- 
mation  age.  When  you  go  to  a  new  doctor, 
the  medical  history  you  recount  from  mem- 
ory is  recorded  with  pen  and  paper.  When 
you  contract  a  rare  disease,  there  is  no  com- 
prehensive onHne  source  in  plain  English  to 
guide  you  through  treatment  decisions. 


Richard  Saul  Wurman  hopes  to  change  this.  Wurnia 
crusty  but  charismatic  author  and  designer  of  80  book 
made  a  career  of  being  ahead  of  the  technology  curve.  He 
known  for  his  wildly  popular  conference  called  Techn< 
Entertainment,  Design  (or  TED).  Now  he  hopes  that  i 
annual  conference,  called  TEDMED,  can  inspire  the  mi 
establishment  to  make  wellness  understandable. 
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'"We  know  more  about  our  cars  than 

t 

bodies.  It's  a  missing  multibillion 
ar  industry,"  says  Wurman.  He  fig- 
;  that  he's  a  good  person  to  remedy 
situation.  "My  only  business  is  mak- 
what  interests  me  understandable. 
er  people  sell  their  expertise.  I  sell  my 
of  expertise.  I  take  information  from 
undecipherable  to  the  decipherable 
gory." 

[n  the  very  near  future,  he  predicts,  all 
r  past  blood  tests  and  other  medical 
1  will  be  stored  in  a  handheld  gadget, 
wing  you  or  your  doctor  to  access 
n  at  a  moment's  notice  and  spot  early 
s  of  disease.  When  you  get  sick,  you 
simply  enter  your  symptoms  and  test 
Its  into  a  laptop  and  get  a  customized 
ey  of  treatment  options,  with  listings 
pod  doctors  who  can  perform  the 
tment. 

^'urman,  an  architect  by  trade,  has 
ie  millions  creating  books  that 
ain  complicated  concepts  with  clever 


loudspeakers  as  honcho  Stephen  Case 
came  up  to  speak.  The  conference  raked 
in  $3  million  a  year,  and  almost  all  of  it 
was  pure  profit  for  Wurman,  who  paid 
no  speaker  fees  and  organized  the  event 
with  a  skeleton  staff  out  of  his  stylish 
26-room  Newport,  R.I.  mansion.  Wur- 
man sold  TED  for  $14  million  in  2001, 
before  the  worst  of  the  tech  collapse,  to 
Future  Network.  (TED  is  now  operated 
by  Future  founder  Chris  Anderson's 
Sapling  Foundation.) 

Now  he  hopes  to  bring  all  that  excite- 
ment and  big  think  to  health  care,  a  sub- 
ject of  increasing  interest  to  him  (he  is  67 
and  takes  blood  pressure  medication). 
He  dismisses  WebMD  and  other  health 
care  Web  sites  as  mere  "clipping  ser- 
vices." And  drug  companies,  he  rants, 
"do  a  terrible  job  of  making  what  they 
do  understandable." 

TEDMED,  scheduled  for  June  11-14 
in  Philadelphia,  is  expected  to  feature 
biotech  visionaries  such  as  the  surfing 


Ither  people  sell  their  expertise.  I  sell  my 
ack  of  expertise.  I  take  information  from 
le  undecipherable  to  the  decipherable." 


hies,  such  as  the  guidebook  Los  Ange- 
vcct'ss,  the  Wall  Street  journal  Guide  to 
kntanding  Money  and  Markets  and 
1989  bestseller  Information  Anxiety. 
nty  years  ago  Wurman  imagined  how 
nvergence  of  technology,  entertain- 
it  and  design  could  lead  to  a  new  era 
ser- friendly  devices  and  software;  he 
;ed  Ted  to  promote  the  concept.  The 
who  bothered  to  attend  the  first, 
leylosing  confab  in  1984  got  early 
's  of  the  Apple  Macintosh  and  Sony's 
pact  disc. 

3ut  in  the  1990s  the  show  caught  on 
with  technology  moguls  and  Holly- 
d  celebrities,  with  the  ticket  price 
mately  rising  to  $4,000.  Wurman 
duced  an  eclectic  mix  of  high- 
tage  speakers,  including  Oracle's 
y  J.  Ellison  and  evolutionary  biolo- 
Richard  Dawkins.  Wurman  himself 
ided  onstage  like  a  jovial  king,  slyly 
ing  bigwigs  in  their  place.  In  the  late 
)s'he  played  a  busy  signal  over  the 


Nobel  laureate  Kary  Mullis,  genomics 
pioneer  William  Haseltine,  master  ex- 
plainer David  Macaulay  (author  of  The 
Way  Things  Work)  and  moguls  such  as 
Michael  Milken  and  Rupert  Murdoch 
describing  their  experiences  with 
prostate  cancer.  Wurman  intends  to 
have  participants  gargle  mouthwash 
that  captures  their  DNA  to  test  risk  lev- 
els for  heart  disease  and  Alzheimer's. 
Various  cool  gadgets  will  be  on  display, 
such  as  Given  Imaging's  "pill-cam," 
which  provides  real-time  views  of  the 
gastrointestinal  tract. 

The  new  conference  may  be  a 
tougher  sell  than  TED.  Insurance  execu- 
tives and  hospital  administrators  don't 
exactly  create  the  kind  of  frisson  that 
made  TED  a  hot  ticket  for  media  moguls. 
But  it  would  be  wrong  to  write  off  Wur- 
man. He  has  an  amazing  knack  for  cre- 
ating cachet  out  of  highly  technical 
fields.  Explaining  health  care,  he  swears, 
"is  the  next  big  thing."  F 


If  you  knew  cancer 
was  the  deadliest 

nILDHOOD  DISEASE, 

you'd  be  in  a  hurry 
to  grow  up  too. 


Thirty  percent  of  the  children  who  have 
cancer  today  won't  live  long  enough  to 
graduate  from  college,  fall  in  love,  buy 
a  car  or  start  a  career.  Cancer  kills  more 
children  than  asthma,  diabetes,  cystic 
fibrosis  and  AIDS  combined.  These  kids 
deserve  a  better  chance.  That's  why 
we're  supporting  the  most  promising 
research.  Call  1.800.458.6223  or  visit 
www.CociquerKidsCancer.org.  With 
your  help  today,  we  can  give  them 
more  tomorrows. 


THE  BEGINNING  OF  THE  END 
FOR  CHILDHOOD  CANCER. 


CHILDREN'S 

ONCOLOGV  GROUP 


Formerly  the  National  Chiidhopd 
Cancer  Foundation 
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Torte  Reform 

For  an  elegant  dessert,  use  nitrous  oxide  or  a  propane  torch. 

BY  DIRK  SMILLIE 


PROFESSOR HERVE THIS,  FOOD  CHEM- 
istry  theorist  and  favorite  of  French 
cooking  fanatics,  stands  before  a  lab 
table  in  a  Left  Bank  lecture  hall,  ready 
to  put  on  a  show.  A  bowl  of  mashed 
fruit  mixed  with  sugar  sits  on  the  table,  alongside 
a  tank  of  liquid  nitrogen. 

Adjusting  his  safety  goggles,  This  (pro- 
nounced "teece")  pours  the  nitrogen  over  the 
fruit.  A  plume  of  billowy  smoke  rises,  drawing 
gasps  from  the  audience.  The  fruit  becomes 
instantly  frozen,  and  he  declares  that  its  texture  is 
superior  to  that  of  the  best  sorbet  made  by  con- 
ventional freezing.  That  is  debatable — this  oft- 
repeated  demonstration  has  a  tendency  to  turn 
the  fruit  mash  into  a  solid  brick — but  the  profes- 
sor has  made  a  dramatic  point:  It  is  high  time  for 
science  to  displace  art  in  the  gourmet  kitchen. 

In  1995  This  earned  a  Ph.D.  in  the  novel  dis- 
cipline of  molecular  gastronomy,  attracting  400 
people  to  a  demo  of  how  to  make  an  eggless 
mayonnaise,  which  was  part  of  the  defense  of 
his  thesis.  From  his  perch  as  professor  at  Paris- 
Sud  University  and  as  a  popular  book  author 
and  TV  personality.  This,  47,  has  attracted  quite 
a  following  to  the  idea  that  chemistry  and 
physics  should  be  part  of  the  cook's  lore. 
Dessert  chefs,  whose  work  traditionally  has 
depended  on  precise  measurements  and  tem- 
peratures, have  been  among  the  earliest 
adopters  of  this  Newtonian  approach,  using  it  to 
create  showy  concoctions  quite  unlike  anything 
you'd  find  in  The  Joy  of  Cooking. 

At  Tribute,  a  restaurant  in  Farmington  Hills, 
Mich.,  pastry  chef  Michael  Laiskonis,  a  self-pro- 
fessed "science  geek,"  uses  a  pinch  of  weird  sci- 
ence to  produce  his  signature  dessert.  It's  a  milk 
chocolate  creme  brulcc  set  in  a  hollowed-out 
eggshell.  The  topping — a  warm  caramel-custard 
froth  sprinkled  with  drops  of  maple  syrup  and  a 
dash  of  French  sea  salt — would  have  demanded, 


in  old  recipes,  the  creation  of  a  gelatin-and- 
whipped-cream  mousse.  But  Laiskonis  uses  a  less 
fattening — and  far  less  labor-intensive — alterna- 
tive. Wielding  a  canister  of  nitrous  oxide,  he  aer- 
ates a  mixture  of  milk  and  other  ingredients  to 
create  a  velvety  technomousse,  the  same  way 
Starbucks  makes  whipped  cream  for  its  espressos. 
Desserts  like  this  are  helping  pastry  chefs  rate  star 
billing  on  menus,  land  book  deals  and  get  shows 
on  television's  Food  Network. 

Last  year  the  first  World  Pastry  Team  Cham- 
pionship was  held  in  the  U.S.  Twelve  nations 
competed.  The  Americans  won,  but  their  vic- 
tory was  bittersweet:  AH  three  members  of  the 
team  were  expat  Frenchmen.  French  pastry 
mystique  remains  formidable,  nowhere  more  so 
than  in  Paris,  where  pastrymaking  is  upheld  as  a 
precision  trade  on  a  par  with  fine  cabinetmak- 
ing.  Even  on  the  Continent,  though,  desserts 
made  by  a  restaurant's  own  pastry  chef  are  a  rel- 
atively new  concept.  Previously  confections 
were  bought  at  a  bakery,  then  wheeled  out  to 
customers  on  a  cart.  In  the  U.S.,  as  recently  as 
the  1970s,  only  one  in  every  30  restaurants  had 
an  on-site  pastry  chef. 

Then  restaurant  owners  concluded,  more  or 
less  all  at  the  same  time,  that  store-bought  goods 
weren't  good  enough.  "It  was  a  turning  point 
that  established  pastry  chefs  as  masters  of  their 
own  course,"  says  Andrew  MacLauchlan,  author 
of  The  Making  of  a  Pastry  Chef.  Proprietary  pas- 
try kitchens  became  profit  centers.  "We're  not 
dealing  with  truffles  and  foie  gras  here,"  explains 
Laiskonis.  "Sugar,  flour  and  eggs  are  cheap." 

Pastry  chefs  turned  out  ever  more  elaborate 
creations,  going  in  for  odd  architectural  forms 
and  towering  heights.  Richard  Leach,  chef  du 
dessert  at  the  Park  Avenue  Cafe  in  New  York, 
became  known  as  tlie  "Pythagoras  of  pastry"  for 
producing  chocolate  pyramids.  Now,  with  the 
skyscraper  approach  grown  stale,  chefs  are  look- 
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0  science  and  its  tools  to  help  them 
:e  the  Next  Big  Thing. 

-auchon,  a  chain  of  15  patisseries  and 

1  boutiques,  maintains  a  high-tech 
kitchen  in  Queens,  N.Y.  Here  25 
3  use  propane  torches,  Internet-con- 
;d  blast  freezers  (remotely  monitored 
oronto),  laser  beam  thermometers 


and  a  whipped-cream  machine  that 
employs  ozone  to  purify  air  pumped 
through  its  microholes.  A  high-speed 
pressurized  food  processor  called  a  Paco- 
jet  grinds  spices  (or  anything 
else)   into   micron-size  bits. 


atomic  level,"  says  Florian  Bellanger,  Fau- 
chon's  executive  pastry  chef.  "We  might 
even  build  a  better  Baked  Alaska." 

For  links  to  innovative  pastry  chefs 


_  ..  and  their  best  desserts  (includ- 
Florian  Bellanger  „  i     j     *  i     i    ^         j 

ofFauchon,  ^"g    ^^^^^^    Alaska)    and    to 

"We're  beginning  to  look  at     wielding  one  of  his  books  on  food  chemistry,  visit 

ingredients    almost    at    the     lower-tech  tools.  forbes.com/pastry.  F 
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$2M  for  1/3  of  US  company  with  China 
flat  panel  display  high-tech,  low  cost  rafg. 
$1M  accumulated  revenue,  break  even 
6-9mo,proj.sales$5M'03,$22M'04& 
EBlDAT$8.4M.Senous  interest  only 
contact  Mr.  Downing  (415)  892-7975 


FREE  REPORT  for  Business  Owners 

Did  you  mal^e  $50,000  or  more  last 
month  in  your  business? 

If  not  you  should  be  reading 

"9  Remarkable  Ways  To  Increase 

Your  Sales  and  Profits." 

Call  for  FREE  details. 

1-877-805-1940  ext  5000 

MERODA  Marketing  Solutions 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits, 

Complete  Training.  Call  for  Free 

Information  Package. 

800-995-0049  Ext.  7675 


T 
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onorny  Is  making 
i  MONEY  for  loaif 
and  leasing  brokersf 


Business  Loans  ■  Equipmgnt  Lease 

OWN  YOUR  OWN 

BUSINESS  LOAN  COMPANY 

No  oxporionce  needed.  We  support  yout 

RECEIVE  A  Ff?£H 
45  MINUTE  VIDEOTAPE  SEMINAR  1^^ 

FULL  COLOR  INFO  PACKET  «  BROCHURE 


CALL  TODAY 

800-336-3933 


Jg,  H  v^  w  ,  \  i  e  «  1 1  c  .  c  o  m 

^    The  Loan  Consultants.  Inc 


D 


Capital  Available 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with   excellent   manage- 
ment and  growtfi  potential. 
ARBOC  INC.  561 -627-71 10 


Timeshare 


TIMESHARES 


save  up  to.. 


70 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 

CALL  (800)  704-0307 


HOLIDAYGROUP.com 


Health  &  Fitness 


% 

off  retain 


Zacnary  'Blair 


Specializing  in  aromatheropy  and 

healing,  yoga  for  the  body,  mind  and 

soul.  AURA  rejuvenation  and 

spiritual  uplifting.  Be  totally  at 

EASE  within  3  days 


Call  Zachary  tor  more  mfo. 
(305)893-5889 


Employment 


Collese  Entreoreneur  Needs 


a  Job!  MGT,  CIS  and 


Real  Estate  ExDerience. 


Graduating  in  May  2003,  view  my 

full  resume  online  at: 

www.stetson.edu/~rgbenson 

RyanGBenson@hotmail.cuiti 


Condo  Rentals 


OFFSHORE  Wmaui 


♦Companies  f„,  bV"*"^  " 

♦Banking  conv''^' 

♦Credit  Cards    /~«      •-    i    a 

♦Pmacy  Capital  Asset 

(800)  710-0002        Fr«  Brochure 
Visa/MC/Amex     wwwjusrtpnUtcdoacom 


H47': 

Beachfront  Condo 

Coiulominium  Rentals  Hawaii 

www.crhnnaui.com/  forbes 

M 1-800-367-5242 


Single-Stock  Futures 
&  Mini-sized  Dow 


x^ 


Man  Financial 


Your  Complete  and  Personal 
Connection  to  Today  s  Hottest  New  Futures        ^J 
Products...  Single-Stock  Futures  &  the  Mini-sized  Dow^ 


Call  Now  to  Receive  these  FREE 
Valuable  Investment  Tools  for  Today's 
Newest  Trading  Opportunities! 

800  621  3424  www.manfutures.comAJ3.html 


M 


Every  Future 
IS  Personal- 


omjgsm 


Man  Financial 


Trading  futures  and  options  dot 

financial  risk.  Privacy  policy  available  ot 

Dow  Jones  is  a  registered  trademark  of  Dow  v 


For  information  and 

rates  on  advertising 

in  tlie  next  Forbes 

Display  Classified  Sectioi 

Call  Media  Options 

1-800-442-6441 


Forbes 

Subscriber  Service 

To  order,  change  address 

or 

other  customer  service. 

call  1-800-888-9896 


rbeS  DisplayClassified  | 


Advertisement 


Exceptional  Waterfront  Golf  Living 

an  interesting  choice;  the  coast  of  southern 
ce  or  a  home  on  the  shores  o(  Rarity  Bay.  a  scenic 
-acre  peninsula  with  a  championship  golf  course. 
X]iiestrian  center,  country  club,  and  homes  in 
ch  Country  architecture.  Grand  Estate  homesites 
r  you  Chateau  elegance  and  waterfront  vistas 
the  ambiance  of  FYoverKe  in  the  foothills  of 
tjeautiful  Great  SmoKy  Mountains.  Call  soon. 

Rarity  Bay  •  Vonore.  Tennessee  •  Toll  rree  t-888-RARITrBAY 
e-mail:  info(a  raritybay.com  •  www.raritybay.com 


Homes  starting  in 
the  $200.0005 


o 


*    ■       '    Financial  Services 


.  I  ry.//.// 


S       '^J'htancial 


(■''oi/toifi/icn,  >y//r. 


$80Kto$150K 
1*«YEAR  RETURN  ON  INVESTMENT 

Jlllon  Dollar  Industry  Recession  Proof 

(plosive  Global  Market  Not  Stock  or  Commodity  Related 

uge  Profits  Paid  Quarterly  LLP  Structure 

fetime  Yearly  Revenue  Stream  Ownership  Rights  &  Interest 

1-866-436-4600 

www.CFCPARTNER.com 


legal  Services 


Education 


nan 


nestle  &  onshore  Strategies 
npanies,  Trusts,  Private  Banking 

aximum  Privacy 
X  Savings 
tate  Planning 
obal  Investments 


le  oanKi 
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FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor's, 
Master's,  and  Ph.D.  degrees  In  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


en  Sears,  CPA  •  Attorney  at  Law 
262-1100  •www.searsatty.com 


Art  Worl< 


harge  your  ad 

VISA 


The  Uni<iue  Gift 
99  9  jaMi[atft|M 

www.unlquegiftlntl.com 


Swim  at  Home 


■w\;_ 


Think  Of  ft  As  A 
Treadmill  For 
Swimmers! 

Swim  or  exercise  against  a  smooth 
current  adjustable  to  any  speed  in 
a  unique  pool  measuring  only  8'x15'. 
Enjoy  the  fun  and  convenience  of  the 
world's  best  exercise  at  home  year 
'round.  Ideal  for  swimming,  water 
aerobics  and  rehabilitation. 
Compact  size  makes  the  dream  of 
pool  ownership  practical  in  small 
spaces.  The  Endless  Poor  is  simple 
to  maintain,  economical  to  run,  and 
easy  to  install  inside  or  outdoors. 
New  system  reduces  chlorine  use 
by  90%.  Endless  Pools"*  are  sold 
factory  direct  worldwide. 


Free  Video! 

Call  800-233-0741,  Ext.2587 

Visit  our  web  site  at 
www.endlesspoots.com 
or  i*r;te  Endless  Pools,  Inc. 
200  £  Dutton  Mill  Rd,  Dept.2587 
Asm,  PA  19014 


ENDLESS  POOLS 


the  physician  approved,  reliab 


■'^-^i^vrv^ 


m 


V 


maximize 


^ 


(suffragium  asotas)  mts 

larger,  firmer,  fuller 


y  to  natural  male  enhancement 


easure 


w  once  daily  tabs! 


Natural  Male  Enhancement 
can  increase  the  pleasure 
of  your  love  life. 

Maximize  the  Pleasure  Just  one  Enzyte  tablet  taken 
daily,  and  in  three  to  four  weeks  you  will  realize  the 
value  of  Natural  Male  Enhancement  to  your  most 
intimate  relationships.  In  Addition  to  larger, 
fuller,  and  firmer  erections,  Enzyte  provides 
increased  virility,  energy  and  stamina.  {Best 
results  are  achieved  through  a  full  3  month  program.) 

Documented  Benefits  Independent  customer  studies  show  that 
the  overwhelming  majority  of  men  who  use  Enzyte  uninterrupted, 
for  the  entire  90  day  period,  report  a  12-31%  increase  in  arousal 
size.  The  average  gain  being  24%. 

Proven  Results 

'  82%  of  customers  re-order  Enzyte 

•  96%  customer  satisfaction  rating 

•  Enzyte  is  also  physician  approved  and  endorsed  as  a  safe,  and 
extremely  effective  alternative  to  prescription  Viagra" 

Quality  Guaranteed  Enzyte  is  formulated  with  the  highest  quality 
ingredients,  packaged  to  meet  the  highest  standards,  and  is  backed 
with  a  full  90  day  Guarantee. 

Available  without  a  prescription 

Contact  your  healthcare  professional,  visit  us  on  the  web 
at  enzyte.com,  or  dial  direct  to  1  -800-32 1-1811. 


Please  Print 

E-FB0103 

Name 

Phone ( 

) 

Address 

Apt. 

City 

State 

Zip 

1  Month  Enzyte  Trial  Supply   $    59.95 


5  Month  Enzyte  Program  (Only  $35.95  per  month) 
Buy  3  months,  get  2  monthi  freel 


.  $  179.75 


Full  1  Year  Enzyte  Program  (Only  $29.95  per  month) 
Buy  6  months,  get  the  remaining  6  months  freel 


.$359.40 


Certified  Pack  and  Ship  Process  (CPSP") $      9.95 

•  Secure  Lock  System'  Assures  Confidentiality 

•  Sterile  Pack:  Insures  No  Package  Tampering 

•  SalesTax  (applicable  to  eacii  state) 

•  Expedited  Rush  Sliipping:  Product  Guaranteed 
to  Ship  Within  48  Hours  of  Received  Order 


Canadian  orders  add  $10.00 

All  otfier  international 

orders  add  $15.00 


Total  Enclosed 

(U.S.  Funds  Only) 


Metfiod  of  Payment:       D  MC     D  VISA     D  Am.  Ex.     □  Disc.     □  Money  Order 


Credit  Card  Number 


Exp.  Date 


Signature 


Send  Money  Orders  ro  Lifekey  Healthcare,  Inc.,  Customer  Care-Order  Processing,  Building  Box  42635,  Cincinnati,  OH  45242 


•Individual  results  may  vary.  **Study  results  based  on  customer  response. 

Enzyte  is  not  a  contraceptive  and  will  not  aid  in  tfie  prevention  of  sexually  transmitted  diseases. 

Lifekey  Healthcare,  Inc.,  Cincinnati,  OH   ©  2002,  Lifekey  Healthcare,  Inc.  All  rights  reserved. 
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THOUGHTS 

On  the  Business  of  Life 


I  like  loot.  Before  Christmas  I  was  tempted  to  write  this  editorial  but  resisted  for  fear  it  would  be 
misinterpreted.  Despite  all  the  plausible  and  applauded  company  programs  against  gift  getting 
and  giving  by  those  who  do  business  with  one  another,  and  despite  the  Internal  Revenue's 
ceiling  on  the  value  of  presents,  I  still  like  the  custom.  Across  my  desk  come  some  wonderful  calendars, 
occasionally  ashtrays,  and  other  office-usable  things.  I  don't  feel  bribed.  I  don't  feel  bought. 
I  feel  thought  of  And  I  like  it.  — MALCOLM  S.  FORBES  (1965) 


Like  other  parties,  it  was  first  silent, 
then  talky,  then  argumentative,  then 
disputatious,  then  uninteUigible,  then 
ahogethery,  then  inarticulate,  and  then 
drunk.  When  we  had  reached  the  last  step 
of  this  glorious  ladder,  it  was  difficult  to 
get  down  again  without  stumbling. 

—LORD  BYRON 


Over  the  bottle  many  a  friend  is  found. 

—YIDDISH  PROVERB 


Drink  and  dance  and  laugh  and  lie. 
Love  the  reeling  midnight  through, 
For  tomorrow  we  shall  die! 
(But,  alas,  we  never  do.) 

—DOROTHY  PARKER 


Alcohol  is  barren.  The  words  a  man 
speaks  in  the  night  of  drunkenness  fade 
like  the  darkness  itself  at  the  coming 
of  day. 

—MARGUERITE  DURAS 


It's  a  great  advantage  not  to  drink  among 
hard-drinking  people.  You  can  hold  your 
tongue  and,  moreover,  you  can  time  any 
irregularity  of  your  own  so  that  everybody 
else  is  so  blind  (hat  they  don't  see  or  care. 

— F.  SCOTT  FITZGERALD 


/  often  sit  back  and  think,  "I  wish  I'd 
done  that, "  and  find  out  later  that  I 
already  have. 

—RICHARD  HARRIS 


You  must  be  careful  about  giving  any 
drink  whatsoever  to  a  bore.  A  lit-up 
bore  is  the  worst  in  the  world. 

—DAVID  CECIL 


Whenever,  at  a  party,  I  have  been 
in  the  mood  to  study  fools,  I  have 
always  looked  for  a  great  beauty; 
they  always  gather  round  her  like 
flies  around  a  fruit  stall. 

—JEAN  PAUL  RICHTER 


/  love  such  mirth  as  does  not  make 
friends  ashamed  to  look  upon  one 
another  next  morning. 

— IZAAK  WAIi 


One  drink  is  too  many  for  me 
and  a  thousand  not  enough. 

—BRENDAN  BE 


I'd  hate  to  be  a  teetotaller.  Imagine 
getting  up  in  the  morning  and  knowit 
that's  as  good  as  you're  going  to  feel 
all  day. 

—DEAN  MA 


A  Text... 

Whoso  keepeth  the  fig  tree  ska 
eat  the  fruit  thereof:  so  he  that 
waiteth  on  his  master  shall  be 


honoured. 


—PROVERBS    1 


Sent  in  by  John  Kozyra,  West  Islip 
What's  your  favorite  text?  The  Forbes  I 
Quotations:  Thoughts  on  the  Business  of 
given  to  senders  of  Bible  texts  that  are  u; 


More  than  14,000  "Thoughts,"  arranged  alphabet 
subject,  are  available  in  a  900-pagc,  one- 
deluxe  edition,  Forhei  Book  of  Quoliitiom:  Though 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipf 
$1  per  item  for  handling  (add  applicable  sal 
To  order,  please  call  toll-free,  1-800-876-6556. 


January  6. 2003  •  Volunia  171  •  Number  I  FORHl  s  ( LSSN  00 1 5  69 14)  is  published  biweekly,  monthly  in  August,  with  an  extra  issue  in  .September,  by  Forbes  Inc.,  60  Fifth  Ave.,  New  York,  N.\ 

I'eriodicils  post.\gc  p.iid  al  New  York,  N.Y.  and  at  additional  mailini;  offices.  Canadian  Agreement  No.  40036469.  t;,ST  #  1 2576  95 1 3.  RT.  POSTMASTER:  Forbes  Subscriber  Service  is  a 
online.  To  subscribe,  change  your  address,  or  for  other  assistance,  please  visit  www.forbes.coni/customerservice.  Or  write  to  Forbes  Subscriber  Service,  P.O.  Box  5471,  Harlan,  lA  515S 
MAIl.lNCi  LIST:  We  make  a  portion  of  our  mailmg  list  available  to  reputable  firms.  If  you  prefer  that  we  not  include  your  name,  please  write  us.  Copyright  ©  2003  Forbes  Inc.  All  rights  r 
Title  is  protected  through  a  trademark  registered  with  the  U.S.  Patent  Office. 
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Its  been  said  that  variety  is  the  spice  of  Hfe 
Which   is  something  you'll  certainly 
discover  in  the  Lexus  ES,  given 
the  four  different  settings  of    / 
its  available  Adaptive  Variable 
Suspension  (AVS). 

This  option  is  just  one  of  the 
thoughtful  features  and  amenities  that  help 
the  ES  carve  out  a  unique  position  in  todays 


YOU'VE  BEEN  DOWN 


mSf. 


BEFORE.  JUST  DONT  TELL  YOUR 

K  SUSPENSION.,^ 


luxury  automotive  world.  How  exactly  doesi 
AVS  work?  Picture  yourself  out  for  aj 
spin,  on  a  road  that  quite  clearly 
demands  to  be  driven.  Simply 
select  the  "Sport"  setting  for  a 
tighter,  more  precise  feel.  Or  il 
you  happen  to  be  driving  a  rural 
route  that  has  seen  better  days,  choose  the 
"Comfort"  setting,  for  the  incredibly  smooth 


Lexus  rciniiids  >ou  to  wear  scalbells.  secure  children  in  rear  scat,  obey  all  traffic  law^  and  drtve  i 


ride  that  has  become  one  of  the  hallmarks  of 
Lexus  luxury.  Should  you  be  in  a  more 
ambivalent  mood,  rest  assured:  there  are  two 
additional  settings  to  suit  your  needs. 

Never  content  to  leave  well  enough  alone, 

exus  engineers  also  ga\  e  the  ES  suspension 

:he  ability  to  "read"  the  road.  Which  means 


fissure       .i\ 


detect         31  ■    . 


u< 


;e  su.spc .  rior  *  •  i   .]( 


accorci.-^.y.  (Hence,  the  "Adaptive"  part  of 
Adaptive  Variable  Suspension.) 

Clearly,  there's  never  a  dull  moment  with 
AVS  at  your  command.  But  then,  who  on 
earth  ever  grew  bored  driving  a  Lexus? 


^an  an  automobile  delight,  comfort,  fascinate  and  energize  you? 
fake  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 


®^ 


;s.  a  Division  of  Toyota  Motor  Sales,  U.S.A.,  Inc.  For  more  information,  call  800-USA-LEXUS  (800-872-5398). 
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TODAY,  THERE  ARE  A  LOT  OF  INVESTMENT 
QUESTIONS.  THE  ANSWER  TO  MOST  OF  THEM 
IS  "CAREFULLY  BALANCED  PORTFOLIO." 

1 


# 


MUTUAL  FUNDS 


IREMENT  SERVICES 


XPERT  GUIDA 


Successful  investing  has  always  been  about  asking  the 
right  questions.  And  choosing  the  right  people  to  help 
you  answer  them  has  never  been  more  important. 

Right  now,  no  one  has  more  ways  to  help  you  find 
the  answers  than  Fidelity.  For  over  50  years,  we  have 
consistently  offered  investors  like  you  the  tools,  the 
insight,  and  the  unbiased  guidance  for  making  smart, 
more  informed  investment  decisions. 

If  today's  market  teaches  anything,  it's  the  importance 
of  having  a  balanced,  risk-controlled  portfolio.  At  Fidelity, 
that's  always  been  our  belief,  regardless  of  markets. 

That's  why  we  have  always  offered  the  full  range  of 
investment  solutions.  Not  just  the  equity  funds  we're 
known  for,  but  a  variety  of  solid  funds  with  reduced 
risk  to  help  you  achieve  your  goals. 

There  will  always  be  questions  about  something  as 
critical  as  planning  your  future.  But  the  most  important 
question  of  all  is:  who  can  best  help  you  find  the  answers? 
Talk  to  one  of  our  investment  specialists  today. 

Because  you're  not  just  invested. 
You're  personally  invested!" 


FIDELITY  INFLATION- 
PROTECTED  BOND  FUND. 

Are  you  concerned  about 
inflation  eroding  your 
purchasing  power?  This 
fund  offers  you  a  high 
credit-quality  bond  fund 
with  the  added  benefit  of 
built-in  inflation  protection. 
Fidelity.com/goto/finpx 

FIDELITY  GROWTH  &  INCOME 
PORTFOLIO.  Considering  a 
more  balanced  approach  to 
equity  funds?  This  growth 
and  income  fund  is  a  core 
portfolio  holding,  focusing 
on  income  and  capital 
appreciation. 
Fidelity.com/goto/fgrix 

FIDELITY  DIVERSIFIED 
INTERNATIONAL  FUND. 

Looking  for  a  way  to  expand 
your  investment  horizons? 
With  76%  of  all  publicly 
traded  companies  outside 
the  U.S.,  this  fund  allows 
you  to  pursue  opportunities 
in  overseas  markets. 
Fidelity.com/goto/fdivx 


)investmen 
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How  ean 
the  eompany  that  hnng&  you 

THE  BEST  VOICE  &  DATA 
TECHNOLOGY  &  SERVICES 

bring  you  to 

BUSINESS  NIRVANA1 


©  2003  Avayii  Inc.  All  Rights  Resetved.  Avaya,  Ihe  Avaya  Logo,  and  all  trademarks  ideiililiod  Uy  'B  ot ""  are  uademaiks  o(  Avaya  Inc  and  may  l>o  registered  in  certain  iurisdiciions 


reach 


AVAyA 


a  higher  plane 
of  communication 


AS  YOUR  COMPANY  realized  its 
jII  communications  potential? 
ave  voice  and  data  married 
armoniously  on  your  network? 
re  your  employees  happier,  more 
reductive  and  more  accessible? 
an  you  sit  like  me?  Kidding.  It's 
ot  required.  Read  on.  Perhaps 
lere  is  opportunity  for  your 
usiness  to  reach  the  next  level. 

world  leader  in 
enterprise  telephony 

1  Avaya,  you'll  find  deep  experi- 
ice  and  leadership  in  voice  com- 
lunications  brought  to  the  world 

IP.  Here,  you'll  be  provided  with 
ie  of  the  most  reliable,  secure 
ays  to  bring  voice  over  your  data 
Btwork.  With  one  of  the  strongest 
its  of  voice  apps  anywhere.  Things 
<e  IP  telephony,  extension  to 
jllular,  and  6-party  conferencing. 

is  stuff  is  so  cool  you  won't 
ant  to  hide  it  in  the  closet.  And 
)u  can  begin  to  feel  the  savings 

IP  convergence  for  about  the 

)st  of  a  standard  PBX  upgrade. 

lere  are  also  fewer  obstacles  on 

at  path  to  IP  telephony.  Avaya 
nterprise  Class  IP  Solutions 
'CJ-IPS)  are  open  standards- 


based,  to  integrate  into  your 
current  network.  Your  path  and 
your  pace  are  always  respected. 

master  of  worldwide 
contact  centers 

In  the  state  of  Avaya,  the  multi- 
media contact  center  is  vital  to 
the  well-being  of  the  organization. 
It  allows  you  to  interact  with  cus- 
tomers regardless  of  channel,  and 
get  insightful  reporting  and  analy- 
sis. That  helps  you  serve  people 
the  way  they  want  to  be  served. 
Reports  of  happier,  more  loyal 
customers  have  been  confirmed. 
All  thanks  to  the  world's  foremost 
provider  of  contact  centers. 

#1  in  voice  messaging 

Over  100  million  voice  mailboxes 
in  use.  Now  we  take  you  to  a 
new  level  of  mobile  productivity- 
Unified  Communication. 
Imagine -speech  and  wireless 
access  not  just  to  messages  but 
to  email,  global  directories,  con- 
ference calls  and  calendars.  You 
can  service  clients  from  anywhere, 
via  any  device.  A  fluid  conver- 
gence of  technologies  that  frees 
the  spirit  and  cuts  the  cord  to  the 
desk.  Good  karma  abounds. 


most  comprehensive 
global  services 

In  the  state  of  Avaya,  you  can 
choose  from  any  or  all  of  our 
services.  From  network  assess- 
ment and  design  to  integration 
and  implementation,  all  supported 
by  the  world's  best  management 
and  maintenance  services. 
Avaya  Global  Services  provides 
multi-vendor,  multi-technology 
expertise,  with  the  deepest 
experience  in  voice  and  more 
than  18  years  of  data  experience. 
Glitch  in  the  network?  It  gets 
fixed.  Often,  without  anyone 
on  your  end  even  knowing 
about  it.  In  the  state  of  Avaya, 
diagnostics  begin  within  90 
seconds,  and  96%  of  all  alarms 
are  resolved  remotely. 

repeat  after  me... 

Avaya.  Avaya.  More  than  a 
communications  company.  The 
next  level  for  businesses  to 
operate  on.  If  none  of  this  page 
was  news  to  you,  you're  there. 
If  not,  reach  for  the  phone.  And 
reach  Avaya.  It's  a  higher  plane  of 
communication.  Avaya.com/state 
or  call  866-GO  AVAYA  today. 
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Pop  star  Beyonce  Knowles 
pitches  Pepsi.  Its  parent 
promotes  healthier  fare. 
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Do  You  Want  Nails  With  Tliat?Newtechi 

ogy  at  Lowe's,  the  hardware  chain:  call  buttons.  As  Bruce  U] 
notes  in  his  story  on  page  52,  you  press  a  button  and  the  s; 
clerks  come  running,  like  bellhops  in  a  hotel.  Then  you  car 
that  question"  you  had 
about  nail  guns. 

A  nice  touch,  but 
not  good  enough.  Find- 
ing the  parts  you  need 
to  keep  a  house  from 
falling  apart,  and  then 
figuring  out  what  to  do 
with  them  once  you  get 
home,  is  a  monumental 
task.  There  aren't 
enough  hardware  store 
clerks  in  the  world  to 
supply  all  the  hand- 
holding  needed. 

What  would  the  experience  be  like  if  Lowe's  marrie 
stores  to  the  retailing  ingenuity  of,  say,  Amazon.com?  Curie 
enough,  Amazon  is  in  the  hardware  business,  too.  You  earn 
nails  at  Amazon.  This  does  not  make  a  whole  lot  of  sense  to 
If  your  roof  is  ripped  open  you  do  not  want  to  get  naQs  in 
mailbox  three  days  from  now. 

Unlike  Lowe's,  Amazon  does  not  have  840  outlets  to  sui 
nails  on  demand.  But  it  has  one  thing  Lowe's  does  not:  a 
algorithms  officer.  It  is  the  genius  of  Amazon's  Jeffrey  Bez( 
use  software  to  make  shopping  easier  and  faster.  The  custc 
gets  what  he  wants  without  consuming  the  costly  labc 
knowledgeable  sales  clerks,  or  wasting  his  own  equally  vali 
time.  One  set  of  Amazon  algorithms,  for  example,  helps  pe 
compare  convoluted  cellular  phone  plans. 

At  the  moment  Amazon  has  only  begun  to  marry  its  ta 
in  computerized  shopping  to  traditional  retailing  (example 
can  order  something  on  Amazon  and  pick  it  up  at  Circuit  C 
But  imagine  what  it  could  do  in  partnership  with  Lowe's, 
hardware  store  of  my  fantasies  has  these  features: 

Speech  recognition.  In  lieu  of  a  call  button,  you'd  he 
mike.  Say  "nail  guns"  and  a  computer  screen  would  point  t 
right  aisle. 

Manuals  on  demand.  Run  an  unfamiliar  tool  under  an 
of-aisle  scanner,  and  a  printer  would  spit  out  a  page  she 
how  to  use  it. 

Doohickey  comparison.  Scan  two  Honeywell  thermostat; 
a  computer  displays  just  the  differences  in  their  features.  M 
you  don't  need  the  expensive  one. 

Autokibitzing.  A  scanner  looks  over  your  shopping  cart 
the  nail  gun  and  gendy  suggests  that  you  are  missing  the  n< 

Silicon  Valley  is  crawling  with  unemployed  engineers.  L( 
should  hire  some. 
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Deadlines  worry 

Mitch. 


Of  course,  he  also  worries  about 
costs,  insurance  and  if  the  coffee 
pot  is  finally  going  to  croal<. 


But  he  has  positively  no 
worries  about  his  shipping. 
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'ou  run  a  business.  Worry  comes  with  the  job.  But  you've  got  it  under  control  with  FedExf  We  assist  your 
usiness  with  a  broad  range  of  shipping  and  business  services.  Like  great  delivery  with  FedEx  Express,® 
edEx  Ground,'  FedEx  Home  Delivery"  and  FedEx  Freight®  Plus  value-added  online  shipping  tools  at  fedex.com. 
)o  problems  here.  Ready  for  some  peace  of  mind?  Don't  worry.  There's  a  FedEx  for  that!" 
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'In  Ontario,  the  climate  for 
nvestment  has  never  been 
letter  -  and  our  barometer 
s  state  of  the  art." 

irbara  Stymiest,  Chief  Executive  Officer,  TSX  Group 


By  any  measure,  Ontario's  economy  continues  to  shine,  and  is  independently  forecast  to 
outpace  all  G-8  nations  through  2003.  •  With  the  province  attracting  growing  interest  from  the  global 
business  connnnunity,  international  investors  look  to  TSX  Group  as  their  window  onto  the  Canadian 
marketplace.  •  North  America's  third  largest  stock  exchange,  with  a  combined  market  capitalization  of 
$680  billion,  TSX  Group  operates  a  marketplace  for  senior  issuers  -  Toronto  Stock  Exchange  -  and  one 
for  junior  issuers  -  TSX  Venture  Exchange.  Together,  the  combined  market  capitalization  for  Ontario 
based  issuers  on  these  exchanges  is  more  than  $300  billion.  •  "With  our  long-standing  leadership  in 
trading  technology  and  corporate  governance  guidelines,  we  offer  issuers  and  potential  issuers 
one  of  the  best  marketplaces  in  the  world,"  says  Barbara  Stymiest,  CEO  of  TSX  Group.  One  more 
excellent  reason  to  consider  Ontario.  •  With  its  competitive  operating  costs  and  sizeable  reserves 
of  skilled  labor,  the  province  offers  a  strategic  platform  for  companies  looking  to  take  advantage 
of  duty-free  access  to  North  America.  •  Knowledge-based  corporations  especially  will  want  to 
know  more  about  our  generous  R&D  tax  credits.  We  invite  you  to  investigate  the  positive  outlook. 


vww.2ontario.com 

I  800  81 9-8701 


Ontmiio 

Canada 

The  Futures  Right  Here 
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Running  on  Empty 

while  "Super  Car,  Super  Feud"  (Dec.  9, 
2002,  p.  58)  provides  balance,  the  overall 
use  of  descriptions  and  juxtaposition 
leaves  readers  with  the  impression,  that 
Briggs  Cunningham  was  manipulated 
out  of  his  founder's  shares  by  a  conspir- 
acy involving  Credit  Suisse  First  Boston, 
General  Motors  and  Bob  Lutz.  Nothing 
could  be  further  from  the  truth.  A 
stockholder  has  no  right  to  require  that 
the  issuing  corporation  repurchase  the 
stock,  or  that  a  fellow  shareholder  re- 
purchase it.  Yet  that  is  what  Cunning- 
ham is  claiming  in  his  lawsuit. 

He  acquired  750,000  shares  in  the 
company  in  March  2001  at  $1  per  share 
and  acquired  an  additional  25,000  shares 
valued  at  $1  per  share.  Barely  eight 
months  later  he  attempted  to  sell  a  por- 
tion of  that  stock  to  his  fellow  stockhold- 
ers and  the  company  for  $5  per  share,  a 
400%  profit.  The  rationale  alleged  for  this 
claim  is  that  Cimningham  could  not  oth- 
erwise afford  to  pay  the  bank  loan  he  used 
to  purchase  the  stock  without  liquidating 
his  own  assets.  Cunningham's  claim  is 
based  on  the  expectation  that  either  Lutz 
or  GM  would  pay  off  his  loan  and  he 
would  retain  shares  for  free.  Lutz  did 
Cunningham  a  favor  by  arranging  a  bank 
loan  that  he  guaranteed  to  enable  Cun- 
ningham Motor  to  repurchase  Cunning- 
ham's shares.  Briggs  Cunningham  lost 
nothing.  He  received  what  he  paid  for  the 
shares  eight  months  earUer  and  profited 
by  receiving  other  benefits.  While  GM 
purchased  shares  several  weeks  later,  by 
no  means  did  any  party  have  an  obliga- 
tion to  purchase  Cunningham's  shares. 
You  refiised  to  recognize  the  crucial  point: 
Cunningham  is  the  only  party  who  made 
money.  Lutz  and  GM  lost  $2  million  each. 
STEVEN  I.  HARRIS 
Vice  President,  General  Motors 
Detroit,  Mich. 

Issuing  Credit 

"85  Innovations"  (Dec.  23,  2002,  p.  124) 
was  brilliant,  but  you  blew  it  on  the  com- 
puter. John  Atanasoff  s  computer  was 
digital,  but  not  reprogrammable.  Unless 
you  fancy  using  three  different  machines 
to  run  Word,  Excel  and  PowerPoint,  give 


Trustbusters 

The  "entrepreneurs"  you  defendi 
as  being  more  trustworthy  in 
"Why  I  Trust  Ken  Lay"  (Dec.  2% 
2002,  p.  234)  are  those  who  puril 
posefully  manipulated  facts  fo:]| 
pure  personal  profit.  :| 

G.  WESLEY  BENNETTij 
Erie,  Pall 


credit  to  the  fathers  of  Eniac,  the 
reprogrammable     computer:     J 
Mauchly,  Presper  Eckert  and  John 
Neumann.  As  for  the  1973  patent  cas 
may  have  been  the  first  time  (but 
tainly  not  the  last! )  that  a  judge  wa 
error  on  a  high-tech  issue. 

CHRIS  CHAi 
Oakland,  C 

Defining  Cliaracteristics 

In  "Dr.  Feelgood"  (Dec.  23,  2002,  p. 
we  incorrectly  described  AstraZene 
compound  AZD3582.  It  is  a  COX-inh 
ing  (COX-1  and  COX-2)  nitric  oxide  d( 
tor,  not  a  COX-2  inhibitor  with  niti 
oxide.  "Pet  Project"  (Dec  23,  2002,  p.\ 
should  have  attributed  the  Academ ; 
Molecular  Imaging  when  estimating 
annual  volume  of  PET  scans,  not  the 
sociation  of  Molecular  Imaging.  "E 
Allen's  Sweet  Spot"  (Nov.  25, 2002,  p. 
said  the  Internal  Revenue  Service's  ^ 
site  reflected  the  work  of  Booz  A 
Hamilton.  While  Booz  Allen  has  adv 
the  IRS  on  its  Web  strategy,  Accentui 
fact  redesigned  and  supports  the  site. 


Forbes! 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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With  a  series  of  simple  clicl<ing  sounds,  he  can 
teach  a  force  of  200  men  to  hunt,  to  treat  an 
illness,  even  how  to  find  an  appropriate  mate. 

How  well  do  you  share? 

Chief  Obijol's  method  of  disseminating  critical 
information  works  exceedingly  well  to  keep 
his  organization  on  the  same  page.  For  others, 
sharing  documents  and  images  more  effectively 
might  be  a  good  place  to  start. 
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Image  Communication 


www.ricoh-usa.com  featuring  Aticio  solutions. 


I  moved  my  money  to  Charles  Schwab  because: 


BEFORE,  I  VERY 

RARELY  HEARD  A  SELL 

RECOMMENDATION. 

I  feel  that  Schwab  has  my  interests  at  heart.  I  was  heavy  into  tech  and 
large-cap  stocks.  They've  ^^^^' >      helped  me  adjust  my  portfolio 


and  improve  my  asset 
feel  good  that  their 
commissions.  Now 
the  right  place. 


allocation.  And  it  makes  me 

advice  isn't  driven  by  their  brokers' 

I  feel  like  my  portfolio  is  in 


John 

moved  his  money 
to  Charles  Schwab 
in  August  2002. 


In  the  past  year,  individual  investors^l^H^HI^^^^^^BD  billion  in  assets  to 

Come  see  why  there's  never  been  a  better  time  for  Charles  Schwab' 
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Click 

schwab.com 

Visit 

370  locations  nationwide 
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ACT  AND  COMMENT 

y  Steve  Forbes,  editor-in-Chief 

i 

\Vith  all  thy  getting  get  understanding" 


The  War  on  Terror 


4E  FOCUS  IS  ON  IRAQ.  BUT  THE  WAR  WILL  ALSO  LEAD  TO  HAIR- 
IJsing  confrontations  with  Iran  and  North  Korea.  The  Iranian 
lerical  regime  will  ultimately  be  ousted.  North  Korea's  Kim  long 
'  especially  after  the  surprise  election  of  a  mildly  anti- American 
resident  in  South  Korea,  will  go  to  the  brink  in  threatening  to  use 


his  nukes  and  his  Seoul-targeted  artillery  and  bombers  in  order  to 
extort  money  from  the  West  to  keep  his  oppressive  regime  ahve. 
He  will  get  money,  food  and  oil — but  only  after  agreeing  to 
unprecedented  international  intrusions  and  inspections,  which 
will  begin  unraveling  his  murderously  malignant  dynasty. 


Dishing  Dinosaur  Democrats 


)  COUNTER  PRESIDENT  BUSH'S  ALLEGEDLY 
»ro  rich"  tax  cuts,  congressional  Democrats 
ill  propose  temporarily  suspending — for  six 
onths  to  a  year — the  Social  Security  and 
edicare  taxes  (15.3%,  split  between  the 
nployer  and  the  employee)  on  the  first 
),000  of  anyone's  income.  The  rebate  (esti- 
ated  to  be  bet%veen  $125  billion  and  $140 
Uion)  won't  do  any  lasting  good,  something 
;  should  have  learned  from  the  rebates  of 
)th2001  and  the  mid-1970s. 


Social  Security  privatizers  will  soon 
give  Senator  Tom  Daschle  plenty  to 
grimace  about. 


Instead  of  sounding  like  party  poopers. 
Republicans  should  counter  their  foes'  offer  with 
this:  By  all  means,  suspend  the  tax,  but  give 
workers  a  choice  of  taking  it  in  cash  or  having 
the  money  go  into  a  new,  personal,  individual 
Social  Security  retirement  account.  Washington 
Democrats  will  choke.  Personal  Social  Security 
retirement  accounts?  Never!  Republicans  could 
then  taunt  Democrats  about  being  against 
choice  and  against  workers'  having  true  flexibil- 
ity over  what  they  can  do  with  their  own  money. 


What^s  German  for  Dunce? 


RMANY  AND  FRANCE  ARE  STILL  AGGRESSIVELY  PUSHING 
eir  high  tax  agendas  onto  the  rest  of  the  European  Union. 
leir  latest  move:  announcing  that  they  want  to  end  "tax  com- 
tition"  between  EU  members.  They  profess  to  be  outraged  by 
le  distortions"  produced  by  countries  that  have  very  low  lev- 
of  corporate  taxation,  such  as  Ireland.  Such  behavior  by  Ire- 
id  and  others,  such  as  Britain,  is  "disruptive." 

Paris  and  Berlin  still  don't  get  it:  High  levies  are  economic- 
Dvvth  killers,  stifling  the  very  innovation  that  is  the  lifeblood  of 
;her  standards  of  living.  President  lacques  Chirac  and  Chancel- 
•  Gerhard  Schroder  labor  under  the  iUusion  that  economic  per- 
mance  has  little  to  do  with  the  level  of  taxation.  To  them,  tax- 
g  income  at  a  lower  rate  of  say,  25%  instead  of  50%  means  only 
at  you've  needlessly  deprived  yourself  of  tax  revenue. 

The  two  governments  profess  that  they  are  concerned  only 
th  corporate  taxes  and  the  value-added  tax,  that  they'U  leave 
rsonal  and  property  taxes  alone.  That's  about  as  beUevable  as 
each  government  officials  claiming  they're  not  on  the  take. 


Will  the  EU  always  be  as  obtuse  as  Paris  and  Berlin?  Must 
investors  look  elsewhere  for  dynamic  growth  opportunities? 

Help  may  be  on  the  way.  The  EU  has  just  decided  to  add  ten 
new  members,  most  of  them  former  communist  nations.  These 
states  want  economic  growth.  They're  more  apt  to  look  to  Ire- 
land and  Britain  for  inspiration  than  to  Germany  and  France.  In 
short,  the  Paris-Berlin  political  monopoly  that  has  existed  for 
decades  wfll  be  undermined.  The  idea  of  making  the  EU  a  top- 
down,  bureaucratically-administered-from-Brussels  political 
entity  is  becoming  a  practical  impossibflity.  Instead,  the  EU  will 
begin  to  evolve  into  what  it  shoifld  have  been  in  the  first  place:  a 
vast  free-trade  area  in  which  political  control  is  exercised  by 
individual  members,  with  EU  bureaucrats  in  Brussels  concerned 
only  with  reducing  internal  trade  barriers.  A  much  better  use  of 
time  than  nitpicking  over  regulations  about  how  loud  a  lawn- 
mower  can  be  and  what  qualifies  as  a  banana. 

The  German-French  tax  offensive  wfll  ultimately  faU.  The 
EU  and  the  rest  of  the  world  wiU  be  the  better  for  it. 


Terrorists  Are  Going  to  Hate  This 


[ANKFLTLY  THE  EU  WILL  BEGIN  NEGOTIATIONS  fN  TWO  YEARS 

the  accession  of  Turkey  It's  about  time.  France  and  others  have 

ig  gagged  at  the  thought  of  letting  this  Muslim  nation  into  their 

lb.  They  recently  professed  their  righteous  indignation  toward 

White  House  for  urging  that  Turkey  be  brought  into  the  fold. 


But  such  a  move  makes  aU  the  sense  in  the  world.  To  qualify, 
Turkey  will  continue  internal  political  and  judicial  reforms,  espe- 
daUy  in  the  area  of  human  rights.  This  is  the  same  process  once- 
less-than-democratic  nations  such  as  Spain  and  Portugal  went 
through  when  they  joined  the  Community  17  years  ago.  To  demon- 
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strate  to  Muslims  around  the  world  that  a  democratic,  secular  Mus- 
lim state  such  as  Turkey  can  become  a  full-fledged  member  of  the 
West  economically  and  politically,  as  well  as  militarily  (NATO), 


would  be  a  profoundly  positive  step.  Other  Mideast  states  mi 
then  try  to  emulate  the  Turkish  model,  which  would  be  an  en 
mous  blow  to  antimodernist,  anti-West  terrorists  and  fanatics. 


Lots  of  Lilliputian  Levies=Big  Headache 


DO  YOU  REALIZE  HOW  MUCH  THE  GOVERNMENT  CHARGES  YOU 
for  talking  and  flying  these  days?  Use  the  telephone,  and  you  get  hit 
with  a  3%  federal  excise  tax  on  local,  long  distance  and  wireless  ser- 
vices. Washington  also  collects  a  "universal  connectivity  fee,"  as 
well  as  a  "subscriber  line  charge"  that  can  end  up  costing  con- 
sumers $6  per  phone  line.  Then  there  is  a  dizzying  array  of  state  and 
local  taxes,  access  fees,  relay  fees,  line  charges, 
9 1 1  service  fees  and  so  on.  The  average  tax  bur- 
den on  phone  service  is  now  18%,  and  in  some 
states,  such  as  Virginia,  it's  almost  30%. 

Rueful  consumers  can  testify  to  the  same 
phenomenon  in  air  travel.  A  ticket  for  domes- 
tic or  international  travel  can  carry  an  effective 
tax  rate  of  25%  or  more,  including  a  tax  of 
7.5%  of  the  purchase  price,  "segment  charges," 
passenger  facility  charges,  passenger  security 
surcharges,  international  arrival  and  departure 


fees,  Immigratioo  &  Naturalization  Service  and  customs  fees  a 
of  course,  the  jet  fuel  tax  that  is  passed  along  to  consumers. 

One  way  for  Washington  to  help  the  beleaguered  airlj 
industry  would  be  to  pull  the  Air  Traffic  Control  System  ou' 
the  Transportation  Department  and  set  it  up  as  an  independ 
entity,  freed  from  pork-barrel-minded  politicians.  That  \ 
ticket  taxes  would  actually  be  used  to  upgr, 
Air  Traffic  Control  facilities  instead  of  be 
diverted  to  politicos'  pet  projects  that 
utterly  unrelated  to  air  travel.  A  numbei 
other  countries,  including  Canada,  the  U 
Germany,  Australia  and  New  Zealand,  h 
done  this  with  terrific  results  in  efficiency. 
A  helpful  step  for  the  battered  technoli 
sector  would  be  to  repeal  that  3%  federal  ex 
phone  tax  that  was  originally  enacted  to  h| 
finance  the  Spanish -American  War  of  189.i 


Big  Winner 

Ice-cold  diet  VaniUa  Coke,  a  liquid  paradise  for  those  with  a  sweet  tooth. 

By  the  Way... 


WHY  DOESN'T  THE  U.S.  LET  THE  AMERICAN  ARM  OF  THE  COCA- 
Cola  Co.  (and  other  soda-makers)  use  the  same  sugar  substitute 
for  diet  Coke  as  their  cousins  in  Europe  do? 

Overseas  diet  Coke  is  called  Coca-Cola  light.  It  has  a  sweet 


taste  that's  in  stark  contrast  to  the  version  we're  subjected  to. 
unlike  much  of  the  rest  of  the  world,  the  U.S.  still  bans 
sweet-tasting,  noncaloric  cyclamates,  even  though  resea 
shows  that  the  additives  are  perfectly  safe. 


Pure  Pitching  Perfection 


Sandy  Koufax:  A  Lefty's  Legacy — ^by  Jane  Leavy  (Harper- 
Collins, $23.95).  One  of  the  best  nonfiction  works  of 
2002,  this  portrait  of  arguably  the  finest  pitcher  in 
baseball  history  will  give  even  ardent  aficionados  of  the 
national  pastime  a  proper  appreciation  of  Sandy 
Koufax's  extraordinary  talent  and  character.  He  had  an 
almost  Lincolnesque  combination  of  intense  ambition, 
genuine  humility  and  principle  (he  refused  to  pitch  the 
first  game  in  the  1965  World  Series  because  it  fell  on 
Yom  Kippur).  He  came  up  with  pioneering  insights 
into  the  art  and  physics  of  pitching,  and  he  was  amaz- 
ingly stoic  when  he  was  in  intense  pain  during  a  game. 
Koufax's  career  was  nearly  short-circuited  because 
of  a  1950s  regulation  that  forced  players  who 
received  signing  bonuses  of  more  than  $4,000  to  Ib 
spend  their  first  two  years  in  the  Major  Leagues 
instead  of  in  the  minors,  where  they  would  have  been 
properly  prepared.  But  that  was  just  the  beginning  of 
the  challenges  Koufax  faced.  Dodgers  manager  Walter 
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Alston  apparently  resented  Koufax  and  refused  to 

him  on  a  regular  basis.  Incredibly,  it  was  not  until  K( 

fax's  seventh  season  that  he  was  given  a  permanent  pi 

in  the  Dodgers'  starting  rotation.  Another  problem:  1 

odgers  offense  in  Koufax's  peak  years  was  awfiil. '. 

incredible  win-loss  record — 129-47  in  that  perioc 

would  have  been  even  better  had  he  been  widi  a  te 

that  could  score  more  than  one  or  two  runs  per  gam 

In  1966,  at  age  30,  Koufax  called  it  quits.  Despil 

crippled  arthritic  arm  that  sometimes  swelled  to  tw 

its  normal  size,  he  won  27  games  his  last  season. 

Excerpt  The  Dodgers  not  only  counted  on  [Kouf 

to  win,  they  counted  on  him  to  make  them  all  I 

ter,  to  infuse  even  the  most  modest  among  them  with 

quiet  bravado.  If  he  was  bullet-proof  so  were  th 

When  a  television  network  offered  him  $25,000  to  fib 

documentary  on  a  day  in  his  life,  he  said  he  would  d 

for  $35,000— and  only  if  $1,000  was  given  to  ev 

member  of  the  team  and  coaching  staff. 


Introducing  the  Honda  FCX, 

the  first  zero-emission 

fijel-cell  car  on  the  road. 


HOW   IX  WORKS 

Fuel  Cell 


Simply  put,  hydrogen  fuel  goes  in.  Electricity  is  created. 
Water  vapor  goes  out.  No  more  gasoline.  No  more  emissions. 


The  Honda  FCX  is  the  first  fijel-cell  car  to  be  government-certified 
for  everyday  use.  Being  first  is  a  good  feeling.  We  should  know.  Honda 
has  been  a  pioneer  of  environmental  technology  from  the  beginning 

The  1975  Civic  CVCC  was  the  first  car  to 
meet  the  emission  standards  of  the  Clean  Air 
Act  without  a  catalytic  converter  Then  came 
the  natural-gas  Civic  GX.  With  its  near-zero- 
emission  engine,  the  EPA  has  called  it  the 
cleanest  engine  on  Earth,  in  1999,  America 
welcomed  the  Insight,  the  first  hybrid  gas-electric  car  from  Honda. 
And  just  this  year,  the  Civic  became  the  first  mass-market  vehicle  to 
provide  a  hybrid  powertrain  option  in  the  United  States. 

See  what  we  mean?  Its  a  little  like  tradition.  Now,  with  the  stamp 
of  approval  fi'om  the  Environmental  Protection  Agency  and  the 
California  Air  Resources  Board,  Honda  is  delivering  a  family  of  new 
FCX  fuel-cell  vehicles  to  its  first  customer,  the  City  of  Los  Angeles. 

Step  by  step,  Hondas  long-standing  dream  of  a  zero-emission 
future  may  just  become  a  reality  For  more  information  on  the  new 
FCX,  visit  us  at  honda.com. 


The  power  of  dreams: 


^mtta^n  Honda  Motor  Gd,.  Inc. 


Virgln.com  uses  .NET  connected  software  from  Microsoft  to  be  art 
agile  business.  Collecting  voluntary  information  about  its  customers 
through  Virgin.com,  any  one  of  30  plus  business  divisions  can  use  the 
information  to  create  tailored  offerings.  Sending  alerts  to  customers' 
PC's.  Virgin  Mooiles  and  other  devices,  Virgin  can  cross-sell  everything 
from  '  /M;ms  to  airline  tickets.  Now  that  rocks. 


^! 


•1 

i 
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0  2003  Microsoft  Corporation.  All  rights  reserved.  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  In  the  United  States  and/or  other  countries.  The  names  of  actual  companies  and  products  mentioned  herein  may  be  the  trademarks  of  "^<    n" 


AND  ROW  12 


r  entire  company  anticipate 
nd  react  to  customer  deslre.'H6w  cJo  you  use  the  information  your  customers 
ive  you  to  offer  the  products  they  want?  .NET  connected  software  from  Microsoft 
eamlessly  ties  together  all  your  different  systemsrctatabases  and  platforms.  So 
3u  can  get  a  360  degree  view  of  your  customers  and  better  tailor  everything  you 
ave  to  offer.  To  see  how  other  companies  are,  better  connecting  with  customers, 
3  to  microsoft.com/customerknowiedge  (software  for  the  Agile  Business. 


OTHER  COMMENTS 


/  was  brought  up  to  believe  that  the  only  thing  worth  doing 
was  to  add  to  the  sum  of  accurate  information  in  the  world. 

—MARGARET  MEAD 


Pulling  up  Stakes  if  there  is  an  indictment  of  the 
pubHc  school  system,  it  is  the  fear  exhibited  by  its  defenders. 
They  worry  that  if  people  are  given  a  chance  to  leave  v^ith 
vouchers  or  tuition  tax  credits,  public  schools  will  be  abandoned 
like  ghost  towns  in  the  Old  West.  And  that  may  not  be  such 
a  bad  thing.  When  an  institution  no  longer  serves  people  well, 
they  react  negatively  either  by  complaining  or  exiting.  If  trying 
to  fix  the  system  doesn't  work,  parents  need  to  have  the  option 
to  pull  up  stakes  and  move  on,  instead  of  subjecting  their  chil- 
dren to  schools  that  can't  educate. 

—CASEY  J.  LARTIGUE  JR.,  Cato  Institute 

Tough  to  Take  Few  things  are  harder  to  put  up  with 
than  the  annoyance  of  a  good  example. 

—MARK  TWAIN 

The  Tax  Cartel  Cometh  Europe's  remorseless 
quest  for  tax  harmonization  shows  no  sign  of  abating.  The  EU 
already  has  an  agreed  minimum  VAT  rate  of  15%  and  the  Euro- 
pean Commission  is  seeking  to  harmonize  taxes  on  corporate 
income,  tobacco,  energy  and  digital  products. 

Tax  harmonization  drives  taxes  up;  tax  competition  drives 
them  down.  The  Thatcher-Reagan  tax  reforms  were  imitated 
across  the  world.  This  was  not  because  politicians  wished  to  reduce 
the  mounting  tax  burden  on  their  citizens  and  companies,  but 
because  the  stimulus  of  competition  obliged  them  to  follow  suit, 
often  reluctandy — or  risk  an  outflow  of  capital  and  the  export  of 
jobs.  As  tax  specialist  Barry  Bracewell-Milnes  [has]  pointed  out, 
tax  cartels  tend  to  be  far  more  harmftil  than  commercial  cartels. 
This  is  because  elections  in  which  it  may  be  possible  to  express  a 
view  about  taxes  occur  only  infrequently,  whereas  there  are  many 
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"Itsays/buyandhold": 


commercial  decisions  every  day;  because  government  activflj 

involves  coercion;  and  because  reducing  taxes  even  at  the  natioi* 

level  is  far  harder  than  competing  by  price  in  the  marketplace,    i 

—JOHN  BLUNDELL,  Institute  of  Economic  Affairs  (Londonj 

Wall  Street  Journal  Eurof, 

J 
Talking  Taxes  The  [3%  federal]  phone  excise  tax  hi 

proved  to  be  harder  to  get  rid  of  than  crabgrass  or  cockroachei 

Yet,  its  only  justification  for  existence  ceased  when  the  Spanis 

lost  the  battle  of  Manila  Bay.  While  millionaires  100  years  ago  ma 

have  been  willing  to  stomach  the  tax  in  order  to  avenge  the  Main 

the  phone  excise  tax  today  is  one  of  the  most  regressive  taxes  o 

the  books  and  one  that  none  of  America's  underprivileged  fam 

lies  can  afford.  Many  in  Congress  have  expressed  the  hope  that  n 

Americans  are  left  behind  in  the  technology  revolution.  Gettin 

rid  of  this  regressive  telecommunications  tax  would  be  the  ma 

sensible  step  that  Washington  could  take  to  flirther  that  goal. 

—ERIC  V,  SCHLECHT,  National  Taxpayers  Unio 

Whaddya,  Blind?  Koufax  believed  in  the  outside  coi 
ner  of  the  plate  the  way  some  people  believe  in  reincarnation, 
was  a  tenet  of  his  faith  that  anyone  who  can  put  a  fastball  on  tk 
outside  corner  of  the  plate  85%  of  the  time  can  win  fiftee 
games  in  the  major  leagues.  He  never  believed  in  just  getting 
pitch  over;  every  one  had  a  purpose.  Throwing  strikes?  Ova 
rated  dogma.  Challenging  a  power  hitter  inside?  Macho  postiu 
ing.  His  job  was  to  train  the  home  plate  umpire  to  define  th 
strike  zone  as  he  saw  it,  expanding  it  inch  by  inch,  inning  b 
inning,  cajoling  him  into  giving  a  little  more,  and  then  a  litt 
more.  When,  finally,  he  had  a  batter  where  he  wanted  him,  lear 
ing  out  over  the  plate,  he'd  come  inside — and  then  go  outsic 
again.  "You  pitch  outside,  you  throw  inside,"  he  liked  to  say. 
—JANE  LEAVY,  Sandy  Koufax:  A  Lefty's  Legai 

v^anneu  Mlgran  Changulyan  and  13  others  have  bee 
charged  by  the  state  of  California  with  fraud  and  face  up  to  eigl 
years  in  prison  each.  What  did  they  do?  They  recycled  cans  an 
bottles,  reported  the  Los  Angeles  Times.  California  forces  cor 
sumers  to  pay  a  deposit  on  beverages  sold  in  glass,  plasti 
or  aluminum  containers.  That  deposit  can  be  redeemed  at  stai 
collection  centers.  But  Changulyan  and  others  are  charged  wit 
buying  bottles  and  cans  in  Mexico  and  states  that  don't  chai^ 
a  deposit  and  bringing  them  to  California  to  collect  money.  Di 
carded  aluminum  cans  can  be  had  elsewhere  for  about  $95 
a  ton  and  then  sold  in  California  for  about  $2,490  a  ton.  Plast 
botdes  sold  for  $90  a  ton  out  of  state  brought  $910  in  Californi  F 

—CHARLES  OLIVER,  Reason  Online    1 1 
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It's  all  the 
computers  you  need, 

Introducing  one  computer  that  works  like  more 

than  one:  the  Compaq  Tablet  PC.  Connect 
it  to  its  optional  dock  and  it's  a  desktop.  Attach 

the  included  keyboard  and  it's  ready  to  go  as 

a  laptop.  Or  write  right  on  the  screen  and  you  can 

create  editable  documents  without  a  keyboard 

at  all.  To  find  out  how  $1,699'  can  get  you  the 

computer  that  adapts  toyour  work  environment, call 

1-800-888-8129  or  visit  www.compaq.com/tabletpc/ad. 

When  it  really  matters,  choose  Compaq. 

The  Conipoq  Tablet  Vt. 
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HP  recomrni  r 
Professional  fo:  •■^c 
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Hewlett  Pjckrird  Company  Fitimaten 
I  price.  Actual  pncei  may  v.iry  Shipping;, 
.iiul  taxes  not  intludi-d.  Docking  station 
;irat»>ly  Microsoft*  and  Windows*  are 
stered  trademarks  of  Microsoft  Corp 
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BearingPoint  On 
The  Get  It  Done  Culture. 


Our  clients'  success  drives 


our  own  success.  It's  what 


tliey  expect  and  deserve.  It's  part 
of  our  company's  foundation  that's 
deeply  rooted  in  getting  the  job  done 
right.  At  BearingPoint — formerly 


KPMG  Consulting,  Inc. — we  help 
our  clients  align  their  business  and 
systems  to  achieve  their  desired  goals. 


With  an  attitude  of  whatever  it  takes 


BearingPoint 


Formerly  KPMG  Consulting,  Inc 
Business  and  Systems  Aligned.  Business  Empowered.' 


to   help   make   our  clients 
successful.  And  help  them 


navigate  through  the  tough  economic 
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URRENT  EVENTS 

Caspar  W.  Weinberger,  chairman 


The  Decline  of  Liberalism? 


;  END-OF-YEAR  PAUSE  FROM  DAILY  PREOCCUPATIONS,  AS 
I  as  from  the  larger  issues  of  war,  peace  and  national  security, 
p  me  the  opportunity  to  ruminate  on  what  some  are  calling, 
naps  too  optimistically,  the  "decline  of  liberalism." 
Education  and  health  care  are  two  of  government's  most 
•ortant  and  most  expensive  responsibilities.  Those  whose 
ounded  belief  in  the  capabilities  of  government  and  whose 
c  convictions  oppose  turning  to  the  private  sector  or  any 
sr  alternative  to  government  for  solutions  to  problems 
naing  education  and  health  care  (in  the  U.S.  these  people  are 
illy  called  "liberals")  have  dominated  the  agenda  in  these 
s  for  many  years.  Their  distrust  of 
governmental  solutions  has  led  to 
active  and  continued  opposition 
leasures  that  would  lessen  the  gov- 
nent's  domination  in  these  sectors. 


iication 

most  glaring  example  of  this  vis-a- 
ducation  is  the  visceral  opposition 
jublic  school  advocates  to  any 
>ol  choice/voucher  plans  offering 
hildren  of  low-income,  inner-city 
Jies  an  opportunity  to  attend  bet- 
schools  than  the  failing  public 
ols  to  which  many  are  now  condemned. 
n  the  District  of  Columbia  government  funding  for  public 
ols  is  at  a  higher  level  per  pupil  than  it  is  in  most  states  in 
J.S.,  yet  Washington's  schools  are  by  common  agreement 
ng  ihe  worst  in  the  nation.  Here,  various  experiments  that 
Id  give  parents  the  right  to  receive  a  voucher  (equivalent  to 
:ost  of  their  children's  public  school  education  that  they 
d  then  use  at  any  other  public  or  nonpublic  school)  have 
fought  tooth  and  nail  by  the  liberal  public  school  estab- 
nent,  especially  the  teachers'  unions  and  the  National  Edu- 
>n  Association. 

he  liberals  say  they  are  opposed  to  voucher  programs 
use  they  violate  the  Constitution;  public  funds  cannot  be 
to  pay  for  education  at  parochial  or  other  nonpublic  schools. 
;nt  rulings  by  the  Supreme  Court  and  other  tribunals, 
:ver,  have  increasingly  supported  such  choice  programs. 
Currently  public  schools  receive  funding,  no  matter  how 
they  may  be.  But  if  parents  receive  what  is  essentially  the 
of  their  children's  public  school  education  and  apply  it  to  a 
ol  of  their  choice,  liberals  fear  that  the  poorly  performing 


schools  wiU  be  deprived  of  "their"  funds.  In  any  other  field  the 
opposition  of  people  in  the  equivalent  positions  of  the  teachers, 
administrators  and  others  in  the  public  school  system  would  be 
called  a  "conflict  of  interest."  Nevertheless  it  is  a  standard  lib- 
eral tactic  to  use  any  means  possible  to  defeat  a  voucher  system 
wherever  it  is  proposed. 

My  interest  in  school  choice  goes  back  some  50  years  to 
when  I  was  a  member  of  the  California  state  legislature.  And 
later,  in  the  1970s,  I  supported  an  experiment  of  vouchers  in  a 
single  small  school  district  called  Alum  Rock,  near  San  Jose. 
Opposition  to  even  this  small  pilot  study  was  instantaneous  and 
very  nearly  violent.  It  was  amended  to 
death  before  it  was  even  started. 

In  the  few  places  where  vouchers 
have  been  tried,  the  experiment  has 
more  than  proven  itself  by  the  marked 
improvement  in  the  students'  atten- 
dance and  in  their  performance,  as  evi- 
denced by  their  test  scores.  Thus,  by 
objective  standards,  vouchers  are  a 
major  success. 


Children  of  the  poor  benefit  the  most  from  school 
choice/voucher  programs. 


Health  Care 

The  standard  liberal  preference  for  a 
health  care  plan  is  the  ill-named  "single 
payer"  program.  Under  this  plan  government  operators  run  the 
program  and  taxpayers  pay  for  all  health  care  costs.  This  is  the 
"ideal"  that  Hillary  Clinton  tried  to  impose  on  us  all  in  1993  and 
that  the  likes  of  Senator  Edward  Kennedy  (D-Mass.)  and  for- 
mer Vice  President  Al  Gore  continue  to  back.  Incidentally,  Ore- 
gon voters  rejected  such  a  plan  by  a  large  margin  last  November. 

To  sum  up:  Liberals  insist  that  the  government  be  the  only 
provider  of  public  education  and  that  the  government's  role  in 
health  care  be  enlarged  to  100%  ownership  and  control. 

No  wonder  the  supporters  of  Big  Government  fear  a  decline  in 
liberalism  is  taking  place.  If  liberalism  is  indeed  losing  favor  with 
voters,  it  is  because  so  many  have  come  to  understand  that  the  only 
thing  "liberalism"  now  stands  for  is  enlarging  the  power  and  cost 
of  government,  which  in  turn  reduces  our  freedom.  Republican 
successes  in  the  2002  election  are  directly  traceable  to  the  people's 
distrust  of  larger,  more  costly  and  more  powerful  government. 

But  there  is  yet  another  reason  for  the  decline  of  liberalism. 
Security.  Voters  have  given  the  GOP  a  clear  margin  over  the 
Democrats  as  the  party  best  suited  to  preserve  our  safety  and 
our  freedom.  F 
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uilds  confidence. 


When  you  set  out  to  conquer  e-business  challenges,  success  or  failure  often  hinge'- 
on  your  technology  partner.  Consider  the  partner  that  4  out  of  5  FORTUNE  500 " 
companies  already  trust:  Sterling  Commerce.  With  a  25-year  track  record  of 
helping  businesses  successfully  improve  performance  and  operating  metrics, 
no  partner  is  more  dependable  or  more  knowledgeable. 

integrating  existing  processes?  Developing  new  ones?  Building  entire  electronic 
trading  communities?  Look  to  us  for  dependable  software  and  services. 
;s  all  a  matter  of  confidence. 


J  Sterling  commerce 


O2002  Starting  Commerce.  Inc  ALL  RK3HTS  RESERVED.  Sterting  Cocnmerc*  and  the  Sterling  Commerce  logo  are  trademarks  of  Sterling  Commerce,  I 
Sterling  Commerce  is  an  SBC  Communications  Inc.  company 


IGITAL  RULES 

Rich  Karlgaard,  publisher 


Can  Software  Startups  Succeed? 


BV  ISSLTS  AGO  I  OPINED  THAT  THE  WORST  JOB  IN  CORPO- 
;  America  was  that  of  a  CIO — chief  information  officer — 
i)\vn  depressingly  within  the  ranks  as  "career  is  over."  Some 
ders  disputed  this,  venturing  that  celebrity  CEOs,  being  in 
h  bad  odor  these  days,  had  grabbed  the  title.  Nah-h-h.  Ask 
irself  WTio  gets  the  Gulfstream?  Who  gets  to  play  at  Augusta? 
)lic  scorn  has  its  compensations. 

A  worthier  contender  for  worst  C-title  job  in  America  would 
CEOs  of  venture-backed  software  companies.  These  poor 
)pies  could  fill  up  a  large  city  pound.  Their  search  for  new 

nue  is  very  tough  these  days.  CIOs  aren't  buying  much  soft- 
e  from  startups. 

Think  it's  rough  out  there?  It's  rough  at  home,  too.  Software- 
tup  CEOs  are  getting  their  ears  boxed  by  the  very  folks  who 
unnier  weather  had  posed  as  their  wise  counselors,  the  board 
irectors — i.e.,  the  venture  capitalists.  That's  because  the  VCs 
Tiselves  are  in  a  panic.  If  the  oversupply  of  software  startups 
ad,  it's  far  worse  for  venture  capital.  There  simply  are  too 
ly  venture  capitalists  in  the  U.S. — 9,000,  up  tenfold  from 
-and  too  many  ftmds.  Nearly  every  venture  capital  fund 
ed  in  the  late  1990s  will  lose  money — double-digit  gobs  of  it. 

-lopping  mad  are  those  pension  hinds  and  university  endow- 
its  that  traditionally  grubstake  VCs.  Stanford  University, 
ch  invests  10%  of  its  $7.6  billion  endowment  in  private  equity, 
ntly  slipped  the  word  to  VCs  that  only  2  of  die  country's  1,200 
IS  are  guaranteed  a  future  slug  of  cash.  Go  fish  if  your  n,ame 

Kleiner  Perkins  Caufield  &  Byers,  or  Sequoia  Capital. 

t  is  hard  to  overstate  the  depth  of  anger  that  now  exists 
veen  limited  partners  and  VCs.  One  pension  fund  manager 

p.o.'d  he  clicks  to  ghin.com  to  check  golf  handicaps  of  VCs. 
liays  some  VCs  played  more  than  100  rounds  of  golf  in  2002. 

t's  proof,  says  the  pension  fund  manager,  that  these  VC  duf- 

are  sitting  on  their  duffs — milking  billion-dollar  funds  for 
2.5%  annual  management  fee. 

ng  Odds,  But  Still  Possible 

)f  this  fear  and  loathing  has  trickled  down  to  the  poor  soft- 
-'  CEO.  Most  are  doomed.  Those  rare  ones  who've  turned  a 
it  are  watching  their  valuations  go  to  earth.  A  lawyer  in  SUi- 
Valley  told  me  that  a  famous  VC  firm  overruled  its  CEO  and 
profitable  startup  go  bankrupt  to,  get  this,  escape  a  lease — 
idly  freakin'  lease!  Did  it  occur  to  the  VCs  that  a  bankruptcy 
Id  tarnish  the  startup's  image  with  paying  customers?  Are 
irms  that  myopic?  Aparently  so. 

success  for  a  software  startup  is  still  possible,  if  harder  to 
e  by.  Here  are  ten  tips  on  how  to  beat  the  odds: 
)rget  trying  to  be  mission  critical.  No  CIO  in  America  is 


going  to  bet  his  company  on  a  little-known  startup.  Go  after  a 
niche,  and  then  work  like  hell  to  make  your  customer  happy. 
Worried  you'll  get  trapped  in  the  niche?  Think  of  PeopleSoft.  It 
started  out  selling  software  for  human  relations  departments. 
PeopleSoft  worked  its  way  up  the  ladder — always  thrilling  cus- 
tomers at  each  rung — and  now  sells  mission-critical  supply- 
chain  software.  Over  time  PeopleSoft  won  the  market's  permis- 
sion to  move  upscale.  It  can  be  done. 

•  Avoid  like  the  plague  the  phrase  "total  solutions"  when 
describing  your  product.  It's  empty,  and  only  somebody  as  large 
and  integrated  as  IBM  can  get  away  with  it. 

•  Avoid  using  the  acronym  "ROI."  True,  every  IT  department 
wants  a  return  on  investment — counted  in  weeks,  not  years — 
but  the  phrase  has  lost  all  meaning. 

•  Use,  instead,  the  phrase,  "reduce  customer  risk" — and  be  very 
specific  about  what  you  mean. 

•  Define  success  in  the  customer's  terms.  This  formula  has 
worked  for  RightNow.com,  which  promises  to  cut  your  call-cen- 
ter costs  with  a  Web-hosted  service.  Venture-backed  RightNow 
did  $8  miUion  in  sales  and  had  $1  million  in  cash  flow  during 
the  final  quarter  of  2002. 

•  Send  the  CEO  on  sales  calls.  "Your  odds  of  success  go  from 
2%  to  20%,"  says  Neiman  Marcus  CIO  Phillip  L.  Maxwell. 

•  Be  willing  to  share  your  source  code.  Even  if  your  software  is 
the  coolest  code  since  the  Internet,  CIOs  will  worry  about  your 
startup's  survival  and  what  will  happen  if  your  company  dies. 
Putting  your  source  code  in  escrow  will  mitigate  that  worry. 

•  Don't  compete  on  price;  compete  on  speed.  Some  startups  are 
so  hungry  for  customers  they  give  their  product  away.  The 
smart  CIO  knows  this  only  increases  the  odds  that  the  startup 
will  run  short  of  money  and  die.  Speed — of  implementation,  of 
problem  solving- — -shows  IQ  and  commitment. 

•  Go  ahead  and  ask  for  vendor  financing,  but  be  ready  to  show 
that  it's  not  needed  to  make  payroll. 

•  Never  use  a  customer  as  a  referral  without  the  customer's 
prior  approval.  It's  amazing  how  many  startups  neglect  this  sim- 
ple rule  of  etiquette. 

Memo  to  Scott  McNealy 

Sun  Ray  is  one  of  the  coolest — but  most  poorly  marketed — 
products  I've  seen  in  20  years.  The  idea  that  anyone  can  insert 
his  employee  badge  into  any  computer  in  the  world  and  watch 
his  own  desktop  appear  on  the  screen  instantly  is  astounding. 
Show  the  world  what  you  showed  me  in  your  office  in  Decem- 
ber, and  Sun  will  rise  again.  F 

T^Orllf*^  I  ^'^''  ^'^^  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
^^^MMiFi^  I  or  e-mail  him  at  publlsher@forbes.com. 
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For  more  financial  stats,  go  to  www.forbes.com/makers. 


A  Good  Call 


WIRELESS  LATELY  HAS  ALL  THE  APPEAL  OF  A  TOXIC  WASTE 
dump.  Market  penetration  is  nearing  50%  of  the  U.S.  pop- 
ulation, meaning  slow  growth  ahead,  and  there  are  too  many 
companies  selling  the  service.  So  avoid  this  particularly 
blighted  patch  in  the  troubled  telecom  landscape,  right? 

Nope.  Patrick  Comack,  analyst  at  institutional  broker 
Guzman  &  Co.,  says  the  time  to  get  into  wireless  is  before  the 
coming  wave  of  consolidation  rationalizes  the  industry.  His 
favorite  is  AT&T  Wireless  (7,  AWE).  Guzman  &  Co.  has  been 
an  underwriter  for  the  company  but  says  it's  done  with  that. 

Spun  off  from  its  parent  in  2001,  AT&T  Wireless  is  third 
largest  in  subscriber  count  and  the  largest  that  is  freestanding. 
Leader  Verizon  Wireless  is  a  joint  venture  of  Verizon  and  Voda- 
fone,  number  two  Cingular  is  an  SBC-BellSouth  collaboration 
and  number  four  Sprint  PCS  is  a  tracking  stock  of  Sprint. 
Comack  is  willing  to  overlook  AT&T  Wireless'  recent  negatives:  a 
$2  billion  third-quarter  loss  (mostly  from  writedowns  of 
licenses  and  other  investments)  and  the  November  resignation 
of  the  business  unit's  president. 


Under  Chairman  John  Zeglis,  a  telecom  veteran,  AT. 
Wireless  has  been  rolling  out  third-generation  broadband  se 
vices  nationally.  The  company  has  reached  a  point  where  it  c< 
ratchet  back  on  capital  spending,  from  $5  billion  in  2002  to  !| 
billion  this  year.  For  2002's  first  nine  months  revenues  we 
up  16%  to  $11. 6  billion,  and  in  the  third  period  matched  Cii 
gular's  $3.8  billion.  The  enterprise  value  (debt  plus  mar 
value  of  common)  is  $27.8  billion,  or  5.7  times  what  Com; 
expects  for  2003  net  before  depreciation,  interest  and  taxes. 

— Emily  Lambtl 


Stepping  Up 
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RETAILERS,  SUFFERING  FROM  A  WEAK 
Christmas,  are  hurting  these  days.  Pay- 
less  ShoeSource  (51, 
PSS),  however,  has 
managed  to  hold  its 
own.  The  4,960- 
outlet  chain,  the 
second-largest  shoe 
chain,  with  5%  of 
the  market,  saw 
sales  decline  2%  to 
$2.2  billion  in  the  nine  months  through 
Nov.  2.  Still,  lower  product  costs  have 
allowed  Payless  to  keep  up  profitability. 

Net  income  advanced  27%  to  $101 
million  for  the  period.  Abhay  Desh- 
pande,  analyst  at  First  Eagle  Funds, 
notes  how  deftly  Payless  has  warded  off 
rivals — Foot  Locker,  the  largest  shoe 
chain,  and  number  three  Wal-Mart — by 
keeping  prices  rock-bottom  ($15  for  the 
average  pair).  Ads  featuring  TV  talk 
show  host  Star  Jones  are  helping. 

Earnings  per  share  for  2002  at  Pay- 
less should  come  in  around  $4.77.  Desh- 
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pande  sees  revenues  increasing  with  an 
economic  upturn  and  the  profit  margin 
returning  to  its  customary  level,  boost- 
ing earnings  per  share  to  $6.50  by  2004. 
The  stock  is  cheap  at  1 1  times  trailing 
earnings.  — Nathan  Vardi 


Cash  and  Carry 

NOTHING  CAN  BE  MORE  FICKLE  THAN 

clothing  sales.  Look  at  the  Gap.  Timothy 

Curro,  manager  of 

hedge   fund  Value 

Holdings,  has   not 

found  another  hot 

store,  but  he  sees  a 

solid  performer  in 

teenybop    clothier 

Deb  Shops  (21,  debs), 

trading  at  a  mere  ten 

times  earnings.  Gap's  multiple  is  66. 

Earnings  will  likely  inch  up  4%  from 
200rs  $29  million.  Deb  Shops  has  no 
debt  and  $140  million,  or  $10  a  share, 
in  cash.  — Michael  Maiello 


Slaughterhouse 


Stock  price 
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FAMOUSLY  FOUNDED 

in  1985  in  an  Iowa 

farmhouse   with    a 

$10,000  loan  secured 

by  Chairman  Ted  W 

Waitt's      grandma. 

Gateway  (3,  CTW)  and 

its  cow-spotted  boxes 

found  green  pastures. 

The  stock  peaked  at  $81  in  1999.  But  Wa 

has  milked  personal  computers  for 

they're  worth.  Now  PCs  are  a  commodi 

and  Gateway  is  caught  in  a  price  war  wi 

far  stronger  Dell  Computer. 

Unlike  Dell,  Gateway  faces  big  ov< 
head  costs  from  the  274-store  retail  cht 
it  foolishly  created  in  palmier  1996.  Dri 
ping  with  red  ink.  Gateway  has  seen  n 
enues  for  2002 's  first  three  quarters  si 
37%  to  $3.1  billion.  Analysts  expeci 
worse  2003.  Seeking  a  way  out,  Gatew 
has  started  selling  plasma  TVs  and  spen  fe 
ing  more  on  marketing.  Desperate  mea  l 
for  desperate  times.  Short  the  sto(  ? 
Cover  at  $1.50.       — Christopher  Helm 
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*!  Wouldn't  it  be  nice  if  yourv 

HBratop  could  do  your  shopping  on  the  Internet?  Or  if  you  could 
ite  your  air-conditioner  with  a  UMTS  mobile  phone? 
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Life's  becoming  even  easier  than  ever  before 

thanks  to  the  intelligent  networi<ing  of  digital  products  fro  t  LG, 

You  can  find  out  how  under:  vuvuw.lge.com 
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ON  MY  MIND  ^^ 

By  Timothy  Lynch,  director  of  the  Cato  institute's  project  on  criminal  justice 
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The  Paper  Chase 

Companies  have  civic  duties,  but  the  cost  of  complying  with  subpoenas  is  outrageous. 


EVERY  DAY  BUSINESSES  ACROSS  AMERICA  GET  SUBPOENAS  FROM 
law  enforcement  agencies.  The  police  are  trying  to  uncover  ille- 
gal activity,  and  they  want  business  records — a  Visa  chit,  a  print- 
out of  200  phone  calls,  a  copy  of  every  check  a  bank  customer 
has  written.  Most  businesses  want  to  be  helpful.  But  who  should 
bear  the  costs  of  collecting  the  information? 

Under  existing  law  the  costs 
are  borne  by  business.  And  some- 
times those  costs  are  huge.  The 
U.S.  Telecom  Association  says 
that  one  of  its  member  compa- 
nies spent  $3.7  million  a  year 
accommodating  law  enforcement 
subpoenas  (and  civil  investigative 
demands,  which  are  subpoena- 
like orders  coming  fi-om  agencies 
rather  than  grand  juries). 

Since  the  Sept.  1 1  attacks  the 
demands  have  gotten  more  insis- 
tent. Finding  19  telltale  airplane 
tickets  in  a  sea  of  600  million  is 
no  small  task.  Banks  handle  200 
million  checks  and  more  than  a 
trillion  wire  transactions  a  day. 
Kindly  fish  through  that,  the  cops 
are  saying  to  the  banks,  and  spot 
the  money  launderers. 

To  crack  down  on  money 
laundering,  in  1970  Congress 
required  banks  to  maintain 
copies  of  all  the  checks  that  passed  through  their  institutions.  A 
congressional  report  estimated  that  a  minimum  of  20  billion 
checks  would  have  to  be  microfilmed  every  year.  The  constitu- 
tionality of  the  law  was  challenged,  partly  because  Congress 
made  no  attempt  to  compensate  the  banks  for  that  mandate. 
The  Supreme  Court  upheld  the  law,  however,  finding  the  cost 
burden  to  be  not  "unreasonable." 

Elizabeth  Duke,  chairman-elect  of  the  American  Bankers 
Association,  says,  "I  can  tell  you  from  personal  experience  that 
the  cost  to  the  banks  is  huge.  Whenever  you  get  an  agent  [usually 
from  the  Internal  Revenue  Service]  on  a  fishing  expedition,  the 
cost  can  really  soar."  Keep  in  mind  that  both  the  states  and  the 
federal  government  are  enacting  ever  more  criminal  statutes. 

Wliile  the  law  provides  an  avente  for  "unreasonable"  sub- 
poenas to  be  "quashed,"  this  safety  fuse  is  all  but  useless  as  a 
practical  matter.  Why  should  a  b  isiness  spend  money  on 
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"Take  the  cost  of  answering  subpoenas  directly 

out  of  the  budgets  of  law  enforcement  agencies. 

That  would  stop  the  fishing  expeditions." 


lawyers  when  the  courts  almost  always  side  with  the  police? 

One  wireless  carrier  received  a  subpoena  in  2001  that  co 
tained  50  pages  of  telephone  numbers.  The  police  demanded  ti 
customer  records  for  every  phone  number  listed — and  the  su 
poena  had  to  be  answered  in  five  days.  A  professional  had 
spend  an  entire  week  on  nothing  else.  And  remember,  that's  jii 

one  subpoena  from  one  sing 
agency.  Computerization  mig 
or  might  not  reduce  the  burde 
What  if  the  subpoena  can  i 
answered  only  by  hiring  a  cor 
puter  programmer? 

One  telephone  compa 
received  a  subpoena  from  t 
Drug  Enforcement  Administr 
tion  demanding  all  published  a 
unlisted  phone  numbers  and  ci 
tomer  names  in  its  service  an 
Much  of  that  information  cot 
have  been  obtained  from  coi 
mercial  databases.  The  DEA  to 
the  cheap  and  easy  route — che 
and  easy  for  itself,  that  is. 

No  business  is  exempt  frc 
the  subpoena  power  of  gover 
ment.  Police  agencies  < 
demanding  client  informati 
from  airlines,  car  rental  comj 
nies,  credit  card  companies,  u 
versities,  hospitals,  Internet  S' 
vice  providers  and  even  bookstores.  The  federal  government  1 
made  its  position  plain  in  court  papers:  Despite  any  coj 
despite  any  risk  of  possible  lawsuits,  despite  any  conscientic 
objections,  "the  Executive  Branch  of  government  has  inhen 
power  to  require  the  assistance  of  citizens  in  carrying  out  its  1 
enforcement  duties,"  according  to  the  Department  of  Justi 
Whatever  happened  to  that  old  American  adage,  "Don't  Tn 
on  Me"? 

President  Bush  and  the  incoming  Congress  have  an  oj^ 
tunity  to  put  some  restraints  on  these  overweening,  unfunc 
mandates.  The  first  step  ought  to  be  requiring  the  governnti' 
to  reimburse  innocent  bystanders  for  their  time  and  troubk 
complying  with  police  demands.  If  the  money  were  tal 
directly  out  of  the  budgets  of  the  police  agencies,  the  cosdy  fi 
ing  expeditions  would  stop  and  a  semblance  of  reasonabler 
would  be  restored. 
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THE  NEW  ROLLOVER  ADVANTAGE 


Would  you  like  that  rolled  over  easy? 

You've  worked  hard  to  build  your  nest  egg.  Are  you  sure  you  want  to  leave  it  behind  in  your  former 
employer's  retirement  plan?  With  theT.  Rowe  Price  Rollover  Advantage  service,  it's  easy  to  take  more 
control  of  your  retirement  savings. 

Call  one  of  our  Rollover  Specialists  to  open  your  account  right  over  the  phone.  They  can  help  you 
choose  aT.  Rowe  Price  fund,  or  you  can  pick  from  over  1,000  other  funds*— all  with  no  loads,  no  sales 
charges,  and  no  commissions. They  can  even  work  with  your  former  employer  to  help  coordinate  the 
rollover  process.  In  fact,  our  Rollover  Specialists  handle  just  about  all  the  IRA  paperwork  and  will  mail 
you  the  completed  forms  to  sign. 

It's  never  been  easier  to  roll  over  your  nest  egg. To  open  your  account,  call  us  or  visit  our  Web  site  and 
have  your  old  401(k)  statement  in  hand. 


TR0WEPRICE.COM/R0LL0VERADVANTAGE 


1-800-541-5350 


TRoweftice 


® 


INVEST    WITH    CONFIDENCE 


•This  service  is  offered  by  T.  Rowe  Price  Investment  Services,  Inc.,  member  NASD/SIPC.  Please  call  to  request  a  prospectus  with  more  complete  information,  including  lees,  risks,  and  expenses,-  please 
read  it  carefully  before  investing.  ROA066384 


FOLLOW- 


MAY  14.  2001 

Flipped 
Disks 

A  year  and  a  half  ago  we 
described  how  the 
world's  largest  disk-drive 
maker,  Seagate  Technol- 
ogy, had  stunned  Silicon 
Valley  in  November  2000 
by  going  private  in  a 
leveraged  buyout.  Now 
Seagate  has  startled  its 
competition  again,  going 
public  in  December 
despite  technology's  bear 
market.  The  profits  are 
huge  for  the  buyout 
group,  led  by  Silverlake  Partners.  The  buyers  had  ponied  up  just  $1.7  bO- 
lion  two  years  ago.  Now  the  company  has  a  market  value  of  about  $5  bil- 
lion. Such  profits  will  surely  add  to  the  bitterness  of  1 7  shareholder  groups 
who  sued,  complaining  that  the  original  buyout  was  unfairly  cheap.  They 
settled  for  a  mere  $50  million.  Will  the  latest  group  of  public  shareholders 
fare  any  better?  — Scott  Woolley 

MARCH  18.  2002 


Mixing  Oil  and  Water 


Oil  companies  have  a  lousy  track  record  on  diversifications,  we  reminded 
readers  in  our  story  about  Schlumberger.  The  French-American  giant  had 
paid  $5.2  billion  in  2001  for  France-based  Sema,  which  provides  infor- 
mation technology  services  and  so-called  smart  cards  for  ceUular  phones. 
Indeed,  the  diversification  isn't  going  well.  Schlumberger  announced  in 
December  that  it  would  take  a  $3.2  billion  pretax  charge,  most  of  it  asso- 
ciated with  writing  off  goodwill  on  the  Sema  assets,  and  would  fire  3,300 
workers,  or  4%  of  its  work  force.  The  company  blamed  "difficulties"  in 
the  telecommunications  industry  and  its  depressed  core  oil  business. 
Moody's,  downgrading  a  portion  of  the  company's  $5  billion  in  debt,  is 
more  pessimistic.  — Seth  Liibove 

SEPTEMBER  30.  2002 


The  Bs  Have  It 


In  September  we  asked  whether  billionaires  would  land  yachting's  most 
coveted  prize,  the  America's  Cup.  They  very  well  might.  The  clear  leader 
in  the  elimination  match,  which  determines  who  will  race  against  the 
defending  New  Zealand  team,  is  Alinghi  Swiss  Challenge,  a  $69  million 
campaign  bankrolled  by  pharmaceuticals  magnate  Ernesto  Bertarelli. 
Close  behind  is  Oracle  BMW  Racing,  led  by  Larry  Ellison.  But  they  may 
not  be  able  to  defeat  New  Zealand's  reported  secret  weapon,  an  under- 
water false  hull.  The  Bs  are  spending  fe\'erishly  to  catch  up  before  the  Cup 
match  in  February.  — Datiiel  Fisher 


Flashbacks 


85  YEARS  AGO  IN  FORBES/FEBRUARY  16,  1918 


The  Audit 


Just  what  are  you  worth?  Did  you  ever  consider 

What  you  might  assay  to  a  cold-blooded  bidder? 

And  now— Liabilities;  put  them  down  too: 

Bad  habits,  for  instance,  how  many  have  you? 

Foot  up  all  your  faults  to  the  proper  amount 

And  set  them  down  there  in  that  private  account. 

The  total  may  please  you,  and  then— it  may  not, 

But  anyhow,  brother,  you  know  what  is  what, 

And  when  you've  learned  that,  and  you've  got  it  quite  cle 

You'll  make  up  your  mind  to  do  better  this  year. 

50  YEARS  AGO  IN  FORBES/JANUARY  I,  1953 


Pro  Bono  Prof  ito 


Brokers  are  not  kept  going  by  pro  bono  publico  researchi 
but  by  salesmanship.  Can  Streetmen  be  promoters  anq 
disinterested  publishers  at  one  and  the  same  time?  Thi« 
hard-rock,  never-mind-the-trimmings  approach  is  logica 
and  illogical.  It  is  logical  because  stocks  are  priced  more  oiN j 
less  by  a  multiplier  of  earnings  power.  It  is  illogica] 
because  the  multiplier  itself  varies  with  the  climate  of  Wal 
Street  opinion  and  is  discarded  completely  when  a  stock  is 
singled  out  as  promising. 

10  YEARS  AGO  IN  FORBES/JUNE  7,  1993 


Snow  Power 


FORBES  went  out  on  a 
limb  in  proclaiming 
that  railroad  laggard 
CSX  Corp.  had  rounded 
the  bend  and  was 
picking  up  speed 
under  new  Chief  Exec- 
utive John  W.  Snow,  a 
former  federal  highway 
official.  For  a  while  it 
looked  as  if  the  limb 
were  sawed  off:  CSX's 
stock  proceeded  to 
slump  to  the  mid-20s 
from  the  mid-30s.  But  since  then  the  $8.7  billion  (rev 
enues)  giant  has  powered  ahead.  As  Snow  has  stream 
lined  operations  and  negotiated  down  labor  costs,  CSX* 
stock  surged  to  80  early  this  year,  before  correcting  to . 
recent  71.63.  That  made  CSX  the  best-performing  com 
pany  in  a  very  hot  transportation  group  over  that  35 
month  period. 
Snow  is  Bush's  nominee  for  Treasury  Secretary. 
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LIKE  A  SOLID 
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Every  customer  is  an  investment.  But  are  vou  investing  wisely? 
mySAP™  CRM,  tiie  onlv  open  and  integrated  CRM  solutii)n,  makes 
valuable  customer  data  available  to  your  entire  organization,  in  real 
time.  So  the  back  office  knows  what  the  front  office  knows,  \\  hich 
makes  it  easier  to  give  customers  what  they  need.  A  lot  more  efficiently. 
And  for  a  lot  less  money.  Visit  sap.com  or  call  800  880  1727  to  find  out 
more  about  mySAP  CRM. 

THE  BEST-RUN  BUSINESSES  RUN  SAP 


CABLE  IS  THE  HOME  OF  TELEVISION'S  HOTTEST  MOST- 
talkcd  about  shows,  like  HBO's  The  Sopranos  and 
Steven  Spielberg'.s  Taken  series  on  the  Sci-Fi  Chan- 
nel. In  the  last  season  basic  cable  channels  collec- 
tively had  on  average  28%  of  American  households 
during  prime  time,  compared  with  26%  watching 
the  main  broadcast  lutworks  (NBC,  Fox,  ABC  and  CBS).  That  was 
the  first  time  ever  that  cable  was  king  by  that  rating  measure. 
Too  bad  advertisers  don't  see  it  that  way.  To  them  cable  is 
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second  class.  They  spent  $10.9  billion  on  national  cable  n| 
works  last  year,  according  to  the  Cabletelevision  Advertisi 
Bureau,  23%  less  than  on  broadcast  networks.  But  they  got  2' 
more  eyeballs  on  cable. 

Cable  ad  rates,  in  other  words,  are  on  average  38%  bel  jiui 


That 


broadcast  rates.  Can  cable  close  the  gap?  That's  the  new,  a 
uphill,  crusade  of  Discovery  Communications,  the  Bethes 
Md.  operator  of  14  cable  channels,  including  the  Learni  liiient 
Channel  and  Animal  Planet.  The  company,  49.8%  owned  t 


I  Malone's  Liberty-  Media,  stunned  the  television  world  late 
y'ear  by  getting  Joseph  Abruzzese  to  trade  his  velvety,  top 
rtising  sales  perch  at  Viacom's  vaunted  CBS  network  for  the 
Dpy  world  of  cable.  Stunning  indeed.  At  CBS  he  and  Scott 
Jraw,  who  left  CBS  Sports  for  Discovery,  were  responsible  for 
illion  in  annual  advertising  sales.  Discovery's  channels  had  a 
of  S900  million  in  ad  sales  last  year. 
^  the  president  of  ad  sales  for  all  Discovery  outlets,  Abruzzese, 
5  reportedly  making  a  lot  more  money  than  at  CBS.  But  he'll 
/  earn  it  if  he's  able  to  persuade  ad  buyers  that  the  people  who 
h  offbeat  shows  like  Vie  Crocodile  Hunter  on  Animal  Planet 
tonster  Garage  on  Discovery  are  worth  just  as  much,  per  see- 
as  the  viewers  of  CBS'  Everybody  Loves  Raymond  or  Survivor. 
Advertisers  definitely  pay  a  premium  for  broadcast,"  says 
izzese.  "We're  telling  clients  that  a  viewer  is  a  viewer,  and 
e  going  to  give  you  a  reason  not  to  buy  the  networks." 
vbruzzese  will  need  more  than  brash  talk  to  sway  this  audi- 
,  He  and  other  cable  oudets  are  pushing  for  a  fundamental 
ige  in  the  way  viewers  are  counted.  He  argues  that  the 
ulative  audience  that  is  reached  by  advertising  on  a  cable 
'  that  might  air  five  to  ten  times  is  comparable  to  the  num- 
f  people  who  tune  in  to  a  single  airing  of  a  show  on  broad- 
elevision.  So  a  show  seen  by  100,000  people  on  each  often 
■ent  cable  slots  is  the  same  as  a  show  shown  once  and  seen 
million  people. 

advertisers  aren't  buying  it,  yet.  "Networks  are  all  about 
I  and  ratings,"  says  William  Cella,  who  heads  Magna  Global 
a  large  media  buyer.  "Cable  is  not  a  reach  medium.  It's  a 
ency  medium."  Translation:  Advertisers  put  more  value  on 

the  big-bang  audience  and 
its  ability  to  build  brand 
awareness.  Besides,  multiple 
airings  of  a  show  include 
some  viewers  seeing  it  a  sec- 
ond time.  Concludes  Cella, 
"They  argue  that  they  ought 
to  get  parity  with  networks, 
but  it's  not  going  to  happen 
anytime  soon." 

Even  lacking  parity, 
meanwhile,  Discovery  Com- 
munications is  faring  just 
fine.  Started  in  1985  with  the 
Discovery  Channel,  the 
company  expanded  its  rev- 
enue 10%  in  2002  over  the 
previous  year  to  $2  billion. 
In  December  Liberty  Me- 
et executive,  Robert  Bennett,  said  that  Discovery's  oper- 
come  (net  before  depreciation,  interest  and  taxes)  in 
'  :. creased  40%  to  $365  million.  That  number  has  inspired 
1  an  Brothers  to  value  the  property  at  $14  billion,  including 
)  That  would  make  Liberty's  stake,  built  on  a  $25  million 
t  ment  18  years  ago,  worth  $5.7  billion  today.  Not  bad  no 
t    how  you  coimt  viewers.  F 


;  ;f  cctor:  Ad  chief  Joseph 
1  rese  left  CBS  for  Discovery. 


The  Tape  That  Didn't  Beep 

Salomon  settled  the  tainted-research 
complaint,  but  now  come  claims  of  secretly 
recorded  phone  calls  and  altered  evidence. 

BY  NEIL  WEINBERG 


m 


of  afffct^"" 

citi 


Wliodiiiiit?  Or()l<crs  Amy   g^j^ 
Eli.-is  and  Pliilj|)  Spartis. 


JOHN  M.  GRIMLEY  USED  TO  SPEAK  TO  HIS  BROKERS 
constantly  at  Salomon  Smith  Barney's  Atlanta 
office — and  as  far  as  he  knew  he  wasn't  being  taped. 
So  he  was  shocked  last  fall  when,  as  part  of  a  suit  he 
had  filed  against  the  firm,  he  was  presented  with  at  least  233 
recordings  of  phone  calls  between  him  and  brokers.  Not  only 
that,  the  recordings  contained  beeps,  the  kind  used  to  warn 
parties  that  they  are  being  recorded.  Now  loud  enough  to 
drown  out  entire  words,  they  were  not  audible  during  a  sin- 
gle one  of  the  original  calls,  Grimley  says. 

"You  can't  miss  them  in  the  recordings,  but  I  never  heard 
them  before,"  says  the  60-year-old  WorldCom  retiree. 

In  December  Salomon  and  other  big  Wall  Street  broker- 
ages settled  the  regulatory  investigation  into  tainted  stock 
research.  But  Salomon  is  still  embroiled  in  a  three-way  beep- 
gate  that,  at  the  least,  is  embarrassing  to  the  firm.  The  ques- 
tions: Who  made  the  tapes,  who  knew  about  them  and  how 
did  the  beeps  get  there? 

The  mystery  grows  out  of  complaints  by  WorldCom  em- 
ployees about  Salomon's  advice  on  handling  stock  options. 
About  50  former  clients,  including  Grimley  and  others  who 
have  brought  complaints  against  Salomon  to  arbitration,  have 
told  plaintiff  lawyers  that  no  verbal  warnings  or  beeps  were 
audible  during  their  calls.  Salomon  has  turned  over  tapes  with 
beeps  fi-om  at  least  five  of  them,  says  lawyer  Seth  E.  Lipner  in 
Garden  City,  N.Y. 

In  a  $200  million  suit  filed  in  September  two  former  bro- 
kers in  Atlanta,  Philip  Spartis  and  Amy  Elias,  likewise  accuse 
the  firm  of  unilaterally  taping  clients,  a  criminal  offense  in 
some  states.  They  allege  wrongful  termination  and  failure  to 
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OUTFRONT 


disclose  conflicts  of  interest  involving  ana- 
lyst Jack  Grubman. 

Separately,  a  class  action  filed  the  same 
month  by  California  clients  of  Salomon's 
Adanta  office  charged  the  firm  with  vio- 
lating California  penal  code  for  failing  to 
warn  residents  of  that  state  that  they  were 
being  taped. 

California,  like  Florida  (Grimley's 
home  state),  is  one  of  a  dozen  states 
requiring  all  parties,  rather  than  only  one, 
to  consent  to  the  taping  of  calls.  Courts 
are  split  on  whose  law  applies  when  calls 
are  taped  across  state  lines. 

Although  many  WaU  Street  firms  tape 
all  calls  with  clients  in  order  to  resolve  dis- 
putes over  trades,  Salomon's  policy,  it 
appears,  is  not  to  do  so.  So  what's  going  on 


here?  Lipner  blames  Spartis  for  the  taping, 
saying  the  equipment  he  used  may  have 
added  the  beeps  later.  Nonsense,  responds 
Jeffrey  Liddle,  attorney  for  the  two  bro- 
kers. "Spartis  and  Elias  had  nothing  to  do 
with  starting  that  taping  system,"  Liddle 
says.  Who  did?  It  was  Salomon,  he  says. 

The  brokerage  declines  to  answer  ques- 
tions about  the  origins  of  the  tapes  or  the 
beeps.  "We  can't  comment  on  the  recollec- 
tions of  the  clients,"  it  says  in  a  statement. 

The  finger-pointing  goes  back  to  Jan- 
uary 1998,  when  Spartis  won  exclusive 
rights  to  exercise  stock  options  for  all 
10,000  WorldCom  employees  who  held 
them.  When  WorldCom's  stock  began 
tanking  in  2000,  employees  filed  com- 
plaints with  the  National  Association  of 


] 


Securities  Dealers,  charging  that  Sp; 
group  had  pressured  them  into  hoi 
^  the  stock  after  they  exercised  option 
Spartis  and  Elias  filed  a  cross-cla: 
against  Salomon,  arguing  they  too  h 
been  duped  by  Grubman's  research. 

It's  possible  this  whodunit  wOl  ne 
be  resolved.  NASD  arbitrations  do  not  p 
mit  attorneys  to  depose  witnesses.  An 
late  December  a  California  court  dismiss 
the  class  action.  The  judge  said  Califorr 
law  could  not  be  applied  to  Georgia- 
which  permits  one  party  to  tape  a  pho 
conversation  without  consent.  The  plai 
tiff  attorneys  say  they  intend  to  appeal  b 
meanwhile  figure  the  publicity  may  indi 
Salomon  to  settle  rather  than  get  to  the  b< 
tom  of  the  beeps. 
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Wanted:  Political  Hacks  and  Incompetents 


Regulators  say  their  deal  with  Wall  Street  is 
historic— which  is  always  reason  to  take  cover. 

BY  EMILY  LAMBERT  AND  MICHAEL  FREEDMAN 


:iiie 


STATE  AND  FEDERAL  SECURITIES  REGULATORS  ANNOUNCED 
last  month  that  ten  Wall  Street  brokerages  will  shell  out  a 
total  of  $450  million  to  fund  independent  equity  research. 
"This  agreement  will  permanently  change  the  way  Wall  Street 
operates,"  declared  a  triumphant  New  York  Attorney  General 
Eliot  Spitzer.  Maybe.  c)rn.e  regulators  stop  congratulating  them- 
selves, they'll  have  to  work  out  the  details.  We  have  some  ques- 
tions for  them  to  ponder. 


Who's  independent?  The  settlement  requires  each  brol 
to  contract  with  at  least  three  "independent"  research  firm! 
provide  their  equity  reports  to  retail  customers.  But  what  fii 
doesn't  have  conflicts  in  the  closet?  Granddaddy  indie  firms  li 
Value  Line  sell  their  own  mutual  fiinds.  Argus'  sister  company 
money  manager  Argus  Investors'  Counsel.  Callard  Asset 
agement  consults  for  IBM  and  Northrop.  Sanford  C.  Bernsi 
owned  by  Alliance  Capital  Management,  a  $397  billion 
manager  that  held  big  stakes  in  WorldCom  and  Enron. 
<iU  of  these  firms  be  cut  from  the  running? 

Is  patronage  permitted?  Regulators  will  anoint  a  moniti 
each  firm  who  will  approve  the  research  firms.  In  short, 
guys  will  have  lucrative  jobs  to  hand  out,  and  they  will  ow( 
own  jobs  to  government  insiders.  Will  rules  forbid  the  lai 
recommend  family  members,  hedge  fiand  operators,  po] 
hacks  and  campaign  contributors  for  the  analyst  jobs? 

Wliat  will  the  analysts  make?  In  recent  years  certain  tol 
tort  lawyers  have  made  tens  or  hundreds  of  millions  of  doll  j 
from  plum  jobs  assigned  by  the  government.  Will  the  anal)|  * 
be  allowed  to  make  that  kind  of  money? 

Do  fly-by-nighters  qualify?  Some  of  the  best  known  indep 
dent  research  firms  have  already  balked  at  participating  iu  tjj^ 
work.  That  could  leave  the  brokers  with  no  choice  but  tfl 
opportunists  with  questionable  track  records,  or  no  recor™ 

How  about  ex-analysts?  Henry  Blodget  sure  knows  a  lot 
Internet  stocks.  Now  that  he  is  no  longer  employed  by 
Lynch,  can  he  take  a  job  as  an  independent  analyst? 

Proven  incompetents?  What  if  the  three  independem 
say,  Salomon  Smith  Barney  is  forced  by  the  government  t< 
turn  out  to  be  inept  and  send  all  of  Salomon's  retail  client 


the  poorhouse?  Can  Salomon  fire  the  bums?  But  that  woB 
interference,  wouldn't  it? 


NlEB 
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!omics  Relief 

:olas  Cage  may  be  disengaged.  But,  boy,  what  he's 
le  for  Spider-Man  and  the  Hulk,   by  stephane  fitch 


IICOLAS  CAGE'S  SPECTACULARLY  BRIEF 
marriage  to  Lisa  Marie  Presley  last 
\ear  didn't  produce  any  children.  But 
isn't  a  total  bust.  The  breakup,  in  fact, 
led  spark  a  boom  in  comic  books. 
The  39-year-old  Cage  is  not  only  an 
ar-vvinner  and  occasional  film  stud. 
;  also  a  fan  of  Superman,  Spider-Man 
the  Green  Lantern.  Or  was.  In  Octo- 
he  decided  to  dump  his  collection — 
ning  that  "I  didn't  really  want  to  wor- 
false  icons" — and  to  raise  cash  that, 
turns  out,  will  help  him  pay  his 
rce  lawyers. 


In  what  must  have  been  the  biggest 
payday  for  American  nerdhood  since  Bill 
Gates  went  public,  the  Cage  auction  raised 
$1.7  million,  including  a  15%  commis- 
sion, from  420  comic  books  and  repriced 
the  whole  top  end  of  the  market.  Among 
the  gems:  Amazing  Spider-Man  #1  (sold 
for  $12,650  despite  its  imperfect  condi- 
tion); DC  Connies'  All  Star  Comics  #3,  in 
which  the  Justice  Society  of  America  burst 
upon  the  scene  ($126,500);  and  a  slightly 
battered  copy  of  Action  Comics  #1,  which 
introduced  the  world  to  the  Man  of  Steel 
($86,250,  maybe  a  third  of  what  a  mint 


copy  would  have  commanded).  Since  the 
Cage  auction,  collectors,  under  a  cloud 
since  1994,  when  a  bubble  in  "brand-new 
collectible"  comics  collapsed,  have  been 
rushing  home  to  scour  attics  for  treasures. 

"It  was  a  pretty  big  deal — Nick  had 
an  eye  toward  exceptional  quality,"  says 
John  Petty,  who  directed  the  auction  for 
Dallas-based  Heritage  Comics,  a  new  off- 
shoot of  the  venerable  Heritage  Coin. 

Since  the  best  books  rarely  trade,  the 
industry  depends  heavily  on  data  from 
price  guides  like  the  highly  informative 
Overstreet  Comic  Book  Price  Guide.  Sev- 
eral of  Cage's  items  sold  for  40%  to  100% 
over  the  Overstreet  valuations. 

That  delighted  guys  like  Gary 
Hanauer,  a  publicist  for  a  Kansas  City, 
Mo.-based  p.r.  agency,  who  owns  23,000 
comics.  "They  keep  me  young,"  he 
shrugs.  His  prize  possession:  a  book 
identical  to  one  sold  by  Cage — Captain 
America  Comics  #1,  from  1941.  "I  paid 
$6,000  for  it  in  1994,  and  everybody  said 
I  was  crazy,"  says  Hanauer,  54.  Though 
restored  by  Susan  Cicconi,  who  is  revered 
among  the  comicscenti,  the  book, 
Hanauer  says,  would  win  a  condition- 
rating  higher  than  9.0  (indicating  a  few 
bent  corners,  some  color  loss  and  such), 
perhaps  as  high  as  9.4  (to  the  untrained 
eye,  no  blemishes).  Cage's  9.0  copy  sold 
for  $80,500. 

No  sense  buying  a  recent  comic  book 
and  preserving  it  in  a  vault  for  50  years. 
Today's  editions,  thanks  to  more  durable 
materials,  are  likely  to  survive  in  large 
quantities.  Which  is  more  than  you  can 
say  about  modern  marriages.  F 


AMAZING 
IPIOER-MAN  #1 

$12,650 


DAREDEVIL 
COMICS  #1 

$11,500 


GREEN 
LANTERN  #1 

$32,000 


CAPTAIN  AMERICA 
COMICS  #1 

$80,500 


ALL  STAR 
COMICS  #3 

$126,500 
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Fidelity's  Folly 

Another  reason  not  to  fall 
in  love  with  a  high-flying 
telecom  stock. 

BY  ROBERT  LENZNER 


Ned  Johnson's  employees  aren't  laughing. 


FIDELITY  CHIEF  EDWARD  JOHNSON  III,  WHO  HAS  HEARD  PLENTY  OF  GROUSING  FRO^ 
mutual  fund  investors  during  the  bear  market,  has  a  new  round  of  gripes  to  cop 
with.  They  are  coming  from  some  of  his  pwn  fund  managers  who  are  among  a  fei 
hundred  Fidelity  people  who  put  money  into  a  Fidelity  partnership  that  invested  in 
once-hot  British  telecom  that  today  looks  flakier  than  Cherie  Blair's  friends. 

Fidelity  parent  FMR  Corp.  controls  just  over  half  of  Colt  Telecom  Group,  a  public 
traded  London  outfit  that  operates  high-capacity  networks  in  Europe.  Several  FMR-ru 
private  partnerships,  where  the  Fidelity  staffers  sank  their  money,  own  a  big  chunk  c 
this,  amounting  to  22%  of  Colt's  stock. 

Trouble  is,  Colt  shares  now  trade  at  $2.61.  They  are  down  from  a  March  2000  pea 
of  $267.  The  company  lost  $1  billion  for  the  first  nine  months  of  2002,  and  Colt  doesn 
expect  a  positive  cash  flow  until  2005.  At  least  one  Fidelity  partnership,  says  Stephen 
Jonas,  FMR's  chief  administrative  officer,  "got  crushed  by  heavy  weighting  of  Colt 
Whether  Johnson  or  daughter  Abigail,  who  control  FMR,  are  themselves  in  that  Col 
kicked  unit  is  unclear.  Some  disgrunded  FMR  people  blame  Johnson  for  his  devotion  1 
Colt.  Says  one:  "AH  the  fund  managers  are  bitching  about  this  investment." 

Unrepentant,  FMR  is  getting  in  deeper.  A  year  ago,  various  FMR  entities — using  bo: 
rowed  funds,  in  part — invested  another  $427  million.  In  August  FMR  bought  a  fiirthi 
15.9  million  shares.  Things  could  get  even  uglier  as  Colt's  debt  comes  due.  The  compar 
recently  got  a  reprieve  when  a  British  judge  rejected  a  lawsuit  by  hedge  fund  Highben 
Ltd.  to  declare  Colt  bankrupt.  The  judge  ruled  that  Colt's  $1  billion  in  cash  should  get 
through  the  next  few  years. 

The  central  problem  is  that  Fidelity  employees  could  not  unload  their  positions  in  CcT 
because,  as  part  of  a  partnership,  they  were  illiquid.  FMR  honcho  Jonas  argues  that  tl 
complainers  have  more  than  made  up  for  their  losses  from  the  increase  in  value  of  the  f 
FMR  shares.  Despite  the  bear  market,  which  has  shrunk  Fidelity  assets  under  managemer 
privately  held  FMR's  net  asset  value  has  doubled  since  1 999  to  $6.7  billion.  Reason:  Heavy  la 
offs  have  reduced  costs,  while  the  the  gusher  of  fund  fees  continues  only  slightly  abated. 


Accidental  Audis 


If  imitation  is  flattery,  Audi  seems  to 
have  hit  the  trifecta:  There  are  now 
sports  cars,  sedans  and  sport  wagons 
that  mimic  Audi's  distinctive  shapes. 

For  years  the  world's  automakers 
have  benchmarl(ed  Audi  and  its  parent 
Volkswagen  for  terrific  interior  design. 
Now  car  exteriors  are  adopting  Audi's 
minimalist  shapes,  too— smooth,  arching 
roofs,  big  wheels  and  rounded  front  and 
rear  ends.  Coincidence,  says  Daimler- 
Chrysler.  "There  isn't  a  master  plot  to 
make  all  cars  look  the  same,"  says 
Trevor  Creed,  Chrysler's  senior  vice 
president  of  design. 

Maybe.  But  look  at  these  separated- 
at-birth  pictures.  "Everybody  is  adopting 
this  more  rounded,  free-flowing  look," 
says  Christopher  W.  Cedergren,  a  man- 
aging director  at  Nextrend.  "It  is  some- 
thing Audi  really  created." 

—Robyn  Meredith 
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Ford  Five  Hundrel 


nked  #1  bv  SmartMonev  Maaazine  for  the  D 


Homework  always  comes  before  success. 
In  the  dictionary  and  in  the  stock  market. 
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op  Picks  2003 


«9^ 

^ 


mention  offer  code:  MHWFBS 
;t  Standard  &  Poor's  Top  Picks  for  2003 


CONTACT  US  AT: 


1.800.tdwaterhouse 
tdwaterhouse.com 
Online  trades  as  low  as 


As  a  matter  of  fact,  homework  comes 
before  a  lot  of  words.  Words  like 
independence,  judgment  and  peace- 
of-mind.  So  if  you're  confident 
making  your  own  investment 
decisions,  and  you're  looking  for  a 
place  where  you  can  sit  down  and  do 
your  homework,  then  you're  looking 
for  TD  Waterhouse. 

It's  a  place  with  the  financial 
tools  that  do-it-yourself  investors 
need.  Like  our  Online  Retirement 
Planner,  so  you  can  plan  for  the 
future  you  want  to  live.  Objective, 
unbiased  research  from  Standard  & 
Poor's,  including  their  Five-Star 
Stock  Ratings.  And  more  free  news 


and  research  than  you'll  find  just 
about  any  place  else.  Plus  access  to 
continuously  streaming  real-time 
quotes^  to  keep  you  on  top  of  the 
market — and  your  money. 

And  service?  You  can  get  the 
answers  you  need  online,  by  phone, 
or  at  a  branch  near  you.  All  of  which 
makes  TD  Waterhouse  the  best  value 
in  investing.  No  wonder  we've  been 
ranked  #1  for  the  do-it-yourself 
investor  by  SmartMoney  Magazine. 


Waterho&ise 


You're  in  Control. 


tetouse  Investex  Services,  Inc.  Member  NYSE/SIPC.  Access  to  services  and  your  account  may  be  affected  by  market  conditions,  system  perfonnance  or  for  other  reasons.  Online  mssVsA  orders  are  $9.95-$1 7.95  depending  on  trading  activitv.  Limit  orders 

'rades  over  2,500  shares  incur  a  1  cent  per  share  charge  for  the  entire  order  Call  or  see  tdwatfirhouse.com  for  complete  commission  fee  schedule.  Offer  valid  for  new  customers  who  open  indiyidual/joint  accounts  wllha$1,000mlnimum;  retiremenl  custodial, 

dconwale  axounts  are  not  eligibte  Funds  transfened  from  existing  TDWateihouse  accaints  are  not  eligible.  One  offer  per  person;  U.S.  residents  oril^ 

l(ect  to  change  at  any  time  without  noCce  Third  party  research  obtained  from  sources  deemed  relial)le;  however,  TD  Waterhouse  does  not  guaramee  its  accuracy  or  completeness 

aHpie  quotes  available  depending  on  trading  activity.  •SmartMoney  Magazine.  August  2002.  SmartMoney  is  a  registered  trademadt  Smartttoney  is  a  joint  publishing  venture  of  Dow  Jones  &  Co.,  Inc.  and  Hearst  Communications  Inc. 
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The 

$375,000 

Engine 

Don't  put  one  of  these 
in  your  garage  just  yet. 

BY  JONATHAN  FAHEY 


GENERAL  MOTORS  SAYS  IT  SPENDS  AT 
least  $375,000  to  build  a  fuel-cell 
engine,  not  including  the  car  or 
truck  to  carry  it.  How  to  bring  those  costs 
down?  Start  selling  fuel-efficient  engines 
to  the  U.S.  military— and  hope  that  the 
volume  and  lessons  learned  will  yield  new 
efficiencies. 

In  January  GM  contracted  to  sell  the 
Army  a  fleet  of  trucks  powered  by  next- 
generation  power  plants  like  fuel  cells 
and  diesel-electric  hybrids.  The  Army 
plans  to  purchase  as  many  as  30,000 
hybrid  trucks  by  2005  and  80,000  fuel 
cells  by  2013. 

The  Army  won't  release  the  prices  but 
declares  that  it  can  rationalize  paying  top 
dollar  for  what  is  also  a  research  and 
development  effort.  It  now  spends  up  to 
$400  a  gallon  to  haul  diesel  fuel  to  far- 
flung  battle  sites  like  Afghanistan,  a  price 
umbrella  that  just  might  make  fiiel  cells 
economically  viable.  To  be  sure,  deliver- 
ing the  hydrogen  that  would  power  a  fuel 
cell  is  no  small  task  (see  related  story. 


p.  92);  hydrogen  can  be  extracted  from 
water  in  the  field,  but  only  by  drawing  on 
some  energy  source  that  may  be  as  costly 
as  diesel  to  have  on  hand. 

Paul  Kern,  general  of  the  U.S.  Army 
materiel  command,  estimates  that  tanks, 
trucks  and  airplanes  make  up  just  20%  of 
the  weight  of  the  equipment  brought  to 
battle.  Supplies  like  food,  water,  diesel  fuel 
and  ammunition  make  up  the  other  80%. 
As  the  Army  tries  to  become  more  agile,  it 
is  looking  for  ways  to  cut  weight. 

Fuel  cells,  stationary  or  mobile,  also 
provide  tactical  advantages.  To  run  com- 
munications and  surveillance  equipment, 
soldiers  now  must  tow  diesel  generators 
or  giant  battery  packs  behind  trucks. 
Along  with  electricity,  the  diesel  genera- 
tors create  heat  and  noise  that  can  be 
detected  by  the  enemy.  The  big  battery 
packs  last  just  an  hour  or  so.  Generators 
powered  by  fuel  cells  quietly  whir  and 
produce  half  the  heat  of  diesel  as  they 
combine  hydrogen  with  air  to  create  elec- 
tricity. Soldiers  could  drink  the  fuel  cell's 


The  Army  hopes  to  power  trucks  like 
this  with  fuel  cells  or  hybrid  engines,  x 

only  emissions,  water. 

Hybrids,  already  being  sold  by  Hone 
and  Toyota  by  the  thousands,  use  batter 
powered  electric  motors  to  assist  trad 
tional  internal  combustion  engines.  Tl 
combustion  engine  slowly  recharges  tl. 
battery  pack  when  it  is  not  using  enerj 
to  move  the  vehicle.  GM  has  long  coi 
tested  that  hybrids  are  too  expensive 
mass-produce  because  they  require  tv 
motors  in  place  of  one.  Neverthelei 
early  this  year  GM  is  expected  to  a) 
nounce  a  big  hybrid  program. 

One  prototype  truck,  which  GM  w 
soon  deliver  to  the  Army,  is  a  diesel-ele 
trie  hybrid  that  is  20%  more  fuel-effide 
than  the  best  diesel  engines.  It  carries 
auxiliary  fuel-cell  generator  in  the  pickv 
bed  that  the  Army  will  use  to  power  cor. 
munications  equipment. 

The  military  kick-started  auto  inn 
vations  like  four-wheel  drive  and  glol 
positioning  systems.  Car  compani 
can  hope  something  similar  happe; 
here. 


iled? 


era's  yet  another  use  for  a  global  positioning  system:  a  watch  that  golfers  can  wear  to  meas 
the  length  of  a  drive  and  the  distance  from  the  ball  to  the  pin.  And  if  you  obsess  about  yi 
game,  later  you  can  download  information  about  each  stroke  to  a  computer 
This  new  gizmo,  made  by  Suunto,  a  Finnish  manufacturer  of  instruments  for  divers,  sailors 
the  like,  will  work  only  if  the  golf  course  has  been  "vectored  "—meaning  that  you've  plotted  dcs 
coordinates  into  the  watch.  This  is  done  by  walking  the  18  holes  and  pushing  a  button  on  the  w. 
at  key  points  throughout.  Some  courses,  such  as  St.  Andrews  in  Scotland,  are  already  plot 
\   Pebble  Beach  in  California  will  be  soon.  The  watch  makes  the  measurements  after  beaming 
j^>  ball's  location  to  a  satellite. 

KH^'     Lots  of  golfers  already  compute  distances  in  their  heads,  but  that's  not  as  much  fun  as  spc 
ig  $725  for  a  gadget  to  do  the  work.  'imB^ums^ii        -Susan  Kitcl 
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sed?  Perhaps  you  also  didn't  know  that  VeriSign  processes  over  3.7  billion  dollars  worth  of  secure  transactions 
larter.  Truth  is, VeriSign  has  spent  the  last  seven  years  building  a  secure  infrastructure  for  the  Internet.  We'd  like 
the  same  for  your  business.  VeriSign  can  help  you  deploy  a  trusted  infrastructure  so  you  can  conduct  secure 
unications  and  transactions.  So  your  business  can  start  making  a  few  billion  transactions,  too.        ^ 

II  you  need  to  know  about  infrastructure  security  -  and  how  VeriSign's  managed  network  and  security  solutions    ^^riSiOfn* 
0  you  -  by  downloading  our  new  Executive  Portfolio  on  Digital  Trust.  Visit  www.verisign.com/securitysolutions  Thev.iiiPofTru«" 


■     PAYMENT  SERVICES     ■     TELECOMMUNICATION  SERVICES     ■ 
NETWORK  AND  SECURITY  SERVICES     ■     WEB  IDENTITY  SERVICES     I 

5  2002  VeriSign,  Inc-  Ali  rights  reserved.  VeriSign,  the  VenSign  logo,  and  other  trademarks,  service  marks,  and  logos  are 
registered  or  unregistered  trademarks  of  VeriSign  and  its  subsidiaries  in  the  United  Slates  and  in  foreign  countries. 
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Gone 
forgotten; 
Henry  J.  Leir. 


Fla.  outfit.  The  pitch  stresses  rising  bank  fail 
ures — without  noting  that  the  number  is  st , 
'pretty  small  or  that  almost  all  deposits  are  coJ 
ered  by  federal  insurance.  Firm  founder  Mart 
Weiss  now  says  he  is  "in  complete  disagreemen 
with  the  mailing's  tone.       — J.N.  and  W.P., 

Taxing  Statistics 

Self-employed  persons  with  adjusted  gross  L 
comes  topping  $200,000  spend  62  hours  a  ye 
working  on  taxes  and  $1,315  in  tax  preparatit 
fees,  compared  with  just  34  hours  and  $393  f 
similarly  paid  workers  who  labor  for  others,  sa 
a  new  study  for  the  IRS  by  IBM  Business  Co 
suiting.  Total  annual  out-of-pocket  costs  to 
taxpayers  for  tax  compliance:  $16  billion.  — ■/. 


Going  Ballistic 


Big  Beneficiaries:  Lawyers 

Protracted  litigation  means  that  the  estimated  $200  million  estate 
of  New  York  philanthropist  Henry  J.  Leir,  who  died  in  1998  at  age 
98,  remains  undistributed.  A  commodities  trader  known  during 
his  lifetime  for  his  giving  to  colleges  and  Jewish  causes,  Leir,  a 
childless  widower,  willed  it  to  charities,  but  distant  relatives  sued, 
asserting  a  right  to  maybe  $7  million.  Then,  despite  this  relatively 
small  claim,  the  Internal  Revenue  Service  disallowed  the  entire 
charitable  bequest,  issuing  an  estate  tax  bill  for  $70  million,  now 
in  U.S.  Tax  Court.         — Janet  Novack  and  William  P.  Barrett 

Deposit  Insurance?  What's  That? 

Weiss  Ratings  is  pitching  its  $438-a-year  bank-evaluation  service 
to  the  insurance  industry  it  has  beaten  up  on  for  13  years  with  fa- 
mously withering  reviews.  "Prove  to  your  clients  once  and  for 
all  why  they  should  choose  annuities  over  bank  CDs,"  reads  a  re- 
cent mailing  to  annuities  sellers  from  the  Palm  Beach  Gardens, 

After  years  of  generally  favorable  bond  ratings,  more  and  more  colleges  that  issue  public  debt  are  facing  tougher  economic  time 
and,  in  some  cases,  a  more  discerning  student  marketplace.  Here  are  some  recent  bond  rating  changes— and  the  reasons.  —WJKl 


The  Amateur  Rocketry  Society  of  America  is  fuming  over  pra 
sions  in  the  new  federal  Homeland  Security  Bill  that  will  require 
300  members  to  get  federal  permits  for  a  certain  kind  of  rod 
motor  and  limit  yearly  purchases  of  rocket  propellant.  Federal  a 
thorities  are  worried  about  the  possibility  of  explosive  attacks  ■ 
terrorists.  But  the  amateur  rocketeers  say  their  fuel  doesn't  go  boc 
and  can't  be  used  for  anything  nefarious.  — Dirk  Smii 

Does  Peter  Lynch  Work  at  S&P? 

A  new  academic  study  contends  that  stocks  joining  the  S&P : 
rise  in  price  because  they're  good  companies  and  not  just^' 
economists  had  long  assumed,  because  index  funds  trip  over  c 
another  buying  them.  Four  Purdue  University  researchers  sa) 
a  paper  scheduled  to  be  published  in  the  Journal  of  Finance  tl 
the  newcomers  turn  more  profitable  after  inclusion,  amply  j 
tifying  a  higher  valuation.  Possible  reasons:  The  heighter 
scrutiny  from  making  the  list  focuses  corporate  management 
the  folks  at  S&P  somehow  pick  winners.  — Ira  Carnal 


SCHOOL 

Emory  Universir/ 

University  of  .Rvansvilie 
Gettysburg  College 
Qjjlegcot  llu  1 1'.ily  (  Jo>. 
jKenyon  College 
hnvrcnce  Univtisil\ 
^Morehouse  Qilles^e 
Stevens  I  list,  lit  I.   ' 
Texas  Wesleyan  Univct 


8.0CAT80K 

Evans\"i!le,  Ind. 
Gettysburg,  Pa 


•  _^ri 
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RATING  AGENCY 

Moody's 

Moody's 
Moody's 

Moody's 

S&P 

Moody's 

Moody's 

MihhK's 

Mood/s 


CHANGE      STATED  REASONS  INCLUDE 

down  .sharp  debt  increase,  no  financial  gjx)wth,  reliana;  on  1 

down  20%  enroliiicnt  decline  in  ti\e  \e.ns,  i^ownni;  debt 

up  increasing  selectivity  in  admissions,  operating  surplu 

up  l(V',i  operating;  surpluses,  stiony  timdmising 

down  increasing  debt,  doubt  about  continuing  strong  surplu 

down  six  years  ot  delicits,  no  near-term  sign  of  turnaround 

down  10%  enrolment  decline  in  one  year,  slow-growing  reso^ 

down  investments  have  last  24'A%  in  two  years 

down  3S%  drop  in  freshman  enrolmait,  17%  decline ini 
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t!f^  provides  total  document 
solutions  for  business 


One  company  provides  solutions  for  virtually  every 
imaging  need.  Like  network  copiers  that  scan  directly 
to  email  or  fax.  Document  systems  that  enable  you  to 
create,  store  and  print  forms  on  demand.  Color 
output  for  about  the  cost  of  black  &  white.  Multi- 
function machines  that  output  both  color  and  black 
&  white  at  speeds  up  to  30  pages  per  minute.  And 
the  ability  to  manage  all  connected  printers  and 
copiers  from  a  single  site.  All  with  outstanding 
reliability.  All  from  one  company.  Kyocera  Mita. 


^^KyDCERa 

mita 


To  learn  more,  visit  www.kyoceramita.com 
or  call  1-800-222-6482. 


total   document   solutions 


KYOCERA  MITA  AMERICA,  INC. 
www.kyoceramita.com 


©2003  KYOCERA  MITA  AMERICA,  INC. 


The  incredibly  responsive 


Precision.  Grace.  And  a  3.5-liter  engine  that  provides  immediate  toi 


the  tap  of  your  foot.  A  doubie-wishbone  suspension  that  delivers  precise  handling  at  the  flick  of  your  wrist.  And  to 


lltif 


*M( 


©2002A<:ura  Division  of  American  Honda  Motor  Co.,  Inc.  Acura  and  3.5RL  are  trademarks  of  Honda  Motor  Co.,  Ltd  Bose'*  is  a  registered  trademark 
of  Sose  Corporation.  OnStar  is  a  registered  trademark  of  OnStar  Corporation.  Make  an  intelligent  decision.  Fasten  your  seat  belt 


K'*'- 


<:4iil 


I,  there's  a  leather-trimmed  interior  with  an  Acura/Bose®  Music  System  with  6-disc  CD  changer,  and  available 
service.  For  even  more  information,  swing  over  to  acura.com  or  call  1-800-TO-Acura.     v/yX\^— LJHX\ 
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Merch 

There's  a  new 
big-box  in  town. 

Lowe's,  a  retailer  once  destined  for  oblivion,  is 

conquering  the  nation  and  outrunning  rivals 

with  a  crafty  mix  of  hardware  and  estrogen. 

BY  BRUCE  UPBIN 

Executives  from  Lowe's  Cos.  talk  about  hardware  as  if  it  were  something  much  fancier  than  bolts, 

ceiling  fans  and  Sheetrock.  The  stores'  shelves  may  be  packed  with  the  humdrum,  but  it's  got  to  be  pretty. 
"I'm  a  vertical  merchandiser.  I  like  to  see  ribbons  of  merchandise  all  the  way  up  the  height  of  the  rack,"  says 
Chief  Executive  Robert  Tillman. 

"Look  at  these  sight  lines,"  says  Lowe's  top  merchandiser  Dale  Pond,  as  he  sweeps  his  hand  over  the  rows 
of  dishwashers  and  dryers  in  the  appliance  department  at  a  new  store  in  Hickory,  N.C.  He  scorns  the  litde 
placards  pitching  zero-percent  financing.  They  mar  the  view. 

War  has  broken  out  over  your  home-improvement  dollar,  and  Lowe's  has  superpower  Home  Depot  on 
the  defensive.  Its  not-so-secret  ploy:  Lure  women,  because  they'll  drag  their  Tim  Allen  tool-guy  husbands  be- 
hind them.  Home  Depot  is  still  very  much  a  guy's  chain.  But  women,  according  to  Lowe's  research,  initiate 
80%  of  all  home-improvement  purchase  decisions,  especially  the  big-ticket  orders  like  kitchen  cabinets, 
flooring  and  bathrooms.  "We  focused  on  a  customer  nobody  in  home  improvement  has  focused  on.  Don't 
get  me  wrong,  but  women  are  far  more  discriminating  than  men,"  says  Tillman,  59,  a  Lowe's  lifer  who  rose 
to  chief  executive  in  1996. 

Lowe's  stores  are  bright  and  airy  with  wide,  uncluttered  aisles  and  supermarket-like  signs  that  list  what 
is  in  each  aisle.  The  MooresviUe,  N.C.  Lowe's  store  has  a  window-decor  aisle  with  a  32-foot-long  display  of 
valances,  tiers  and  cotton  drapes,  all  of  which  you  can  take  home  immediately.  You  have  to  wait  four  to  six 
weeks  for  delivery  from  the  Home  Depot  down  the  interstate  in  Cornelius,  N.C.  after  choosing  window 
fashions  from  a  black-and-white  catalog.  Just  inside  the  front  doors  of  the  new  Lowe's  in  Garden  City,  N.Y., 
a  total  of  14  bays,  each  one  8  feet  wide,  lure  customers  to  hundreds  of  Christmas  ornaments,  including  a 
$49.99  illuminated,  hand-painted  carousel  with  gold-leaf  flags  on  top.  The  entrance  at  the  Home  Depot,  3 
miles  away  in  Hempstead,  features  fireplace  pokers  and  yellow  sponges. 

The  focus  on  women  and  a  major  push  into  big-city  markets  have  turned  Lowe's  into  one  of  the  safest- 
bet  large-company  growers  in  the  U.S.  Despite  the  uncertain  economy,  Lowe's  estimated  2002  sales  grew  20% 
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'It's  not  Lowe's 
against  Home 
Depot.  It's  Lowe's 
and  Home  Depot 
against  8Q||b  or  the 
damn  mSfctplace." 


LOWES 


to  $26.6  billion,  and  earnings  rose  37%  to  $1.4  billion.  Its  shares 
held  their  value  while  the  S&P  500  fell  23%.  In  the  past  ten  years 
Lowe's  has  earned  a  30%  annual  return,  compared  with  10%  for 
Home  Depot.  "There  is  no  stop  in  our  climb,"  says  Tillman. 

Home  Depot,  with  1 ,500  stores  to  Lowe's  840,  still  generates 
more  sales  and  operating  profit  per  square  foot  ($368  and  $37,  re- 
spectively, compared  with  $293  and  $27  for  Lowe's),  but  Lowe's  is 
narrowing  the  gap  (see  chart).  Its  new  stores  are  bigger — 121,000 
square  feet  on  average,  compared  with  109,000  for  Home  Depot — 
and  its  older  stores  do  better  repeat  business.  From  1995  through 
the  first  quarter  of  2000  Home  Depot  had  better  sales  growth  at 


"Most  retailers  don't  want 


his  year-end  e-mail  to  employees  he  writes,  "Take  five  seconds  I 
pat  yourself  on  the  back.  Now  start  all  over  again."  Arrogance ; 
death,  he  says.  "When  you  think  you've  become  the  merchai 
prince,  you've  become  the  merchant  pauper."  i 

The  seeds  of  Lowe's  success  were  sown  during  a  desperate  pi 
riod  of  identity  crisis  in  the  early  1 990s.  Lowe's  had  grown  steadit' 
in  the  decades  since  Lucius  Lowe  opened  a  redbrick  storefi-ont  i 
1 92 1  on  a  sloping  street  in  North  Wilkesboro,  N.C.,  a  hamlet  in  tli 
foothills  of  the  Blue  Ridge.  After  World  War  II  Lowe's  becaro 
known  hundreds  of  miles  around  for  rock-bottom  prices  on  nail 
copper  pipe  and  lumber  by  the  railcar-load.  Lowe's  first  sold  shari 
to  the  public  in  1961  to  hand  an  expansic 
throughout  the  southeastern  U.S.  .1 

In  the  1980s  Lowe's  was  the  industii 
leader,  but  it  was  overdependent  on  the  cyd 
cal  builder  business.  Home  Depot's  100,0(X 
square-foot  stores,  meanwhile,  were  wowii* 
builders  and  homeowners  with  lower  priai 
better  selection  and  better  service.  In  tli 
mid-1980s  Gregory  Bridgeford,  now! 
Lowe's  senior  vice  president,  was  told  to  ji  !i 
to  all  the  new  Depot  openings  with  a  till  :[ 
Minox  camera  and  put  together  a  two-hor  m 
presentation  for  Lowe's  brass  detailing  hci  k' 
Depot  was  better  at  merchandising.  N  il 
everyone  was  ready  to  hear  the  message,  "/i  iei 
terward  the  chief  operating  officer  called  ni  d 
into  his  office  and  said,  'Don't  ever  do  thi  ifc 
again,' "  says  Bridgeford,  48.  i » 

By  1989  Lowe's,  with  $2.6  billion  inrei  t{ 
enue,  had  slipped  to  second  place  behi*  »; 
Home  Depot,  and  it  could  easily  have  goi|  ii 
down  the  same  road  to  oblivion  that  ruini|  Is 
Builder's  Square,  Hechinger  and  Payk^  k 
Cashways.  At  the  time,  Tillman  was  region  in| 
vice  president  for  store  operations  at  the  a  ik 
tral  offices  in  North  Wilkesboro.  Then-ch  i[ 
executive  Leonard  Herring  asked  him  to  ri  li] 
the  merchandising  operation.  He  also  ask  1)5 
Tillman  to  take  a  week  off  to  draw  up  an  ( 
ganization  chart  suggesting  how  the  enti  ne 
company  should  work. 

In  a  brash  move,  Tillman  producec 


stores  open  a  year  or  more.  But  since  then 

Lowe's  has  beaten  Depot  every  single  quar-  tO  be  CaUght  DCtween  loW  chart  that  gave  him  control  over  everythi 

ten  "Bob  Tillman  is  one  of  the  most  under-  end  and  high  end.  But  OUr  but  finance  and  operations — and  receiv 

„-..-j  i„„j —  :_  A : —  u..,: »  ^^y^  niarket  is  in  the  middle."  just  that.  He  surrounded  himself  with  ate 


iitii 


rated  leaders  in  American  business," 

Joseph  Galli  Jr.,  chief  executive  of  Newell 

Rubbermaid.  "He  has  a  remarkable  ability  to  visualize,  aisle  by 

aisle,  how  a  store  should  be."  . 

Retail  is  all  Tillman  has  ever  known.  A  speed  talker  fi-om  tiny 
Mount  Olive,  N.C.,  he  started  with  Lowe's  in  1962  when  he  was  19, 
skipping  college  to  work  as  an  office  trainee  at  the  store  in  Raleigh. 
At  24  he  became  the  yoimgest  store  manager  in  company  liistory. 
Since  taking  the  top  job  in  1995,  he  has  driven  his  staff  mercilessly 
to  perfect  his  estrogen-laced  approach  to  home  unprovement.  In 
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of  loyal,  like-minded  Lowe's  lifers.  "I  kn 
we  were  going  to  war.  I  needed  people  who  had  a  strong  aveisi 
to  failure,"  he  says. 

His  group  based  its  plans  on  a  2-inch-thick  report  produced 
1988,  derived  fi-om  a  mammoth  six- month  effort  involving  i 
minute  surveys  with  8,000  customers  as  they  exited  16  Low  \q 
stores.  The  feedback  was  corrosive,  rife  with  sniping  about  slows  ^f 
vice,  bland  assortments  and  high  prices. 

That  led  to  six  years  of  obsessive  outmaneuvering  of  Ho 
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)OL  In  his  oflSce  Tillman  kept  a  cardboard 

)ut  of  Homer,  Depot's  mascot,  with  a  tar- 

3n  his  chest.  Lowe's  first  big  stores  looked 

iful,"  with  narrow  aisles  and  dark  floors, 

.  Bridgeford.  They  began  getting  it  right 

993,  though  not  without  some  struggle. 

incept  store  in  Greensboro,  N.C.  went  a 

;  overboard.  Inspired  by  a  tour  of  Hu- 
e's finest  gardening  retailers,  Lowe's 

lagers  installed  a  waterfall  and  six  foun- 

s  gurgling  amid  bags  of  dirt. 

The  obsession  with  esthetics  evolved 

dily.  Merchandise  racks  went  from  dark 

t  to  beige  to  dove-gray  until  they  finally 

thed  the  floors  so  that  the  eye  fixes  on 

oroduct  first.  Managers  patrol  every  new 

e  with  light  meters  to  make  sure  aisles 

[it  to  the  company  standard  of  90  foot- 
dies.  Stack-outs,  those  pallets  of  mer- 

idise  set  out  on  the  floor  in  front  of  the 

n  shelves,  were  banned.  They  add  to  rev- 

!  per  square  foot,  but  they  also  obstruct 

aisles,  triggering  the  dreaded  "butt- 

;h"  phenomenon:  Female  shoppers  ^'     .        .  •        xt         ' 

t  like  to  be  touched  by  passersby.  u     -i      j  P<iriiy.  i>OW  11  A  Lowe's  exclusive,  the  item  is  priced  like  a 

ieneath  Lowe's  pretty  appearance  is  a    DOIIS  QOWn  lO  cXeCUtlOn,  fixture  in  a  fancy  showroom  rather  than  in 

cular  distribution  network.  Since  Lowe's    and  1  tflink  WC  CSIl  take  On     the  bath  department  at  the  North  Wilkes- 

always  operated  in  smaller  markets,  it    anybody  OUt  there.  boro  store.  "We  won't  sell  many  of  these," 

to  learn  how  to  distribute  merchandise  concedes  Larry  Stone,  chief  of  store  opera- 

e  efficiently  than  Home  Depot,  whose  individual  stores  get      tions.  "The  point  is  to  show  that  if  it's  made,  Lowe's  has  it." 

Most  homeowners  can  get  by  with  a  14.4-volt  power  drill. 
"How  many  guys  do  you  know  reaUy  need  a  24-volt  handheld 
power  tool?  None.  But  they  think,  'If  that's  what'U  make  my  neigh- 
bors think  I'm  a  macho  tool  guy,  then  I'm  getting  one  of  those 
puppies.'  That's  the  American  psyche,"  says  Tillman. 

As  a  result,  Lowe's  has  bucked  deflation  and  raised  the  total 


y  all  of  of  their  goods  directly  from  manufacturers.  Begin- 
in  1992  Lowe's  started  building  massive  1 -million-square- 
distribution  centers  to  regulate  the  flow  of  goods  to  stores.  It 
has  eight.  The  latest  one,  in  Cheyenne,  Wyo.,  is  the  largest 
ling  in  that  state.  Each  serves  about  120  stores,  and  most  of 
1  have  assigned  a  shipping  dock  to  every  store,  with  a  truck- 
T  parked  waiting  to  fill  up  for  a  run. 
e's  started  this  "store-per-door"  effort 
)95.  By  filling  up  a  truck  first,  Lowe's 
contract  freight  rates  as  low  as  one-fifth 
ose  for  smaller  deliveries. 
n  the  past  few  years  Lowe's  has  pushed 
to  become  the  e.xclusi\'e  big-box  seller 
estige  brands,  such  as  Husqvarna  chain 
and  PeUa  windows.  Home  Depot  takes 
ferent  tack,  more  often  emphasizing 
e  brands.  Home  Depot  does  have  some 
lium  e.xclusives,  such  as  lohn  Deere  rid- 
nowers  and  Ralph  Lauren  paints,  but 
r's  dedicates  proportionately  more  sales 
ing  and  floor  space  to  show  off  the  best 
di  category  to  get  shoppers  to  trade  up. 
)ne  such  item:  a  Sottini  Fairhaven 
5tal  sink  with  chrome  legs  and  a  trans- 
it green-glass  counter.  It  sells  for  $1,800. 


CATCHING  UP  WITH  BIG  ORANGE 

Lowe's  has  been  closing  the  sales  productivity  gap  with 
Home  Depot  while  increasing  earnings  faster. 


Hof>c  I'c-i 
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Earnings  per  share  before 
extraordinary  and 
,  __f,      nonrecurring  items 


Lowes 


Source:  Deutsche  Banc  Alex.  Brown 
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WORK  AND  BUY  AND  HOLD 

The  idea  of  employee  stock  ownership  was  tarnished  with  the 
fall  of  Enron  and  United  Airlines.  Enron  employees,  barred  from 
selling  their  shares  as  they  declined,  fumed  as  their  nest  eggs 
cracked.  United's  employee  stock  ownership  plan,  or  ESOP, 
which  held  55%  of  the  airline,  never  succeeded  in  soothing 
strained  relations  between  labor  and  management. 

Another  sign  that  an  era  may  be  passing  was  the  termination 
in  September  of  Lowe's  ESOPs,  one  of  the  longest-running  and 
most  successful  programs  around.  In  1961  then-chief  executive 
Carl  Buchan  died  unexpectedly,  leaving  his  50%  stake  to  a  trust 
from  which  shares  could  be  purchased  by  employees.  Loyalty 
was  cemented  by  Lowe's  rising  fortunes.  Chief  Executive  Bob 
Tillman  and  the  seven  executives  who  report  directly  to  him 
have  a  combined  144  years  of  service.  Rank-and-filers  who 
stayed  got  rich,  too;  a  $1,000  investment  in  the  1961  offering  is 
now  worth  $2  million. 

In  1970  Terry  Britt  opted  to  skip  college  against  his  mother's 
wishes  and  take  a  job  loading  trucks  at  the  Lowe's  in  Lumberton. 
N.C.  After  32  years  of  steady  ESOP  matching,  Britt  just  retired  as 
a  regional  vice  president  with  'several'  million  dollars.  "If  s  been 
a  dream  come  true,'  says  Britt,  50. 

Over  the  years  employee  ownership  has  been  diluted  to  6% 
of  the  company.  Lowe's  ended  its  ESOP  to  throw  more  weight 
behind  its  40l(k).  Any  shares  held  in  the  ESOP  were 
immediately  vested  and  tucked  into  the  40l(k).  —B.U. 


dollars  spent  on  a  typical 
store  visit  by  5.3%  per  year 
since  1997,  compared  with 
3%  for  Home  Depot  The  av- 
erage purchase  at  Lowe's 
runs  around  S57,  compared 
with  S50  at  Home  Depot. 
Lowe's  has  hiked  average  sell- 
ing prices  for  refrigerators  by 
10%,  grilles  by  7%  and  even 
lightbulbs  by  8%. 

Lowe's  tends  to  outdo 
Depot  in  ser\ice,  too.  Rather 
than  force  its  customers  to 
chase  do^vn  sales  help,  Lowe's 
has  a  call  button  in  most  aisles 
to  bring  the  employee  to  tou  ta 
store  manager's  bonus  depends, 
in  part,  on  how  often  help  arri\es 
within  60  seconds).  Based  on 
customer  research,  Tillman  asked 
stores  to  relocate  hard\N-are  opposite  the  entrance  so  that  shoppers 
v/ho  only  need  wing  nuts  can  grab  a  handful  and  go.  This  breaks 
with  retail  dictum,  which  calls  for  putting  everydav'  staples  on  the 
edges  to  force  customers  to  walk  past  other  merchandise. 

Pam  and  Shawn  Panuline,  a  >oung  couple  who  just  bought  a 
three-bedroom  home  in  Taylorsville,  N.C,  have  shopped  the 
Home  Depot  and  Lowe's  stores  in  nearby  Hickory.  For  Pam, 


I 


Jim  Lowe  paid  his 

sister  S4,20(J  for  the 

family  store.  His 

first  big  expansion 

was  next  door. 


Lowe's  felt  friendlier  and  had  far  more  choices  in  home  decor,  ai 
she  liked  that  it  wasn't  as  contraaor-oriented.  "But  it's  not  t<| 
froofv;"  says  hex  husband.  \\'hen  the  S  1,000  Frigidaire  refrigerat 
they  bought  from  Lo\ve"s  was  delhered  with  a  long  scratch  on  t 
door,  Lowe's  brought  them  a  new  door  90  minutes  latei:  "I  t 
pected  a  week  or  so,"  says  Shawn. 

Bob  Tillman's  biggest  effort  now  is  to  puinch  a  big  hole 
Depot's  lucrative  big-cit\'  monopoh'.  Onh'  176  of  Lowe's  840  sto 
are  in  the  top  25  metro  areas,  where  46%  of  America  Hves.  It  I 
no  stores  in  Chicago,  Minneapolis,  Miami  or  New  York  Cit\',  oi 
one  each  in  San  Diego  and  Oakland.  To  catdi  up,  Lowe's  \sill  spe 
an  estimated  S6  biUion  in  the  next  frve  years  expanding  into 
Northeast — Home  Depot's  stronghold — as  well  as  into  the  Mi 
west  and  California. 

Urban  stores  drive  more  volume,  fester  inventory  turns  a 
greater  operating  efficiencies.  Depot,  meanAvhile,  must  back 
metropolitan  markets  \%ith  smaller  stores  that  lower  its  average 
turn  on  investment  and  drain  sales  from  sibling  oudets  near 
"We're  building  market  share  by  opening  in  areas  where  we  i 
growing  the  market,"  says  Troy  Rice,  Dqx)t's  senior  vice  presid* 
for  store  operations. 

AH  of  the  new  smaller  Home  Depots  are  desperateh'  needed 
help  ease  the  overcrowding  and  worn-out  feeling  of  the  old  stoi 
The  Depot  in  Brookli-Ti's  Red  Hook  neighborhood,  one  of 
chain's  busiest  stores,  is  a  calamit>'.  Tom  novspaper  drctilars 
stre%Mi  in  front  of  the  unfinished  kitchen  department  Three  wo 
have  gone  by  and  still  no  one  has  repaired  the  grapefruit-size  b 

an  employee  accidenta 
punched  in  the  sign  above 
ne%v  appliance  departmeni 
"Home  Depot  has  gros 
underinvested  in  its  stores- 
in  not  at  alL  Now  they 
nize,  entirely  because 
Lowe's,  that  they  have 
spend  money  on  existi 
stores,"  says  Eric  Bosshaic 
Midwest  Research,  who  < 
pects  Depot  will  ha\'e  a  res 
gence  later  this  year. 

Home  Depot  has  cut 
half,  from  four  weeks  to  t 
weeks,  the  time  it  takes  to 
model  a  maior  department  like  kitchens  or  appliances;  Lowe's  i 
do  it  in  a  week.  Depxat  also  has  added  bigger  appliance  sectic 
moved  restocking  to  less-busy  evening  hours  and  is  buildin 
dozen  or  so  regional  distribution  centers  to  consolidate  merch. 
dise  onto  fewer  trucks.  The  changes  are  making  Depot  more  I 
well,  Lowe's. 

For  Bob  Tillman,  though,  the  constant  comparisons  to  De 
are  imner\ing.  "Nobod\-  seems  to  get  it,"  he  says.  "It's  not  Lo* 
against  Home  Depot  It  is  Lowe's  and  Home  Depot  against  8  i 
of  the  damn  marketplace.  Home  Depot  and  Lo%ve  s  combii 
have  about  8%  of  the  carpet  business.  Isn't  that  a  joke?  Get 
20*0,  and  we  can  talk  about  somebody  else  as  a  competitor:" 
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Introducing  Aquos,  inspiring  flat-panel,  liquid  crystal  television.  Crystal-clear  image  quality.  Outstanding 
brightness.  And  a  screen  that's  merely  2.5  inches  thin.  Aquos  by  Sharp.  It's  what  TV  will  be.sharp-usa.com 
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Fred  Goodwin, 
the  young  boss  of 
the  Royal  Bank 
of  Scotland,  has 
so  far  made  all 
the  right  calls 
in  a  tough  era. 
Now  he  has  his 
sights  on  the  U.S. 

BY  RICHARD  C.  MORAIS 


WHILE  BRITAIN'S  HSBC  IS  THE  TALK  OF  THE  TOWN 
for  grabbing  Illinois-based  Household  Interna- 
tional for  $14  billion,  some  pretty  smart  folks 
have  their  eye  on  Britain's  second-largest  bank, 
the  $25  billion  revenue  Royal  Bank  of  Scotland, 
as  it  continues  its  under- the- radar  attack  on  the  U.S.  market. 

In  the  last  three  years  RBS  has  quietly  doubled  its  U.S. 
deposits,  making  its  Citizens  Bank  the  16th-largest  bank  in  the 
country.  Watch  this  efficient  bank  shoot  up  America's  score- 
board: Citizens'  40  acquisition  specialists  in  Rhode  Island  are  on 
the  prowl  for  their  21st  deal. 

Who  are  they?  Three  years  ago  the  relatively  little  knowrn 
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Edinburgh-based  bank,  led  by  44-year-old  Chief  Executive  I 
(Fred  The  Shred)  Goodwin,  nabbed  England's  troub 
NatWest  bank  in  a  brilliantly  strategized  $34  billion  hos 
takeover.  At  the  time,  NatWest  was  three  times  the  size  of  F 
the  deal  was  seven  times  the  previous  biggest  hostile  takeove 
the  U.K.,  and  no  hostile  takeover  of  a  big  European  bank) 
ever  been  successful. 

Today  the  Banker  ranks  RBS  13th  globally  by  Tier  1  cap 
and  16th  by  assets.  But  the  bank's  pretax  profit  of  $6.2  billio) 
200 1  was  beaten  only  by  those  of  Citigroup  ($21.9  billion),  B 
of  America  ($10.1  billion)  and  HSBC  Holdings  ($8.1  billion), 
another  way:  A  27%  rise  in  profits  was  Herculean  when 
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k 
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istn''s  global  profits  fell  30%  during  one  of  bleakest  periods 
lemory.  And  it's  still  on  the  boil:  In  the  first  half  of  2002  RBS 
)rted  another  20%  rise  in  revenue  and  a  12%  increase,  to 
8,  in  earnings  per  London-traded  share, 
rhe  Royal  Bank  of  Scotland  under  Goodwin  now  has  a  mar- 
:ap  of  $70  billion.  This  275-year-old  Scottish  bank,  a  nonen- 
on  the  world  stage  just  a  few  years  ago,  is  now  bigger  by  this 
sure  than  household  names  like  J.P.  Morgan  Chase,  UBS  and 
tsche  Bank. 

rhat's  why  Goodwin's  analytic  skills  and  unusual  flanking 
leuvers  are  increasingly  catching  attention.  Merge  overlap- 
;  banks,  for  example,  and  bankers  normally  shutter  branches 
cost-cutting  frenzy.  Goodwin,  in  contrast,  belied  his  "Shred- 
'  nickname  by  keeping  almost  all  of  Nat  West's  1,500 
iches  open  and  eliminating  ATM  and  overdraft  charges.  He 
1  ran  hilarious  ads  of  a  little  old  lady  going  to  her  bank 
ich  (an  RBS  rival)  and  discovering  it's  been  turned  into  a 
tbar. 

vVhile  Citigroup  and  HSBC  pioneered  the  now  ubiquitous 
I'arding  of  customers  to  low-cost  phone  centers,  Goodwin 
his  customers  make  calls  to  their  own  branches,  cosdy  for 
)ank.  "If  you're  at  war  with  your  customers,"  Goodwin  says, 
I're  living  on  borrowed  time.  Customers  hate  call  centers 
a  passion  because  it  verges  on  the  miraculous  if  they  are 
able  to  get  back  to  the  same  operator." 
■ypically  there's  more  to  that  Goodwin  comment  than 
ts  the  eye.  In  the  first  half  of  2002  RBS'  revenues,  not  count- 
hose  at  new  acquisitions,  rose  15%  to  $12  billion.  According 
Godwin,  the  customer  checking  his  bank  balance  is  a  great 
awaiting  a  year-end  bonus,  perhaps?),  and  the  high  cost  of 
ig  a   customer  phone  his  branch   is 
■ned  tenfold  when  an  alert  banker  sells  the 
a  financial  product.  The  RBS  experience, 
ort,  suggests  banks  forwarding  callers  to 
lymous  operators  in  India  or  Ireland 
It  be  missing  the  plot, 
eet  Goodwin  and  he  comes  across  as 
and  witty.  But  there's  a  streak  of  acid  just 
V  the  surface.  He  talks,  for  example,  about 
mercy  killing"  of  competitors,  but  should 
er  consider  a  run  on  Germany's  troubled 
merzbank,  we  should  "send  for  the  men 
the  white  coats." 

uch  tartness  is  a  reason  the  deceptively  boyish-looking 
iwin  is  not  universally  liked.  He  has  achieved  extraordinary 
ts  at  RBS  by  making  almost  inhuman  demands  on  his  exec- 
s;  one  executive  memorably  likened  Goodwin  to  a  prowling 
You  sense,"  the  terrified  banker  told  a  Scottish  paper,  "he 
I  tear  you  limb  for  limb,  and  you  are  ever  so  grateful  when 
Kisn't." 

hat  hardness  came  across  in  the  tense  months  when  the 
^^as  the  underdog  in  the  hostile  battle  for  NatWest.  In  the 
's  1920s  palace  in  St.  Andrews  Square,  senior  managers 
:ed  the  details  Ln  marathon  sessions,  telling  Goodwin  he 
iQ.  choice  but  to  drop  the  RBS'  smaller,  simpler  data  pro- 
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Investors  accord  RBS  a 

multiple  nearly  as  healthy 

as  mighty  HSBC's. 


$695  Assets($bil)       $535 

$4.9  Proflts($bil)        $3.9 

$108  Market  cap($bil)      $69 

$56.98  Recent  price  $23.87 


Prices  as  of  Dec.  16.  2002. 

Source:  Multex  via  FactSet  Research  Systems. 


cessing  system  into  the  NatWest's  giant  network.  Not  good 
enough,  Goodwin  snapped.  As  the  Regency  clock  in  his  office 
chimed  the  quarter  hours,  he  hammered  away  at  their  assump- 
tions. Why,  he  demanded,  should  RBS  take  on  the  inefficiencies 
of  NatWest? 

In  October,  $800  million  later,  the  bank  moved  18  million 
NatWest  customer  accounts— with  $245  billion  in  daOy  transac- 
tion volume  of  customer  data — to  RBS'  computer  system.  Move 
Goodwin's  attention  from  the  customer  front-end  to  the  "man- 
ufacturing" back-end  and  the  hard-driving  Scot  lives  up  to  his 
nickname.  Three  cash-and-check-processing  operations  and 
18,000  employees  got  the  chop,  cumulatively  saving  $3  billion 
during  the  last  three  years  since  the  merger.  The  bank's  45.7% 
ratio  of  costs  to  revenue  (the  latter  measured  as  net  interest 
income  plus  other  revenue)  is  now,  claims  Goodwin,  the  lowest 
in  Europe. 

RBS'  next  big  move  will  be  in  the  U.S.  Goodwin's  point  man 
here  is  Lawrence  Fish,  a  trustee  of  the  Brookings  Institute  and  a 
director  of  the  Federal  Reserve  Bank  in  Boston.  RBS  first  planted 
a  flag  in  the  U.S.  in  1988,  making  its  first  acquisition  during  the 
savings-and-loan  crisis,  before  rolling  out  a  continual  string  of 
modest  add-ons  like  Connecticut's  Farmers  &  Mechanics  and 
Massachusetts'  Quincy  Savings  Bank.  Once  a  tiny  outpost  in 
Rhode  Island,  RBS'  Citizens  Bank  is,  20  acquisitions  later,  the 
second-largest  bank  in  New  England.  And  the  $2.2  billion  spent 
last  year  acquiring  Mellon  Bank's  retail  operation  has  the  Scots 
marching  into  Pennsylvania,  Delaware  and  New  Jersey.  It's  a 
return  to  the  past.  Earlier  Scottish  financiers  did  much  to  start 
the  19th-century  U.S.  steel  industry  on  which  MeUon  was  built. 
The  deal  was  also  classic  RBS:  Mellon  approached  Fish  on 
Memorial  Day  weekend  in  2001.  Goodwin  im- 
mediately gave  Fish  the  green  light  over  the 
phone,  pitched  the  RBS  board,  and  the  whole  deal 
was  completed  by  July.  Matthew  Greenburgh,  co- 
head  of  Merrill  Lynch's  Global  Financial  Institu- 
tions Group  in  London  and  Goodwin's  invest- 
ment banker,  says  RBS'  $3  billion  share  offer  to 
pay  for  the  Mellon  acquisition  was  the  second 
largest  to  be  completed  in  a  single  day,  a  testi- 
monial to  Goodwin's  stature  in  the  City. 

The  integration  of  Mellon  is,  like  that  of 
NatWest,  producing  results  ahead  of  schedule: 
U.S.  revenues  were  up  69%  (to  $1.4  billion)  and 
pretax  profit  61%  (to  $600  million)  for  the  first  six  months  of 
2002.  Strip  out  acquisitions  and  the  profit  growth  was  still  16%. 
This  is  old-fashioned  banking:  taking  in  deposits  and  lending  out 
money.  "If  we  can't  drive  to  it,"  says  Fish,  "we  don't  lend  to  it." 

Meantime  Goodwin  teUs  FORBES  he  has  his  eye  on  a  dozen 
or  so  Mellon-size  targets  in  the  U.S.  and  three  or  four  "bigger 
ones,"  but  he  has  "no  desire  to  buy  Household."  That,  of  course, 
is  a  dig  at  much-admired  HSBC,  the  still  bigger  and  better  known 
British  bank  now  getting  into  risky  credits,  an  area  this  starched- 
collar  wunderkind  has  resolutely  abjured. 

"I'm  sure,"  Goodwin  says  dryly,  "they  know  what  they  are 
doing."  F 
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IN  THE  DEPTHS  OF  THE  ENERGY  PRICE 
collapse  of  the  mid-1980s  Corbin 
(Corby)  Robertson  Jr.  risked  just 
about  everything  he  owned  to  buy  a 
billion  tons  of  coal  in  the  ground.  This 
was  no  minor  gamble.  Robertson's  grand- 
father, the  legendary  Texas  wildcatter 
Hugh  Roy  Cullen,  had  discovered  the  giant 
Tom  O'Conner  Field  in  south  Texas  in 
1932.  Robertson's  father,  who  married  one 
of  Cullen's  four  daughters,  Wilhelmina, 
helped  turn  the  family's  Quintana  Petro- 
leum into  a  $1  biUion  empire.  Now 
Robertson  was  betting  his  entire  stake  on 
coal,  a  dirty  fuel  that  was  supposed  to  be 
eclipsed  by  oO  and  natural  gas  long  ago. 
"I  bet  the  ranch  and  all  the  cows  on  it," 
says  Robertson,  now  55.  "I  even  hocked 
the  Tom  O'Conner  Field." 

Clever  bet.  For  although  coal  was 
under  attack  by  environmentalists  then,  as 
now,  for  generating  acid  rain  and  other 
pollutants,  Robertson  knew  it  was  going 
to  be  a  key  fuel  for  a  long  time  to  come. 
Coal  still  accounts  for  49%  of  electricity 
generation,  little  changed  from  a  decade 


University  of  Texas,  where  the  6-foot- 1- 
inch  linebacker  was  an  All-American  foot- 
ball player  and  captain  of  the  Cotton 
Bowl-winning  1968  team.  Robertson's  fa- 
ther was  concerned  about  dwindling  U.S. 
oil  and  gas  reserves,  which  were  making  it 
more  difficult  for  independents  like  Quin- 
tana to  compete.  He  sent  his  son  to  inves- 
tigate the  Preece  property,  a  12,500-acre 
coalfield  in  Kentucky. 

Robertson  recommended  buying  it  for 
$2.5  million.  Then  the  fun  began.  Forgot- 
ten Civil  War-era  tunnels  riddled  the  area, 
and  costs  spiraled  out  of  control.  Robert- 
son says  he  got  a  "lucky  break"  when  the 
miners  went  on  strike.  "We  were  mining 
coal  for  $7  a  ton  and  selling  it  for  $5.80," 
he  recalls.  Humbled  by  his  brief  sojourn 
as  a  coal  miner,  he  turned  over  his  equip- 
ment to  an  experienced  operator  and  re- 
treated to  the  more  predictable — and  in- 
sulated— business  of  collecting  a  royalty 
on  every  ton  that  came  out  of  his  ground. 

He  has  stuck  to  that  plan  ever  since, 
buying  CSX  Coal  Properties  in  a  $122  mil- 
lion leveraged  buyout  in  1986  and  then 


gan  Energy  Partners  (FORBES,  Mar.  . 
2002).  Coal  miners  like  Arch  and  Peaboi 
^  Energy  tend  to  trade  at  four  to  five  tiitj 
cash  flow.  Natural  Resource  Partners,  e\ 
with  a  hefty  10.5%  yield,  is  trading  at  I 
equivalent  of  nine  times  cash  flow.  So  it  ( 
buy  royalty  streams  from  coal  mini' 
companies  (most  collect  royalties  from 
serves  as  well  as  mining  their  own  coal) 
five  to  seven  times  cash  flow  and  still  bo 
returns  to  its  own  unit  holders. 

At  least  that  is  the  plan.  One  of  the  > 
sellers  will  be  Robertson  himself  He  i 
mits  it's  a  conflict  to  be  selling  coal  t 
partnership  he  controls,  but  he  has 
stalled  an  independent  director,  oil  pa 
veteran  David  Carmichael,  to  approve 
price  and  terms.  "When  you've  got  t 
much  coal,  you're  not  living  for  any  c 
deal,"  Robertson  says. 

A  bigger  problem,  shared  by  the  en: 
coal  industry,  is  keeping  the  environm 
talists  at  bay.  Some  of  Robertson's  V 
Virginia  coal  operations  are  appealin 
potentially  crippling  ruling  by  a  fed« 
court  there  banning  a  popular  forir 


Fuel's  Paradis€ 

Corby  Robertson  inherited  a  piece  of  one  of  the  great  Texas  oil  fortune 

He  has  built  an  even  bigger  one  on  coal  |  by  oaniel  fis> 


ago.  Robertson  sits  atop  the  largest  private 
hoard  in  the  nation — 21  billion  tons  of  re- 
serves he  has  quietly  amassed  over  three 
decades.  That  supply,  second  only  to  Uncle 
Sam's  92  billion  tons,  could  fuel  the  entire 
U.S.  demand  for  20  years. 

Perhaps  the  most  remarkable  thing 
about  Robertson  is  that  he  literally  never 
touches  coal — and  hasn't  for  years.  His 
mosdy  private  limited  partnerships  essen- 
tially are  leases  of  his  reserves  to  coal  op- 
erators that  pay  him  a  combination  of 
fixed  annual  fees  and  royalties  that  aver- 
aged $  1 .63  per  ton  in  200 1 .  If  a  mining  op- 
eration goes  bust,  Robertson  keeps  the 
coal  and  most  of  the  equipment — and 
leases  the  mine  to  somebody  else. 

Robertson's  black-lump  adventure 
began  in  1 969  after  he  graduated  from  the 
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paying  Burlington  Resources  $80  million 
in  1992  for  20  billion  tons  scattered  across 
Wyoming,  Montana,  North  Dakota,  Illi- 
nois and  Washington.  Last  year  he  took  in 
$36.4  million  in  royalties,  with  half  of  it 
dropping  to  the  bottom  line. 

This  year  Robertson  folded  about 
1  billion  tons  of  his  reserves  into  a  part- 
nership with  Arch  Coal,  die  nation's  num- 
ber two  producer  behind  Peabody  Energy. 
Natural  Resource  Partners  raised  about 
$90  million  in  October  selling  a  19%  stake 
to  the  public  in  the  form  of  units  with  a 
10.5%  dividend  yield.  Robertson  kept 
58%  of  the  partnership  for  himself  and  is 
the  majority  general  partner. 

Natural  Resource  Partners  plans  to  take 
advantage  of  the  same  financial  alchemy  as 
energy  partnerships  such  as  Kinder  Mor- 


mining  in  which  entire  mountaintops 
removed  and  deposited  in  nearby  vail 
(Unlike  oil  companies,  coal  concerns  I 
to  own  both  the  surface  and  mineral  ri 
to  property.)  "These  guys  are  absei 
landowners,  and  they  tie  up  all  the  Ian 
local  citizens  can't  use  it,"  compl 
Joseph  Lovett,  executive  director  for 
Appalachian  Center  for  the  Economy 
the  Environment. 

Robertson  is  an  ideal  target.  He 
close  ties  to  the  Bush  Administration 
says  he  submitted  suggestions  to  Vice  1 
ident  Dick  Cheney,  although  he  never 
with  the  man  personally,  during  the  r 
infamous  sessions  to  draft  the  Bush 
ergy  policy.  Moreover,  much  of  the 
he  bought  from  Burlington  is  low-qt 
lignite,  a  brownish  fuel  one  step  rem 
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-at,  which  can't  be  transported  be- 
•-  tends  to  spontaneously  combust. 
'  be  burned  in  power  plants  at  the 
of  the  mine,  yet  environmentalists 
pose  any  expansion  in  coal-fired 
plants.  "If  you're  buying  stock  in  a 
c  pany  that  is  banking  its  future  on  coal, 
'  might  be  making  a  very  expensive 


mistake,"  warns  Daniel  Becker,  director  of 
global  warming  and  energy  policy  at  the 
Sierra  Club. 

Robertson  seems  above  it  all.  Even 
after  installing  the  most  advanced  pol- 
lution-control equipment,  he  says,  lig- 
nite plants  can  generate  power  at  the 
equivalent  of  about  $2.50  per  million 


Btu.  Gas  is  at  $5  and  there  are  growing 
questions  about  supplies  in  once- 
promising  regions  such  as  the  Gulf  of 
Mexico.  "Can  Congress  put  coal  out  of 
business?"  asks  Robertson,  with  a  mel- 
low Texas  drawl.  "Sure,  but  I  don't  think 
the  politicians  will  leave  the  lights  out 
for  long."  r 
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CRITICAL  PATH 


Critical  Juncture 

Heavy  losses,  ballooning  debt,  financial 
scandal— Critical  Path  had  it  all. 
The  surprising  part:  It's  still  around. 


BY  VICTORIA  MURPHY 

CRITICAL  PATH  EMBODIED  THE 
Internet  boom.  Its  wild-haired 
founder,  David  Hayden,  saw 
the  future  of  e-mail  early  on, 
raising  $40  million  in  venture 
funding  to  fill  a  former  chocolate  factory 
in  San  Francisco  with  engineers.  It  had 
no  profit  and  less  than  $1  million  in  rev- 
enue, yet  it  raised  almost  $600  million  in 
a  year.  Its  shares  started  out  at  $24  and 
rose  to  $150  in  a  month,  fuehng  a  $1.8 
billion  acquisition  binge. 

Then  it  unraveled.  A  new  chief  financial 
officer  noticed  something  was  very  wrong. 
Executives  had  been  inflating  revenue  and 
profit,  backdating  contracts  and  booking 
phony  deals.  On  Feb.  2, 2001  the  company 
confessed  to  possible  accounting  irregular- 
ities. Turns  out  sales  for  the  second  half  of 
2000  were  25%  lower  than  reported,  and 
losses — purported  to  be  $20  million — ^were 
twice  as  large. 

Critical  Path's  stock  plunged  75%,  to 
$2.50,  weeks  after  the  painful  admission;  it 
never  recovered.  More  than  two  dozen 
shareholder  lawsuits  followed,  and  four  ex- 
ecutives were  hit  with  criminal  charges. 

Dozens  of  dot-coms  have  died  of  lesser 
wounds.  Yet  two  years  later  the  onetime 
poster  child  for  glut  and  greed  is  on  the 
mend.  "Arguably  we  shouldn't  be  around 
today,"  says  William  E.  McGlashan  Jr.,  an 
outsider  who  joined  two  months  into  the 
scandal.  Now  he  expects  to  turn  a  profit  in 
2003,  the  first  ever  for  the  company. 

McGlashan,  39  and  a  Stanford  M.B.A., 
had  founded  an  herbal  medicine  outfit 
called  Pharmanex,  which  he  sdd  to  Nu  Skin 
Enterprises  for  $125  million  in  1998  (his 
stake  was  less  than  5%).  Later  he  started  a 
venture  firm  that  focused  on  helping  U.S. 
tech  firms  set  up  abroad,  and  one  of  his 
clients  was  Critical  Path.  When  the  scandal 
broke,  founder  Hayden,  who  had  been  side- 
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lined  but  returned  after  the  two  top  execu- 
tives left,  asked  McGlashan  to  help  out  tem- 
porarily. He  got  hooked.  "I  became  very  at- 
tached to  the  outcome.  I  have  this  psychosis 
that  my  life  is  on  the  Une,"  he  says. 

It  was  a  wild  ride.  As  the  bubble 
swelled.  Critical  Path  grew  so  fast  that  its 
weaknesses  went  undetected.  Sales  in- 
creased from  less  than  $1  milHon  in  1998  to 
a  restated  $  1 36  million  by  year-end  2000. 
In  three  years  payroU  swelled  from  42  at 
one  site  to  more  than  1,000  people  in  77 
offices.  Internal  budgets  were  all  but  nonex- 
istent; $3.5  million  servers  were  being 
bought  like  lunches. 

The  company  acquired  ten  firms  in  16 
months,  losing  sight  of  its  core  business, 
managing  e-mail  accounts.  Some  proper- 
ties had  little  to  do  with  e-mail:  FaxNet  lost 
$25,000  a  day  providing  businesses  with  a 
hosted  service  that  diverted  incoming  faxes 
when  lines  were  busy. 

McGlashan  arrived  in  April  2001,  vow- 
ing to  revive  the  disgraced  dot-com,  but 
with  one  condition:  Avoid  Chapter  1 1. 
"Bankruptcy  isn't  a  turnaround,"  he  says, 
"it's  a  copping-out  of  everyone's  interests." 
He  immediately  dumped  eight  of  the  ac- 
quisitions, taking  a  $1.3  billion  writeoff. 
"We  didn't  have  the  luxury  of  being  senti- 
mental." He  shut  down  53  of  the  77  offices 


Critical  Path's  William  McGlashan  Jr. 

"Bankruptcy  ! 
isn't  a  turnaround 
he  says,  "it's 

a  copping-out 
of  everyone's 
interests." 


and  laid  off  55%  of  the  staff,  trimming 
total  to  562;  he  is  likely  to  cut  mc 
McGlashan  also  began  signing  the  che 
to  rein  in  expenses.  In  his  first  six  mor 
he  halved  costs  to  $27  million. 

McGlashan  kept  creditors  at  bay  < 
silenced  suing  shareholders  by  artfully 
ploiting  Critical  Path's  failing  health, 
calls  this  his  "squeeze  play."  McGlasI 
dwelled  on  the  firm's  near-death  exp 
ence,  suggesting  that  if  they  didn't  coo{  ■Hij; 
ate  they  would  end  up  owning  a  corpo;    ilor 


I  >e.  "We  weren't  viable,  and  I  didn't  try 
rsuade  them  into  thinking  otherwise," 
■  vs  unapologetically. 

hus  did  Critical  Path  wipe  out  87% 

debt,  $262  million,  for  just  30  cents 
1  le  dollar,  and  settle  the  lawsuits  in 
1   months.  The  company  paid  out  a 

"-' 7.5  million,  all  of  it  covered  by  in- 
-  I  as  well  as  warrants,  still  under- 
■1  ■',  to  dispose  of  claims  that  could 
^totaled  $240  million. 

11  along,  though,  customers  were  get- 


ting a  decidedly  more  upbeat  message  from 
McGlashan,  who  logged  400,000  miles  pro- 
moting his  rescue  efforts.  A  big  win  came  in 
late  2001,  when  Morgan  Stanley  signed  on 
to  use  Critical  Path's  identity  management 
software,  albeit  at  a  significant  discount. 

Now  he  must  get  this  company  to 
grow — and  look  for  the  right  time  to  sell 
out.  Revenues  were  expected  to  fall  almost 
20%  last  year  to  $85  million.  Critical  Path's 
core  business  will  likely  grow  by  4%  (after 
accounting  for  discontinued  entities).  IBM 


and  Microsoft  control  70%  of  the  e-mail 
market.  McGlashan  insists,  "Around  scala- 
bility and  reliability,  we're  the  best  in  the 
world."  On  a  standard  server,  he  claims, 
Critical  Path  can  manage  2  million  mail- 
boxes, compared  with  10,000  for  Microsoft 
Exchange  software.  One  independent  study 
shows  that  Microsoft's  wares  cost  34  times 
more  than  Critical  Path's  over  a  three-year 
period. 

But  the  company's  sullied  past  remains 
a  huge  roadblock."The  competition  talks 
it  up,"  complains  sales  director  James  Un- 
derwood. The  former  president,  David 
Thatcher,  has  pleaded  guilty  to  one  count 
of  conspiring  to  commit  securities  fraud 
and  awaits  sentencing,  as  do  two  vice  pres- 
idents who  have  admitted  guilt  on  insider- 
trading  charges;  a  third  veep  got  a  six- 
month  jail  sentence. 

In  August  the  company  nearly  lost  a 
deal  with  Hewlett-Packard  to  cohost  mes- 
saging for  telecom  carriers.  A  news  story  in 
the  San  Jose  Mercury  News  ran  under  the 
headline,  "Authorities  accuse  three  more 
executives  at  Critical  Path,"  although  the 
three  had  left  long  before.  HP  execs  grew 
uneasy.  "This  isn't  the  time  to  be  associated 
with  a  questionable  company,"  says  an  HP 
vice  president,  Stephen  Huhn. 

McGlashan  threatened  to  kill  the  deal 
unless  the  service  was  co-branded.  Huhn 
persuaded  his  HP  colleagues  that  Critical 
Path  was  no  longer  crooked;  the  pact  was 
signed  in  October.  It  could  enhance  Criti- 
cal Path's  credibility  and  give  it  an  instant 
entree  into  hundreds  of  HP  corporate  ac- 
counts that  could  stir  miUions  of  dollars  in 
new  business.  Yet  Critical  Path's  stock 
barely  budged  on  the  news.  "No  one 
cared,"  McGlashan  says. 

It  hurt  him  personally,  too:  He  bought 
1  million  shares  in  May  at  $1.74  a  share. 
Lately  the  stock  trades  at  53  cents.  He  insists 
he  is  unfazed:  "If  I  focused  on  the  stock 
price  I  wouldn't  be  here  right  now."  Yet  if 
McGlashan  can  lift  the  stock  price  to  a 
mere  $5  a  share,  his  entire  stake  (including 
options)  would  be  worth  more  than  $20 
million.  At  its  current  burn  rate  Critical 
Path  can  survive  two  more  years  without 
turning  a  profit — but  then  what?  Mc- 
Glashan is  refreshingly  candid  about  what 
a  successfiil  turnaround  might  mean:  "The 
probability  is  that  we  get  acquired."        F 
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OANNE  GORDON 

WAS  A  SCENE  NOT  OFTEN  SEEN  IN 
le  history  of  labor-management  rela- 
ons.  About  150  truck  drivers,  dock- 
rorkers  and  mechanics,  most  of  them 
eamsters  members,  piled  into  a  con- 
ce  hall  to  hear  the  president  of  Road- 
Express  tell  them  they  had  to  work 
;  efficiendy. 

We've  all  seen  how  the  union  sector 
teadily  gone  downhill,"  Roadway's 
:s  Staley  told  them  at  a  three-day 
ing  in  November  in  Winston-Salem, 
Two  months  before,  competitor 
;olidated  Freightways  filed  for  bank- 
zy  and  15,000  Teamsters  lost  their 
Nonunionized  carriers  like  CNF  are 
ng  off  business  with  a  lower-cost  and 
\  flexible  work  force.  To  compete,  he 
led,  all  Roadway  Express'  workers — 
igement  included — must  change 
diey  do  their  jobs. 
Ne  just  don't  have  time  at  this  point  in 
)mpany's  history  for  you  to  sit  on  the 
nes, "  he  warned. 

smarkably,  the  workers  didn't  storm 
or  Staley,  who  has  seen  hokey  work- 
programs  come  and  go,  it  was  a  start, 
is  not  a  religious  experience,  but  in 
ng  it's  as  good  as  it  gets,"  he  said  later, 
aley,  53,  is  attempting  what  even  the 
athetic  say  is  daunting:  persuading 
rters  and  other  union  members  to  be 
efficient,  and  breaking  down  hostility 
en  workers  and  management.  Part  of 
an  is  teaching  a  bit  of  capitalism  to 
)rkers.  His  staff  runs  classes  explain- 
come  statements  and  operating  ra- 
int^nded  to  drive  home  that  Road- 
xds  to  cut  costs.  At  other  sessions  it's 
touchy-feely:  Workers  and  supervi- 
ainstorm  and  enact  skits  to  find  ways 
?rove  productivity  by,  say,  getting 
rs  to  load  more  boxes  onto  a  truck, 
ch  programs  have  a  way  of  produc- 
hort-term  glow  and  not  much  last- 


ing change.  Union  bosses  assume  that  effi- 
ciency is  just  a  fancy  way  of  saying  that 
some  workers  will  be  canned  and  the  rest 
made  to  work  harder.  "It  is  exceedingly  rare 
that  a  union  will  say  to  management,  'We 
can  help  you  save  money  by  efficiency 
gains,' "  says  labor  consultant  Brent  Yessin. 
Staley  figures  a  sense  of  urgency  will 
help  sell  this.  Roadway  Express,  the  largest 
subsidiary  of  $2.9  billion  (2001  revenues) 
Roadway  Corp.  based  in  Akron,  Ohio,  saw 
operating  income  sink  14%  to  $130  mil- 
lion (net  before  interest,  taxes  and  depreci- 
ation) during  the  first  three  quarters  of  this 
year.  Revenue  dropped  7%  to  $1.8  billion. 
Roadway  is  a  less-than-truckload  carrier, 
meaning  its  trucks  can  carry  freight  for 

Teamsters  and  managers 
writing  business  plans 

together?  This  is 

how  James  Staley  hopes 

to  save  Roadway  Express 

from  Consolidated 

Freightways'  fate. 

more  than  one  customer  at  a  time. 

Staley  doesn't  have  much  room  to  ma- 
neuver on  wages.  His  company  is  heavily 
organized— 20,000  of  its  27,000  employ- 
ees belong  to  the  Teamsters  or  other 
unions.  They  are  paid  $29. 1 7  an  hour  on 
average  (including  benefits),  5%  above 
nonunionized  competitors.  In  the  first 
three  quarters  of  2002  compensation  con- 
sumed 65  cents  of  the  Roadway  Express 
revenue  dollar.  That  compares  with  53 
cents  in  2001  for  Conway  Transportation 
Services,  a  division  of  CNF.  The  difference 
helps  explain  why  Roadway  Express  is  ship- 
ping a  quarter  less  tonnage  in  its  25  largest 
markets  since  1998. 

Staley  can't  anticipate  much  relief 


lit  Fairy 


from  current  contract  talks  between  the 
Teamsters  and  big  trucking  companies. 
The  existing  contract,  covering  65,000 
workers,  expires  March  3 1 ,  and  the  union 
wants  a  decent  raise.  Its  argument:  Con- 
solidated's  collapse  has  helped  the 
remaining  companies. 

Staley  is  asking,  in  effect,  that  four 
workers  do  the  work  done  by  five.  "But  in 
the  long  term,"  he  says,  "I  want  to  secure 
enough  business  that  I'll  need  eight  people 
to  handle  the  load."  And  perhaps  surpris- 
ingly, at  least  one  local  Teamsters  boss, 
Stephen  Deal,  echoes  management.  "Times 
have  changed,"  says  Deal.  "If  we  don't  work 
together,  and  smarter,  we  won't  survive." 

Roadway  is  using  a  kind  of  group  ther- 
apy program  called  Appreciative  Inquiry. 
Developed  by  organizational  psychiatrist 
David  Cooperrider,  a  professor  at  the 
Weatherhead  School  of  Management  at 
Case  Western  Reserve  University  in  Cleve- 
land, the  program  has  been  used  at  GTE, 
American  Express  and  the  Navy. 

"People  are  dying  at  every  level  of  a 
company  to  be  tapped  on  the  shoulder  and 
asked  for  their  opinion,"  says  Cooperrider. 
A  three-day  seminar  costs  Roadway  about 
$100,000.  At  a  recent  session  in  North  Car- 
olina workers  were  asked  to  recall  ideal 
work  experiences — when  they  were  treated 
with  respect,  when  trucks  were  loaded  to 
capacity  or  arrived  on  time.  Assembled  into 
nine  groups,  they  were  then  prodded  to  de- 
vise moneysaving  ideas. 

A  team  of  short-haul  drivers  came  up 
with  12  cost-cutting  and  revenue-generat- 
ing ideas.  One  of  the  most  ambitious:  Have 
each  of  the  32  drivers  in  Winston-Salem 
deliver  just  one  more  customer  order  each 
hour.  Using  management  data,  the  drivers 
calculated  the  288  additional  daily  ship- 
ments, at  an  average  revenue  of  $212  each 
and  with  a  6%  margin,  would  generate  just 
about  $1  million  a  year  of  operating  profit. 
It's  unlikely  they'll  reach  that  goal,  but  the 
drivers  are  working  on  increasing  daily 
shipments. 

The  existing  union  contract  permits  the 
company  simply  to  increase  the  shipments, 
but  it  does  not  guarantee  cooperation.  Bet- 
ter to  have  the  workers  come  up  with  ideas. 

One  success  story  from  an  earlier  meet- 
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ing:  In  Akron  the  distribution  center  is  sav- 
ing $1 18,000  a  year  because  workers  dis- 
covered that  some  trucks  carried  more  fliel 
than  needed,  adding  unnecessary  weight. 
A  few  percentage  points  count.  John 
Bronneck,  Roadway's  vice  president  of  op- 
erations, told  workers  in  Winston-Salem 
that  high  costs  had  chased  away  15  ac- 
counts with  $21  million  in  revenue.  "On 
one  $2  million  account  that  we  lost,  all  we 
had  to  do  was  cut  $120,000  in  costs,"  said 
Bronneck,  who  at  one  point  during  the 
meeting  taped  red  paper  wings  to  his  back 
to  play  the  role  of  a  "freight  fairy"  who  had 
come  to  make  workers'  dreams  come  true. 
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Yet  the  difficulty  in  changing  workplace 
behavior  is  seen  through  the  experience  of 
36-year-old  dockworker  Roger  Bayne.  A  13- 
year  veteran  and  union  representative,  he'd 
been  accused  of  instigating  worker  slow- 
downs and  engaging  in  screaming  bouts 
with  supervisors.  Now  he's  a  new  man,  in 
part  because  of  the  business  education  he 
got  from  Roadway.  At  a  seminar  on  Road- 
way's finances  in  April  he  was  shown  a 
graph  illustrating  how  unionized  trucking 
companies'  market  share  has  slipped  from 
75%  to  50%  since  1990. 

"Suddenly  my  ability  to  support  my  wife 
and  two  children  depended  on  the  security 


of  the  company,"  recalls  Bayne.  He  wri 
plan  to  improve  service  in  his  Green' 
S.C.  facility  that  includes  teaching  d 
workers  to  use  computers  to  common 
with  customer  service  reps  and  keep  1 
up-to-date  on  the  status  of  freight.  1 
days,  Bayne  says,  he  enjoys  his  work. 

Happy  ending?  Not  completely.  S 
of  his  co-workers  accuse  Bayne  of  be 
management  "suck-up,"  and  he  was  ] 
ically  direatened  recendy.  He  also  resi 
as  a  union  representative.  Even  som 
pervisors  have  been  reluctant  to  acce] 
new  attitude.  Years  of  hostility  < 
easily  fall  away. 

I 


Open  Enter 


NEC  can  help  take  your  business  to  new  levels  of  quality,  satisfaction  and  productivity.  With  innovative  technology  from 
NEC,  you  can  migrate  your  current  network  to  converge  voice  and  data.  Advanced  IP  telephony  from  NEC  means 
information  can  be  shared.  Access  and  security  controlled.  Service  enhanced.  And  costs  reduced.  All  while  protecting 
your  investment  in  your  current  infrastructure.  It's  just  one  more  way  NEC  innovation  can  empower  competitive 
advantages  for  your  enterprise.  From  networking,  systems  integration  and  custom  semiconductor  solutions,  we 
empower  people  through  innovative  technology.  Call  1.800.338.9549  or  visit  www.necus.com. 


Empowered  by  Innovation 
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The  beverage  and 
snack  giant  has 
grown  huge  by 
making  the  rest  of  us 
fat.  Now  it's  coming 
out  with  "healthy" 
foods.  Clever 
preemption — 
or  hypocrisy? 

By  Melanie  Wells 

Photographs  by  Evan  Kafka 
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Indra  K.  Nooyi 

President  and  c:hief  I-inancial  Officer 
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EPSICO  PRESIDENT  AND  CHIEF 
^  Financial  Officer  Indra  K. 
Nooyi  is  riled  yet  again  by  the 
issue  of  America's  bad  eating  habits. 
You  can't  blame  Lay's  potato  chips  and 
Pepsi,  she  insists,  for  turning  someone 
into  a  "fat  slob."  Blame  eating  habits 
and  sedentary  lives.  "The  problem  is 
the  couch,  not  the  can,"  she  says. 


i|teve  S.  Reinemund 

•■fehairman  and  Chief  Executive 
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Conspicuous  Consumption 

Diet  soda  quaffing  (green  line)  hasn't  reduced  sugar  intake  (blue).  People  are  still  indulging  in  foods  loaded  with  added  fats  (red). 
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"That's  the  prob- 
lem. AU  ng/;f?" 

You  can  understand  why 
Nooyi,  47,  is  a  litde  emotional.  PepsiCo 
itself  has  gotten  fat  by  peddling  many 
of  America's  best-known  nibbles  and 
drinks — Gatorade  and  Pepsi,  and  that  sonorous 
trio  of  Frito-Lay  snacks,  Cheetos,  Doritos  and  Tostitos. 
Feeding  the  public's  hunger  for  junk  food  earned  the  Purchase, 
N.Y.-headquartered  company  an  estimated  $3.5  billion  on  rev- 
enue of  $25  billion  for  2002.  It's  a  great  success  story  for  investors. 
Nutritionists  see  a  failure.  According  to  the  Centers  for  Dis- 
ease Control,  64%  of  U.S.  adults  and  15%  of  kids  age  6  to  19  are 
overweight.  Who's  to  blame?  Tort  lawyer  Samuel  Hirsch's  answer: 
companies  that  sell  food.  His  suit  on  behalf  of  a  New  Yorker  who 
claimed  that  fast-food  companies  contributed  to  his  obesity, 
heart  disease  and  diabetes  is  "dormant,"  according  to  Hirsch.  But 
a  class  action  he  filed  against  McDonald's  on  behalf  of  overweight 
kids  is  pending  in  U.S.  District  Court — and  is  scaring  the  bejesus 
out  of  the  food  industry. 

"Whatever  anyone  thinks  of  the  lawsuits  against  fast- 
food  companies,  they  are  a  wake-up  call  to  every- 


Total  U.S.  added-fats 
consumption  (pounds  per 
capita,  fat-content  basis) 
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one,"  says  Marion  Nestle, 

professor  of  nutrition  and  food 

studies  at  New  York  University 

and  author  of  Food  Politics,  a 

critical  look  at  the  food  industry. 

I  The  battle  between  the  junk  food 

purveyors  and  the  food  scolds  is  going  to 

get  uglier.  The  next  skirmish  is  over  the 

labeling  of  naughty  fats  on  food  packages.  At  the 

moment  the  Food  &  Drug  Administration  demands  a 


U.S.  diet  soft  drink  consumption 
(average  gallons  per  capita  ) 


figure  for  saturated  fats,  found  naturally  in 

animal  products.  Soon  it  may  order  a  disclosure  as  well  ^ 

about  so-called  trans  unsaturated  fatty  acids,  made  from  pan 

tiaUy  hydrogenated  oils  used  to  prepare  a  lot  of  junk  food  ai 

said  to  be  even  worse  culprits  in  artery  clogging. 

PepsiCo  isn't  about  to  stop  selling  Americans  what  they  wa 
to  consume.  "Nobody  asked  you  to  drink  Pepsi ...  [or]  eat  La 
potato  chips  morning  to  night,"  snaps  Nooyi,  who  is  known  t; 
her  feisty  candor,  as  well  as  strategic  brilliance — and  may  one  c 
be  in  line  for  the  top  job  {see  box,  p.74). 

Chief  Executive  Steve  S.  Reinemund,  54,  makes  a  more  mea 
sured,  but  no  less  insistent,  defense.  "Look  at  our  product,"  he 
says,  throwing  down  a  couple  of  packages  of  chips.  "If  you 
look  at  the  back  of  this  bag,  there  is  no  question  what 
you're  getting."  For  a  1 -ounce  bag  of  Lay's  Classic:  3 
grams  of  saturated  fat,  180  milligrams  of  sodium, 
150  calories.  "You  don't  get  that  [disclosure] 
on  a  burger."  Not  yet,  anyway. 

Yet  Reinemund  and  Nooyi 
aren't  ignoring  the  signs, 
either. 


on  fat, 
and  sugar.  Peps 
is  going  to  protect 
flank  by  offering  healtl 
foods,  too.  Some  of  these  snsj 
will  be  lower  in  fat  and  sodium  ; 
higher  in  good  stuff,  like  calcium.  There  is,  a  I 
all,  a  growing  if  small  demand  for  good  foods,  so  why  not  su] 
tliem?  More  important,  the  diversification  will  get  Pepsi  out  ah  I 
of  health  advocates  and  opportunistic  lawyers  who  are  eage 
blame  food  vendors  for  the  country's  drift  toward  obesity. 

Pepsi  is  making  these  moves  without  apology — and  wit! 
pulling  any  of  its  traditional  foods,  like  its  flagship  (and  su 
loaded)  Pepsi-Cola,  even  if  the  soda  has  been  plagued  in  re 
years  by  slow  growth.  (No  help  fi-om  the  courts,  either:  The  c 
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pany  recently  lost  an  appeal  of  its  suit  that  Coca- 
Cola  abused  its  market  dominance  by  prevent- 
ing restaurants  and  movie  theaters  that  offered 
Coke  products  from  selling  Pepsi's.)  And  it 
would  be  suicide  to  stop  producmg  Frito-Lay 
snacks,  which  account  for  54%  of  sales  and  56% 
of  operating  income.  Frito-Lay  has  a  premiere 
position  in  junk  food,  controlling  59%  of  the 
salty  snack  category. 

Consimiers  are  deeply  conflicted  about  what 
they  put  in  their  mouths.  They  know  they  should 
be  sitting  down  to  family  meals  with  fresh  vegeta- 
bles and  whole  grains,  but  instead  they  consume 
what  comes  out  of  vending  machines  and  drive- 
through  restaurants.  They  swozzle  diet  sodas,  kid- 
ding themselves  that  this  makes  the  brownie  eaten 
along  with  the  drink  harmless;  how  else  explain 
V  consumption  of  sugar  has  marched  up  in  lockstep  with  the 
sumption  of  diet  drinks  (see  chart,  oppositeP.  And  they  are  suck- 
for  things  like  PepsiCo's  "chewy,  wholesome"  granola  bars.  If 
ie  were  labeled  "sugary  dessert,"  they  wouldn't  sell. 
To  appease  the  angry  health  gods,  PepsiCo  is  this  month 
launching  new  versions  of  Doritos,  Cheetos  and 
Tostitos  without  trans  fatty  acids.  The  urgency  is 
such  that  the  company  hasn't  bothered  to  test- 
market  the  products.  What's  the  rush?  The  Los 
Angeles  unified  school  district,  750  institutions, 
has  already  announced  it  won't  sell  soft  drinks 
anymore.  More  districts  are  expected  to  follow, 
perhaps  banning  fatty  snacks  as  well.  That 
would  be  disastrous  for  PepsiCo,  which,  even 
though  it  gets  just  1  %  of  its  sales  in  North  Amer- 
ica from  schools,  relies  on  the  exposure  to  help  create 
young  fans  who  will  become  lifelong  munchers. 
^t  the  same  time,  the  company  is  emphasizing  water, 
3rade  and  Tropicana  juices  as  it  looks  for  ways  to  play  up 
■e  healthful  beverages.  What  about  soda?  Gary  Rodkin,  in 
■ge  of  PepsiCo  beverages  and  foods  for  North  America,  sees 
ortunity  in  pushing  caffeine-free  drinks.  The  company  will 
two  of  the  four  commercial  slots  it  secured  for  the  Jan.  26 
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"^  ceman  appeareth:  A  major  push  for  Sierra  Mist-  a  caffeine-free 
ti  n-lime  soda— kicks  off  later  this  month  with  the  Super  Bowl. 
1^  epsi's  fourth  attempt  to  challenge  Coca-Cola's  Sprite. 


How  sweet  it  is:  PepsiCo  has  by  no  means  given  up  on  its  sugar-laced 
flagship  beverage.  Recently  the  company  replaced  spokesinger 
Britney  Spears  with  Beyonce  Knowles  of  Destiny's  Child. 

Super  Bowl  telecast  to  pitch  Sierra  Mist,  a  new  caffeine-free 
lemon-lime  soda  that  competes  with  Coca-Cola's  Sprite  and 
Cadbury  Schweppes'  7UP.  This  doesn't  exactly  make  soda  into  a 
nutritional  beverage,  but  it  blunts  one  long-standing  criticism  of 
Mountain  Dew  and  cola  drinks  (from  people  like  Michael  F. 
Jacobson  of  the  Center  for  Science  in  the  Public  Interest),  that 
they  use  caffeine  as  a  hook. 

At  PepsiCo  all  this  change  isn't  going  down  as  easily  as  a  swig 
of  Gatorade.  "We've  gone  through  a  pretty  dramatic  transforma- 
tion," says  Reinemund.  He's  referring  partly  to  such  grand  moves 
as  the  $13.4  billion  Quaker  acquisition,  engineered  by  Roger 
Enrico,  the  company's  hugely  popular  chief  executive  who  picked 
Reinemund  to  succeed  him  in  2001.  And  partly  to  the  winds  of 
change  that  are  rushing  through  Purchase  and  Piano,  Tex.,  home 
to  Frito-Lay.  "This  is  where  our  success  will  be  defined,"  says 
Nooyi.  "Are  we  only  good  at  making  big  moves  or  can  we  also  get 
a  big  company  to  inch  forward  in  a  tough  environment?  That's 
the  challenge  we  face." 

Until  recently,  breakout  innovation  was  not  a  snap  at  this 
105 -year-old  enterprise.  Founded  by  Caleb  Bradham,  a  North 
Carolina  pharmacist,  to  peddle  a  cure  for  dyspepsia,  PepsiCo  was 
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Doritos  Toppers  Bre 

SERVING  SIZE about  8  chips  SERVI 

TOTAL  CALORIES 140  XOTAI 

(calories  from  fat) 60  (calorj 

TOTALFAT 7g  JOTAI 

(%  of  daily  value) II  (%  of  ( 

SATURATED  FAT I.5g  SATUI 

(%  of  daily  value) 7  (%  of  ( 

SODIUM 250mg  SODIl 

(%  of  daily  value) II  (%  of  ( 

PROTEIN 2g  pROTI 

CALCIUM 2%  CALCI 

All  daily  value  percentages  are  based  on  a  2000  calorie  per  day  diet. 


Breakfast  Squares 


Quick  Bites 


SERVING  SIZE 

Ibar 

SERVING  SIZE  . . . 

about  II  cookies 

TOTAL  CALORIES .... 

220 

TOTAL  CALORIES . 

130 

(calories  from  fat) 

35 

(calories  from  fat). 

..50 

TOTAL  FAT 

4g 

TOTAL  FAT 

6g 

(%  of  daily  value) 

6 

(%  of  daily  value). . 

9 

SATURATED  FAT 

Ig 

SATURATED  FAT. . 

2g 

(%  of  daily  value) 

4 

(%  of  daily  value). . 

91 

SODIUM 

230mg 

SODIUM 

Il5mg , 

(%  of  daily  value) 

9 

(%of  daily  value). . 

5! 

PROTEIN 

4g 

PROTEIN 

3g| 

CALCIUM 

20% 

CALCIUM 

2%l 

a  one-brand  pony  for  decades.  Gradually,  beginning  in  the  1960s, 
it  bought  and  merged  its  way  to  new  drinks  and  snacks,  from 
Frito-Lay  and  Mountain  Dew  to  Rold  Gold  and  Gatorade. 
Homegrown  new  products  that  weren't  extensions  of  already- 
popular  brands  failed  almost  as  often  as  they  succeeded.  Storm,  a 
caffeinated  lemon-lime  soda  PepsiCo  concocted  in  1997,  never 
made  it  beyond  test  markets;  Aquafina,  a  bottled  water  it 
launched  nationally  that  same  year,  is  a  hit. 

Some  of  the  flops,  notably,  were  early  ventures  into  more 
healthful  noshing.  "W^ien  we  made  all  our  pretzels  fat-free  in 
1993,  we  lost  a  segment  of  our  population,"  recalls  Reinemund, 
who  headed  up  the  effort  during  his  seven-year  tenure  at  Frito- 
Lay.  "The  consumers  who  eat  pretzels  with  beer  walked  away 
from  us.  We  had  to  bring  back  full-fat  pretzels."  PepsiCo's  fat-free 
line  of  chips  made  with  olestra,  called  Wow,  has  been  anything 
but.  Many  consumers  are  grossed  out  by  a  label  warning  about 
its  potential  unintended  laxative  effects. 

More  low-fat  products  are  coming.  The  snack  division  is 


cooking  up  so-called  Vegetable  Rice  Puffs,  small  ribbon-sha'j 
chips  made  with  rice  and  tomatoes.  A  serving  contains  3  gram  I 
total  fat  and  250  milligrams  of  sodium,  which  fits  Frito-H 
dubious  definition  of  a  more  healthful  snack;  a  Cheetos  senij 
runs  to  10  grams  and  290  milligrams,  respectively. 

Rocco  Papalia,  senior  vice  president  of  technology  for  Fr  j 
Lay,  tracks  dietary  trends,  like  the  backlash  against  trans  fats, 
may  change  the  way  people  eat  snacks.  It's  a  mistake  to  get  t(K  j 
ahead  of  the  parade.  "There's  a  lot  of  confusion  out  there.  V\  j 
tiying  to  plant  some  foundations  so  we  don't  say,  'Well,  that 
wrong,'  when  the  next  study  comes  along,"  he  says.  "There's  a  i 
line  between  waiting  imtil  the  jury  is  in  and  sitting  on  our  han  j 

Currendy,  Papalia  is  keeping  close  watch  on  people  who  I 
trying  the  high-protein,  low-carbohydrate  diet  popularize 
Dr.  Robert  C.  Atkins.  As  the  trend  catches  on,  Papalia  is  lookii  j 
the  feasibility  of  creating  protein  snacks  made  with  dairy  ] 
teins,  soy  proteins  and  nut  meats.  "If  we  can  smuggle  a  coup  I 
servings  into  a  chip,  we  can  add  more  of  the  macro  nutri 
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While  the  company  is  trying  to  emphasize  snacks  and  drinks  with  reduced  fat  and 
sugar,  its  Frito-Lay  and  Quaker  divisions  continue  to  roll  out  naughty  bites  filled 
with  the  bad  stuff  that  tastes  so  good.  A  sample  of  new  and  coming  attractions. 


Lay's  Stax 


SERVING  SIZE about  13  crisps 

TOTAL  CALORIES 160 

(calories  from  fat) 90 

TOTAL  FAT lOg 

(%  of  daily  value) 15 

SATURATED  FAT 2.5g 

(%  of  daily  value) 13 

SODIUM I60mg 

;%  of  daily  value) 7 

PROTEIN Ig 

CALCIUM 0% 


Pepperoni  Bites  ^'-^       Natural  Tostitos 


SERVING  SIZE about  8  bites 

TOTAL  CALORIES 130 

(calories  from  fat) 100 

TOTAL  FAT:  Grams Ilg 

(%  of  daily  value) 17 

SATURATED  FAT 4g 

(%  of  daily  value) 19 

SODIUM 400mg 

(%  of  daily  value) 17 

PROTEIN 6g 

CALCIUM 2% 


SERVING  SIZE .... 

.  about  7  chips 

TOTAL  CALORIES . . 

140 

(calories  from  fat)  . . 

50 

TOTAL  FAT 

6g 

(%of  daily  value). . . 

9 

SATURATED  FAT. . . 

5g 

(%of  daily  value)... 

3 

SODIUM 

llOmg 

(%  of  daily  value). . . 

5 

PROTEIN 

2g 

CALCIUM 

4% 

Source:  PepsiCo 

*ple  should  be  eating,"  he  says. 

(Dairy  chips?  Soy  crackers?  Perhaps  even  weirder  concoctions 

rn  the  beverage  division,  which  is  more  tight-lipped  because  of 

ed  competition  in  the  category  from  Coca-Cola.  "Pepsi  is 

sing  at  and  will  be  testing  beverages  we've  never  heard  of 

^k  dairy.  Think  grain.  Think  fiber,"  says  John  Sicher,  editor  of 

i  -rage  Digest. 

All  this  is  iffy  stuff,  but  with  crafty  product  positioning  Frito- 

■  could  get  shelf  space  at,  say.  Whole  Foods,  the  successful 

'   nnarket  chain  catering  to  health  nuts.  The  snack  giant  is 

g  Whole  Foods  its  new  natural  Lay's  and  natural  Cheetos 

r  e  without  artificial  ingredients  and  organic  Tostitos.  "Non- 

r  itional  channels  have  become  more  important,  especially  as 

r  ic  in  supermarkets  and  traditional  convenience  stores  has 

I'  ined,"  says  Kenneth  Harris,  a  packaged-goods  consultant 

^   Cannondale  Associates  in  Evanston,  111.  He  foresees  Frito- 

-  and  Pepsi  products  stacked  up  in  unlikely  places  like  Auto 

'' ;,  dollar  stores  and  Starbucks.  Nutrition  do-gooder  Jacobson 


of  the  CSPI  is  contemptuous:  "It's  just  another  effort  by  Frito-Lay 
to  grab  more  shelf  space." 

To  each  his  own.  Reinemund,  a  lean  former  Marine  and  some- 
time marathon  runner,  is  no  junk-food  addict,  but  says  that  his 
wife,  Gail,  who  is  a  big  fan  of  Fritos,  would  never  be  caught  dead  eat- 
ing a  reduced-fat  version  of  the  snack  if  it  were  available.  Nooyi, 
who  says  she  rarely  exercises,  eats  three  small  bags  of  Lay's  potato 
chips  a  day.  StiU,  she  has  become  a  big  cheerleader  for  the  healthier 
line  of  snacks.  "It  will  take  a  while  to  grow  the  good-for-you  part  of 
the  business  because  the  American  consumer  doesn't  want  to  be 
told  by  PepsiCo  what  to  eat,"  she  says.  "This  is  a  democracy." 

PepsiCo  is  not  broadcasting  the  fact  that  its  new  line  is  free  of 
trans  fats.  But  it  has  recruited  Kenneth  Cooper,  a  71 -year-old  Dal- 
las physician  and  one  of  the  fathers  of  the  aerobics  movement,  as 
pitchman.  On  the  back  of  the  package,  you  will  soon  find  his  sen- 
tentious statements  about  exercise.  Sample:  "Fitness  is  a  journey, 
not  a  destination." 

It  could  be  that  mounting  the  physical  fitness  soapbox — or 
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A  General  in  Waiting! 


PepsiCo  President  Indra  K.  Nooyi  seems  to  thrive  on  mak- 
ing big,  unexpected  moves.  The  product  of  a  middle-class 
family  in  India,  Nooyi  received  an  M.B.A.  from  the  Indian 
Institute  of  Management  in  Calcutta.  But  she  bolted  India 
in  1978  to  enroll  in  Yale  School  of  Management. 

She  likes  thinking  big  picture.  After  jobs  planning 
strategy  at  Motorola,  the  Boston  Consulting  Group  and 
Asea  Brown  Boveri,  she  joined  PepsiCo  in  1994.  There 
she  attached  herself  to  then-chief  Roger  Enrico  and 
pushed  him  repeatedly 
to  spin  off  its  struggling 
restaurant  division, 
which  included  KFC, 
Pizza  Hut  and  Taco  Bell 
(see  story,  p.  76).  Enrico 
was  at  first  reluctant, 
but  Nooyi  was  deter- 
mined to  "unfetter"  the 
restaurants,  as  she  puts 
it.  It  finally  happened 
in  1997.  "Indra  is  like 
a  dog  with  a  bone," 
says  Enrico.  He's  being 
complimentary. 

Nooyi,  who  led 
PepsiCo's  acquisitions  of 
Tropicana  and  Quaker 
Oats,  confesses  that  she 
obsesses  about  new  ac- 


quisitions   and     other 

moves  for  PepsiCo.  "I 

wake  up  in  the  middle  of 

the  night  and  write  different  versions  of  PepsiCo  on  a 

sheet  of  paper,"  she  says. 

While  the  impulsive  executive  dreams  up  big  deals— 
"There  isn't  a  company  in  the  world  we  haven't  looked 
at"— her  boss,  PepsiCo  Chief  Executive  Steve  S.  Reine- 
mund,  worries  about  how  to  integrate  all  the  pieces.  His 
passion  is  operations.  "Acquisitions?  Yeah,  they're  great," 
he  says.  "But  that  won't  be  the  biggest  factor  in  our 
growth." 


conceding  any  ground  to  nutritionists- — is  a  mistake  for  a  com- 
pany like  PepsiCo.  "Why  go  to  all  that  trouble  to  make  the  con- 
sumer feel  guilty?"  asks  Thomas  Pirko,  who  heads  Bevmark,  a 
Santa  Barbara,  Calif.-bascd  consultancy  to  the  beverage  indus- 
try. "Better  to  go  with  the  flow  and  just  provide  better  prod- 
ucts." NYU  prof  Nestle  scoffs  at  the  entire  effort:  "Until  the  issue 
of  calories  is  addressed,  everything  else  is  a  Band- Aid." 

"People  say  one  thing,  and  they  do  something  else,"  Reine- 


A  possible  move  In  the  making: 
Will  Nooyi  soon  run  her  own  show? 


For  now,  anyway.  Reinemund's  view  prevails  and  is 
likely  to  shape  the  future  of  PepsiCo  for  a  while.  But  it's 
little  wonder  that  there  are  sometimes  clashes  between 
Nooyi  and  Reinemund  over  acquisitions  in  what  she  calls 
"bold  new  initiatives"— and  even  over  top-level  recruit- 
ments. "We'll  go  at  each  other  for  a  while— a  few  weeks, 
oh,  yes,"  says  a  very  direct  Nooyi. 

"Constructive  tension  is  clearly  what  makes  a  com- 
pany strong,"  says  the  more  cautious  Reinemund.  Yet  he 

insists,  "I  think  to  char- 
acterize the  relationship 
as  a  struggle  would  be 
unfair." 

Still,  there  could  be 
another  big  move  in 
Nooyi's  near  future.  The 
betting  is  that  she  will  be 
dispatched  for  some 
grooming  in  another  part 
of  the  empire— perhaps! 
for  an  eventual  takeover 
at  the  top.  Enrico,  who  is 
a  member  of  the  PepsiCo 
board,  says  he  expects 
she  may  be  moved  to  an- 
other area  of  the  com- 
pany to  get  experience  in 
running  a  division  or  an 
area  of  business  on  her 
>ie  making:  •  own,     something     she 

r  own  show?  hasn't  yet  done. 

But  wouldn't  that  bej 
a  step  down?  No,  insists  Enrico,  who  says  he  was  shiftet 
from  PepsiCo  Worldwide  Beverages,  where  he  was  the 
boss,  to  head  Frito-Lay's  U.S.  business  in  1990  .  "It  looke( 
like  a  demotion,  but  I  went  there  because  Frito-Lay  was 
broken  at  the  time." 

Says  he:  "It's  in  PepsiCo's  interest  to  have  Indra  doinf 
something  other  than  what  she's  doing  now  for  her  devel  i 
opment— and  for  the  company's." 

.,     •  .  -M.W 
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mund  observes.  "If  you  just  made  products  [based  on]  w 
people  say  [they  want],  you'd  go  out  of  business — because  th 
not  what  they  eat."  Which  is  why  he  will  continue  to  make  fo 
drenched  in  salt,  fat  and  sugar,  and  to  experiment  with  newl 
like  52nd  Street  Bakery  {decadent  doughnuts)  and  a  nacho- 
microwavable  treat,  flecked  with  dried  meat  and  cheese. 

Is  PepsiCo  immoral  for  exploiting  America's  love-hate  i 
tionship  with  good  nutrition? 
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THE  SAMSUNG  24"  LCD  MONrfbR. 

To  avoid  the  distraction  of  fellow  admirers, 
you  may  need  to  close  your  door. 

•  HDTV  Ready  (10801,  720p,  480i/p) 

•  WUXGA  (1920x1200)  Ultra-High  Resolution 

•  3D  Virtual  Dolby*'  Surround 

Find  out  more  at  www.samsungusa.com 


02  Samsung  Electronics  Co.  Ltd.  Screen  images  are  sirniijated. 
y  IS  a  registered  trademark  of  Dolby  Laboratories. 


SAMSUNG  DIGITa/ 

everyone's  invited. 
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FAST  FOOD 


Happier  Meals 

In  a  tough  business,  Yum  Brands  Chief  DAVID  NOVAK  is  trying 
to  get  an  edge  by  upgrading  menus,  service  and  ambience. 

BY  MELANIE  WELLS 


■  INETEEN  PEOPLE  SIT  AT  SMALL  TABLES  IN  A  ROOM 
k  H  tricked  out  to  look  like  a  KFC  restaurant.  The 
^kH  Louisville,  Ky.-area  residents  taste  several  versions  of 

^^1  extra-crispy  Buffalo  chicken  breasts,  corn  on  the  cob 
I  ^B  and  apple  pie,  stuff  KFC  may  add  to  the  menu  in  its 
p9  U.S.  restaurants.  As  the  fast-food  connoisseurs  nibble  and 
computers  to  answer  questions  about  taste,  texture  and  color, 
Lid  Novak,  chief  executive  of  Yum  Brands,  KFC's  parent  com- 
ly,   watches    and    listens.    "This 

cen  is  too  spicy  for  me,"  Patrick 
*Tence  tells  him. 

"The  breading  is  a  little  hard," 
TS  Janet  Vogel,  another  food  tester. 

I  don't  like  skin  on  my  chicken, 
lita  Hamilton  tells  NovaL  "Can  you 
<e  skin-free  chicken?" 

WTiat  do  you  think  of  the  corn?" 

ak  asks,  turning  to  Sharon  Iliohan 

by.  "A  little  mushy,"  she  reports. 
Times  are  tough  in  the  fast-food 

iness,  and  Louisville-based  Yum 

nds  (estimated  2002  sales:  $7.8  bil- 
ls searching  for  inspiration  from 

suipers  like  these.  The  company, 

n  off  in  1997  by  PepsiCo  and  now 

world's  largest  restaurant  operator 

erms  of  units,  has  33,000  restau- 

s  in  five  major  chains  including 

a  Hut  and  Taco  Bell. 

The  running  commentary  among  the  taste  testers  prompted 

to  move  extra-crispy  Buffalo  chicken  into  test  markets,  along 
the  apple  pie.  Also  coming  in  2003:  roasted  boneless  chicken. 

ill  part  of  a  crusade  to  lift  traffic  and  sales  around  the  world 

dding  ambience,  quality  and  service  to  a  business  that  largely 

>res  such  niceties.  Novak  is  pressing  franchisees  to  spruce  up 

r  stores  based  on  a  redesign  Yum  created.  Novak  is  also 

hasizing  training  at  the  counter  and  is  pushing  his  restau- 

s  to  upgrade  equipment  and  food. 

t's  a  tall  order  in  a  business  that  struggles  to  keep  customers 


Fowl  play:  KFC  will  test  roasted  chicken  in  2003 


Yum  restaurants  are 
PUSHING  HIGHER- 
PRICED  MENU  items  to 

boost  dine-in  business. 


and,  lately,  tries  to  stay  out  of  the  litigation  limelight.  At  Yum 
Brands'  three  main  chains,  U.S.  average  same-store  sales  growth 
softened  last  year  after  the  first  quarter.  (They  rose  an  estimated 
2%  for  the  year.)  In  a  move  that  can  be  seen  as  desperate, 
McDonald's  and  Burger  King  keep  extending  those  99-cent  add- 
ons in  an  attempt  to  boost  sales.  At  the  same  time  there's  more 
competition  from  chains  like  Subway,  which  offers  more  health- 
ftil  fare.  Yum  Brands,  which  also  owns  Long  John  Silver's  and 

A&W  Ail-American  Food,  also  faces  an 
onslaught  from  popular,  pricier  "fast- 
casual"  chains  such  as  Chipotle  Grill 
and  Boston  Market,  both  owned  by 
McDonald's,  and  Baja  Fresh  Mexican 
Grill,  owned  by  Wendy's.  All  have  nice 
decor,  made-to-order  food  and  average 
checks  in  the  $6-to-$9  range  (com- 
pared with  $3  to  $4  at  Taco  Bell  and  $5 
to  $7  at  a  KFC). 

While  the  burger  chains  duke  it  out 
on  price,  KFC,  Pizza  Hut  and  Taco  Bell 
are  adding  and  emphasizing  better 
food,  which,  in  the  case  of  KFC's 
roasted  chicken,  at  least,  also  means 
lighter  fare.  Yum  restaurants  are  push- 
ing higher-priced  items  to  bolster  dine- 
in  business.  Among  them:  Pizza  Hut's 
Chicago  Dish  pizza  ($13)  and  Taco 
Bell's  popular  Southwest  Steak  Border 
Bowl  ($3.50). 
The  overhaul  is  in  response  to  customer  feedback  the  Yum 
Brands  chains  began  soliciting  aggressively  in  2000  after  Novak 
was  named  chief  executive  of  the  company,  then  called  Tricon. 
Customers  bluntly  told  the  chains  their  service  was  shoddy,  their 
food  subpar  and  their  restaurants,  in  some  cases,  shabby.  Novak, 
50,  still  fumes  when  he  recalls  answering  a  call  on  Taco  Bell's  toll- 
free  complaint  line  in  early  2001.  A  woman  named  Michelle  com- 
plained bitterly  about  getting  the  wrong  $3.60  order  and  a  lot  of 
attitude.  "I  can  assure  you  Michelle  would  be  justified  to  tell 
everyone  she  sees  about  how  poorly  she  was  treated,"  Novak 
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exploded  in  an  e-mail  to  restaurant  managers  after  the  caO.  "This 
is  the  kind  of  word-of- mouth  that  kills  us." 

Instead,  he  hopes  that  acting  on  it  will  make  the  company 
stronger.  Employees  at  all  the  chains  around  the  world  now 
attend  training  four  times  a  year  at  which  customer-service  ini- 
tiatives are  hammered  home.  They  also  get  evaluated,  in  part,  on 
how  they  treat  customers  and  react  to  problems  when  they  arise. 
Novak  also  is  pushing  to  shave  service  times,  particularly  at  Taco 
Bell  and  KFC.  At  Taco  Bell  a  timer  that's  being  installed  at  drive- 
through  windows  beeps  after  60  seconds,  which  is  aO  the  time  an 
employee  is  supposed  to  spend  taking 
and  filling  an  order. 

Novak  blames  some  of  the  linger- 
ing problems  at  the  restaurants  on  for- 
mer owner  PepsiCo  (see  story,  p.  68), 
which  he  says  emphasized  marketing  at 
the  expense  of  quality  vittles,  service 
and  atmosphere.  "It  wasn't  our 
schtick,"  PepsiCo  President  and  Chief 
Financial  Officer  Indra  Nooyi  says  of 
the  restaurant  business. 

It  is  David  Novak's.  He  is  orches- 
trating this  sly  but  dramatic  shift  to 
civilize  the  fast-food  experience.  At 
Taco  Bell,  where  food  is  delivered  to  its 
6,444  U.S.  restaurants  premade,  new 
$1,450  grills  are  being  installed  to 
cook  new  menu  entries  on-site. 
Restaurants  in  the  Mexican-themed 
chain  are  also  shelling  out  $16  million 
more  a  year — for  better-quality  beef, 
tortillas  and  beans.  The  company  is 
trying  higher-end  ideas,  such  as  Yan 
Can,  the  name  of  four  new  Asian- 
themed  restaurants  in  California  cre- 
ated with  Arthur  Ho,  a  Hong  Kong- 
based  fi"anchisee  of  KFC,  and  chef  Martin  Yan  of  PBS'  Yan  Can 
Cook  fame.  So  far,  so  good:  Average  sales  top  $35,000  a  week, 
compared  with  just  under  $20,000  a  week  at  a  typical  Taco  Bell. 
Yum  Brands  is  also  combining  Pizza  Hut  with  a  fast-casual  chain 
called  Pasta  Bravo  in  test  markets. 

"Boomers  want  more  and  will  pay  for  it,"  says  Charles  Raw- 
ley,  Yum  Brands'  chief  development  officer. 

Some  Taco  Bell  franchisees,  however,  were  skeptical  at  first 
about  paying  more  for  the  new  ingredients.  "I  didn't  think  our 
customer  base  was  that  discerning,"  says  Ned  Kirby,  a  franchisee 
in  Noblesville,  Ind.  "But  they  noticed  the  better  food  and  didn't 
resist  the  higher  prices." 

Bi  t  field- tested  men  and  women  want  ambience  to  match  bet- 
ter food  and  higher  prices.  Taco  Bell  Grille  was  an  experimental 
restaurant  (he  company  opened  in  Garden  Grove,  Calif  to  test 
higher-end  .nenu  items,  such  as  smoothies.  It  was  short-lived,  in 
part  because  il^e  food  didn't  jibe  with  the  restaurant,  which  looked 
like  a  regular  Taco  Bell,  says  Emil  Brolick,  president  of  Taco  Bell. 

All  of  which  -cemed  io  vindicate  Novak's  effort  to  squeeze 


Martin  Yan:  The  chef  inspired  a  new  Asian  eatery. 


"Fast-casual  chains 
SPEND  LiniE  ON 
ADVERTISING  but  a  lot 
on  the  experience." 


franchisees  to  renovate  their  units.  He  also  is  pushing  them  to  pal 
two  different  Yum  Brands  restaurants  in  multibranded  unit! 
which  offer  unit  sales  that  are  20%  higher  than  that  of  stand 
alone  restaurants.  (This  is  a  major  initiative:  Just  1,870  sue 
twofers  are  open;  the  goal  is  to  have  6,000  by  2007.) 

New  designsTor  multibranded  units  at  Yum  headquartei 
borrow  some  of  the  elements  that  help  make  fast-casual  chair 
popular.  They  include  inviting  lighting  with  sleek  sconces  that 
more  conducive  to  reading  or  hanging  out — it's  hard  to  imagir 
anyone  lingering  in  most  fast-food  outlets —  and  whimsic; 

murals  that  fuse  the  personalities  ( 
two  restaurants  when  they  are  con 
bined  into  one  unit;  jukeboxes  in  sorr 
stores;  even  glassware.  In  short  suppl 
garish  colors  and  harsh  lighting,  plast 
seating  and  blaring  logos.  "Fast-casu 
chains  make  a  statement:  They  sper 
little  on  advertising  but  a  lot  on  tl 
dining  experience,"  says  Novak,  a  fo 
mer  chief  executive  of  KFC.  "If 
apply  this  kind  of  thinking  to  our  cat 
gory  we  think  it  will  give  us  son 
edge." 

In  a  topsy-turvy  business,  Yuir 
stock  has  taken  a  beating  of  late,  thar 
to  weakness  in  the  sector  and  the  foe 
on  fast-food  companies'  vulnerabil 
to  new  lawsuits.  (A  Yum  Bran 
spokesman  dismisses  obesity-relat 
suits  against  fast-food  companies 
"frivolous.")  Yum's  stock  is  tradi 
around  $23,  1 1  times  estimated  20 
earnings  and  near  an  alltime  low  oi 
price-to-earnings  basis. 

Since  the  spinoff  in  1997  Yi 
Brands  has  solidified  its  financial  £ 
Although  revenue  has  sagged  from  $9.7  billion  that  year — it  si 
a  number  of  company-owned  units  to  franchisees — operat: 
income  more  than  tripled,  to  $891  million  in  2001.  And  debt  1 
been  slashed  from  $4.6  billion  to  $2.1  billion. 

But  attracting  folks  who  will  pay  a  little  more  for  better  fc 
without  alienating  hungry,  broke  young  men — Taco  Bell's  I 
quent  fryers — will  be  a  challenge.  For  one  thing,  face-lifts  t 
time.  Pizza  Hut  and  its  franchisees  spend  about  $120  millio 
year  on  new  restaurants  and  remodeled  units,  where  30%  of 
chain  has  been  revamped.  To  goose  some  franchisees  i 
upgrading  faster,  Novak  is  said  to  be  offering  to  slash  royalty  p 
ments  by  half,  to  2.5%  of  revenue. 

The  overhaul  isn't  happening  quickly  enough  for  some  inc  P 
try  watchers.  "They  should  have  been  sinking  money  into  til 
restaurants  years  ago,"  says  Philip  A.  Mangieri,  partner  at  Rest 
rant  Research  in  Fairfield,  Conn.  Novak  concedes  as  mi 
"There's  a  lot  to  fix,"  he  sighs  during  a  flight  to  Monterrey,  V 
ico  to  check  out  improvements  in  restaurant  operations  th  | 
"This  isn't  something  that  will  change  overnight." 
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IMAGINE  UNIQUE  DESTINATIONS  where  comfort  surrounds  your 
every  move,  and  luxury  fills  your  every  moment.  Where  the  staff 
works  miracles  around  the  clock  and  the  amenities  are  simply 
timeless.  Where  the  little  extras  that  make  you  feel  at  home 
are  always  at  your  fingertips.  And  the  equipment  you  rely  on  at 
the  office  is  readily  at  hand.  Where  Loews  First  members 
receive  upgrades,  airline  miles,  and  VIP  extras  that  make  them 
feel  second  to  none.  And  those  who  aren't  members  can  easily 
join  the  club. 


Can  you  imagine  it?  WE  DID. 


^i0C%. 


Annapolis  'Chicago  »  Denver  •  Los  Angeles 
Miami  Beach  •  Montreal  •  Nashville 

New  Orleans  (Opening  2003)  •  New  York  City 
Orlando  •  Philadelphia  •  Quebec  City 
SAN  Diego  •  Thjcson  •  Washington,  D.C. 

To  make  a  reservation:  800.23.LOEWS 

Join  Loews  First  now:  800.LOEWS.12 

www.loewshotels.com 


tON  THE  ROAD 

llN  STYLE  -  YOUR  STYLE 


Whether  It's  six  cHles  in  six  days,  or  six  one-day  trips 
over  the  course  of  a  year,  business  travel  can  be  rough, 
especially  if  you're  not  staying  in  the  right  hotels. 
Cookie-cutter  rooms  all  Wur  together,  and  the  "special" 
services  can  seem  so  homogenous  that  you  feel  like  you 
could  be  anyone,  anywhere.  That's  not  the  case  with 
Loews  Hotels,  where  every  one  of  our  locations  is 
focused  on  becoming  exactly  what  you  need  when  you're 
traveling  for  business  or  pleasure. 


Each  Loev^  Hotel  reflects  the  city  where  it's  k>ci 
you  feel  like  you're  "somewhere"  instead  | 
"anywhere."  And  every  location  offers  prograi^ 
personalized  luxuries  and  services  that  go  bey*, 
treating  you  well,  to  knowing  you  well.  The' 
difference  that  makes  business  travel  with 
personal  and  unique,  and  tempts  many  guests  I 
their  families  to  Join  them  for  the  perfect  (' 
before,  after,  or  while  they  take  care  of  businesi 
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lAGINE  A  PLACE  that's  your  home  away 


home  on  Park  Avenue.  Where  the  comfort 
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1 

i 
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i 

tad-to-toe,  and  the  elegance  wall-to-wall. 


;re  you're  never  more  than  minutes  from 


mr^^ 
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iajor  business  destinations.  And  the  expert 


3ff  fulfills  wishes  in  New  York  seconds. 
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Can  you  imagine  it?  WE  DID. 


THE  REGENCY,  A  LOEWS  HOTEL; 

NEW  YORK  CITY  f 


351  superlative  guestrooms,  including  85  specially  designed  suites  •  Fine  dining: 

I|i540  Parl<  and  The  Library  •  Feinstein'9-"The  Nightclub  of  New  York" 

Itfeit  www.michaelfeinstein.com  for  schedule)  •  24-hour  room  service 

•  Umousine  service  available  •  Fitness  center  with  s^una,  personal  trainers, 

massage  therapists,  and  Pilatea  training  sessions 


To  make  a  reservation:  800.23.L0EWS 

Join  Loews  First  now:  800.LOEWS.12 

www.loewslioteis.coin 


IMAGINE  A  PLACE  where  landmark  decor  teams  up 


with  Internet-connected  guestrooms. 


Where  incredible  city  views  are  outside  your 


windows.  And  financial  centers  and  Independence 


Hall  are  outside  the  doors.  Where  the  staff 


recognizes  your  right  to  have  whatever 


you  need,  whenever  you  need  it. 


™ 
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^INE  A  PLACE  where  tan  lines  compete 


h  bar  graphs.  A  business  hotel  outfitted 


(commodate  you  with  laptop  chargers  and 


h  towels.  Where  attentive  service  always 


you  your  day  in  the  sun.  And  the  net  result 


>  the  fusion  of  business  and  pleasure. 
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LOEWS  MIAMI  BEACH  HOTEL 

SOUTH   BEACH 


•  Directly  on  the  beach  in  the  heart  of  the  Art  Deco  district  •  800  luxurious, 

Art  Deco-style  rooms  with  ocean,  bay,  or  city  views,  including  100  rooms  In  the  Art 

Deco  St.  Morltz-  6  restaurants  and  lounges  •  Oceanfront  pool,  fitness  center,  and 

salon  •  20  minutes  from  Miami  International  Airport 


To  make  a  reservation:  800.23.LOEWS 

Join  Loews  First  now:  S00.LOEWS.12 

www.loewshotels.com 
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IMAGINE  A  PLACE  where  there's  no  business 


like  your  business.  Where  negotiating  your  way 


to  the  Pacific  Ocean  is  a  breeze.  And  savoring 


L.A.  power  lunches  is  a  star-studded  activity. 


Where  dips  in  business  take  place  at  the  pool, 


and  downsizing  is  refreshingly  uplifting 


in  our  spa  and  fitness  center. 


LOEWS  HOTELS 


# 
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^ LOEWS 

SANTA^MONICA  BEACH  H 

LOS  ANGELES 


•  342  exquisite,  newly  renovated  rooms  witli  magnificent  ocean  viemrs  ■ 
access  •  Fitness  Center  &  Spa  featuring  8  treatment  rooms,  cardie  ei 
classes  •  2  restaurants,  including  tlie  acclaimed  Lavande  •  Minutes  I 
downtO¥im  I.M.,  Beverly  Hills,  Century  City,  and  Hollywood  •  8  milesl 


To  make  a  reservation:  800.23.LOEWS 

Join  Loews  First  now:  800.LOEWS.12 

www.ioewslioteis.com 


ME  TO  LOEWS 

y  from  home  doesn't  mean  you  can't  feel  at  home.  That's  why  Loews  Hotels  has  developed  HOME  SWEET  LOEWS,  offering  little 
make  your  stay  as  comfortable  as  can  be.  Perhaps  you'd  like  an  In-room  putting  green  or  a  CD  player  brouglit  to  your  room?  There 
9S  to  match  every  personality  and  meet  every  need:  from  chenille  throws  and  book  llglits  to  non-allergic  pillows  and  makeup 
e  make  every  guest's  stay  more  comfortable,  more  personable,  and  more  productive. 

<ST  AT  LOEWS 

nt  visitors  to  Loe«vs  Hotels,  we  offer  a  rewarding  recognition  program,  LOEWS  FIRST.  Membership  In  Loews  First  provides  a  host  of 
travel  benef tts  such  as  room  upgrades,  complimentary  newspapers,  a  personal  welcome  amenity,  free  access  to  fitness  centers, 
d  reservatkMis,  and  award  miles  or  points  with  American  Airlines'  AAdvantage"*,  Midwest  Express^,  or  Amtrak'^  Guest  Rewards. 

VES  KIDS 

ids  along  is  easier  than  you'd  ever  imagine.  Whether  you  are  traveling  with  your  children  or  extending  your  stay  after  business  ends, 
y  wtth  cribs,  strollers,  games,  and  more— even  special  menus  for  young  gourmets!  Supervised  recreational  programs  and  play  kits 
f  the  warm  welcome  awaiting  your  entire  family.  Loews  also  has  GENERATION  G  for  those  special  times  when  children  and  their 
Its  travel  together. 

G  TO  BARK  ABOUT 

eis  cares  aliout  tite  whole  family,  including  the  four-legged  members.  Yes,  pets  are  welcome  at  every  location.  With  LOEWS  LOVES 
perks  include  pet  bo«vls  and  place  mats,  dog-walking  routes,  as  well  as  available  dog-walking  services,  and  even  a  pet  room 
tnu  featuring  veterinarian-approved  meals  ready  for  delivery  to  your  furry  family  members. 

e's  just  no  doubt  about  it-Loews  Hotels  knows  how  to  roll  out 
the  red  carpet  for  business  travelers  with  programs  that 

provide  just  the  right  support,  and  a  staff  of  experts  who 
frequently  say  "yes"  before  you've  asked. 


IMAGINE  A  PLACE  where  the  accommodations 


strike  the  perfect  chord.  Where  visitors  get  top 


billing,  and  in-room  CD  players  take  center  stage. 


A  place  where  upbeat  attitudes  create  harmonious 


experiences  every  stay.  And  the  service 


is  always  in  tune  with  your  needs. 


LOEWS  HOTELS 


Can  you  imagine  it?  WE  DID. 


m 


HidEL 


A  LOEWS  HOTEL 

CHICAGO 

333  NORTH   DEARBORN   ST. 
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•  367  guestrooms,  including  22  luxurious  suites  •  Every  room  feature 

fax/printers,  stereo  w/  CD,  VCRs,  and  more  •  Adjacent  to  Chicago's  Lo 

District  and  In  walking  distance  to  the  Magnificent  Mile  •  Full-servic 

center  •  Restaurant  and  Kaz  Bar  •  Crunch  Health  &  Fitness  C 


To  make  a  reservation:  800.23.LOEWS 

Join  Loews  First  now:  800.LOEWS.12 

www.loewsliotels.coni 


Main.net's  Marsilii  toes  the  broadband  line. 


Technolo£fv 


,  Power  Lines 

r  years  electric  companies  have  dreamed 
^     of  making  their  wires  the  high-speed 
a  pipe  to  your  PC.  One  tech  company 
y  yet  make  the  ejream  possible. 
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HEN  JOSEPH  MARSILII  FIRST  HEARD  THAT 
engineers  had  finally  figured  out  an  economi- 
cal way  to  send  high-speed  data  over  electrical 
power  lines,  he  told  colleagues,  "No  way.  This 
doesn't  work."  That  was  2000,  when  Marsilii 
was  president  of  the  retail  energy  division  of 
'otomac  Electric  Power,  where  he  had  worked  for  20  years.  UtU- 
ties  had  spent  decades  fruitlessly  attempting  ways  to  provide  data 


to  homes  and  businesses  over  their  ubiquitous  wires. 

Marsilii  is  now  a  believer.  He  changed  his  mind  two  years 
ago  when  he  saw  a  working  system  devised  by  a  fledgling  Israeli 
firm  called  Main.net  Communications.  He  left  his  job  to  head 
up  Main.net's  U.S.  operations.  With  the  fervor  of  a  convert,  he's 
urging  utilities  across  the  country  to  buUd  data-delivery  systems 
on  their  power  grids. 

Main.net's  gear  already  serves  10,000  European  homes  at 
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speeds  of  500  kilobits  a  second,  roughly  equal  to  average  cable 
and  digital  subscriber  line  (DSL)  speeds,  but  a  tenfold  increase 
over  standard  dial-up  modems.  Half  of  those  customers  are 
commercial  users,  paying  $30  a  month.  Service  started  in 
Mannheim,  Germany  in  2001  and  has  since  spread  to  the 
Netherlands,  Sweden  and  Austria. 

In  the  U.S.  a  dozen  utilities,  including  Ohio's  American  Elec- 
tric Power  and  New  York's  Consolidated  Edison,  are  running 
small  tests  of  the  technology  at  anywhere  ft^om  3  to  250  homes 
each.  Pennsylvania's  PPL,  St.  Louis-based  Ameren  and  the  city  of 
Manassas,  Va.  hope  to  launch  commercial  service  this  year. 

Yet  Main.net  and  its  handful  of  competitors  still  face  a 
potential  showstopper:  tremendous  excess  capacity  paired  with 
tiic  public's  unwillingness  to  pay  up  for  zippy  connections  in  the 
home.  The  Federal  Communications  Commission  figures  that 
cable  modems  are  available  to  71%  of  U.S.  homes,  DSL,  to  at 
least  50%.  Yet  only  6.2  million  homes,  or  15%  of  the  total,  have 
signed  up  for  high-speed  Internet  connections. 

To  supplant  cable  and  DSL  the  power  companies  have  to 
offer  a  service  that's  vastly  cheaper  and  faster.  So  far  it  is  neither 
(see  table).  A  cable  modem  connection  costs  the  provider  $225 
per  subscriber  to  set  up,  a  DSL  costs  $350.  In  Europe  Main.net 
has  set  up  networks  for  $300  per  subscriber.  Main.net  concedes 
that  those  costs  would  rise  to  about  $400  in  the  U.S.,  where 
homes  are  more  dispersed.  David  Lineweber  of  research  firm 
Primen  is  more  cautious:  Figure  on  $700,  he  says. 


The  Power  Trip 

Starting  as  piles  of  coal,  electricity  zips  hundreds 
of  miles  at  high  voltage  toward  the  home.  Once 
transformed  to  a  lower  voltage,  the  current 
can  share  the  lines  with  data  signals  without 
destroying  them.  At  the  home  every  outlet 
provides  not  just  juice  but  data. 


Power  line  communication's  first  battleground  looks  to  be 
Manassas,  Va.  The  city  already  has  a  fiber-optic  network  in  place, 
built  in  1995  with  the  aim  of  luring  Internet  service  providers 
to  hook  up  citizens  vvith  low-cost  Internet.  Antonella  Miller  is: 
one  of  the  15  residents  testing  the  system  since  May.  She  says 
speeds  are  comparable  with  those  of  her  outage-prone  Comcast 
cable  modem,  and  faster  than  the  DSL  hookup  at  her  job.  "II 
offered,  we  would  go  for  it,  but  we  wouldn't  want  to  pay  more| 
than  $40  a  month,"  she  says. 

Verizon,  which  has  spent  billions  building  its  LOSL  networks 
says  the  technology  is  interesting,  but  it's  still  in  its  infancy  anct 
doesn't  pose  a  threat.  After  all,  the  phone  network  was  built  tC| 
carry  information,  the  power  grid  wasn't. 

Power  lines  are  extremely  hostile  places  for  data  signals,  witi 
high  levels  of  electronic  noise  and  an  obstacle  course  of  transi 
formers,  surge  arrestors  and  splices  that  create  a  huge  imped 
ance  to  the  free  flow  of  high-frequency  signals.  Over  the  yean 
Nortel,  Honeywell,  Scientific-Atlanta  and  Siemens  all  tried— 
and  failed — to  devise  reliable  power  line  networks. 

The  premise  is  deceptively  simple.  Transfer  data  pack- 
ets from  long-haul  fiber-optic  networks  to  the  elec- 
trical power  grid  and  shoot  the  data  (along- 
side electricity)  straight  into  people's 
homes.  DSL  technology  uses  a 
similar  trick,  forcing  data 
packets  to  ride  the 
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weak  electrical  cu 
rent  that  accompanies  voi 
signals  on  tlie  phone  line. 
But  electricity  on  the  utilities'  gr 
courses  at  a  searingly  high  60,000  to  500,0( 
volts  while  it  travels  hundreds  of  miles  over  transmi 
sion  lines  to  populated  areas.  Substations  and  transform 
boxes  eventually  reduce  the  power  to  the  110  volts  that  toi 
your  muffin  in  the  morning,  but  the  electrical  noise  on  a  h^ 
voltage  line  can  destroy  data  signals  immediately.  Simply  boo; 
ing  the  signal  power  to  drown  out  the  noise  doesn't  work.  Nc 
tel  tried  that  in  die  late  1990s  in  the  U.K.,  but  the  signals  were 
juiced  up  they  turned  metal  street  lamps  into  broadcast  ante 
nas,  interfering  with  military  and  airplane  radios. 

Main. net's  system  skips  the  high-voltage  lines,  injecting  d< 
into  the  grid  further  downstream,  on  medium -voltage  (4,000 
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i,000  volts)  lines.  There,  a  piece  of  hardware  called  the  concen- 
ator  unit  plucks  the  data  off  a  fiber-optic  network,  reformu- 
tes  it  into  a  signal  at  2  to  30  megahertz  and  injects  that  signal 
fito  the  power  line. 

To  counteract  data  loss,  Main.net's  cofounder  and  head 
[ientist,  Schaike  Zalitsky,  built  on  techniques  used 
beam  cell  phone  calls  through  the  noisy  air.  In 
le  widely  used  cellular  protocol  known  as  code 
kision  multiple  access,  or  CDMA,  data  are 
lopped  up  into  dozens  of  small, 
iplicate  data  packets  and  blasted 

It  over  a  range  of        ^ ^  LOCAL  INTERNI 

equencies.  The 
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Main.net  claims  to  have  solved  the  problem  of  transmitting 
data  through  the  harsh  electrical  environment  of  power 
lines.  The  trick  is  to  duplicate  the  data  packets  and  shuffle 
them  among  a  wide  spread  of  radio  frequencies.  Electrical 
noise  annihilates  some  packets,  but  enough  get  through  to 
maintain  a  high-speed  connection  in  every  outlet. 
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idea  is  that  even  if  some 
packets  get  lost  amid  the 
noise,  enough  will  slip  through  to  be 
reassembled  as  a  coherent  signal  at  the 
destination. 
Main.net  uses  a  related  technology  called  direct 
x}uence  spread  spectrum,  or  DSSS,  to  send  its  signals  down  the 
iwer  line.  Signals  can  make  it  only  so  far  before  breaking  apart, 
Main.net  uses  electronic  devices  called  repeaters  that  sit  on 
i  lines  and  continuously  catch  the  Internet  signals,  recompose 
d  bolster  them,  and  shoot  them  out  again.  Main.net  has  found 
It  even  in  the  noisiest  electrical  environments,  such  as  neigh- 
rhood  transformers,  there  are  always  big  enough  gaps  in  the 
iio  spectrum  for  repeaters  to  push  a  signal  through. 
So  far  Main.net  is  the  only  firm  to  publicly  claim  the  ability 


igh-Speed  Chase 


lities  are  many  laps  behind  cable  and  DSL  in  the  race  to 
iver  broadband.  Their  only  hope  is  to  cut  the  price  per  month. 


U.S. 
subscribers 

homes 
passed 

Real-world 

data  rate 

(kilobits/second) 

Ue  modem 
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NA 
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wer  line 

5001 

2,500 

200-    500 

rent  test  homes.  NA:  Not  available. 

nxs:  Yankee  Group:  Federal  Commurticatiorts  Commission:  Forbes. 


to  push  data  through  a  transformer.  Top  competitors  Ambient 
and  Amperion,  both  in  the  Boston  area,  use  more  elaborate  cou- 
pling techniques  that  detour  the  signal  around  the  transformer. 
But  for  now  their  systems  are  uneconomical. 

Main.net's  most  ambitious  test  in  the  U.S.  is  at  250  homes 
served  by  PPL  (formerly  Pennsylvania  Power  &  Light)  in  Allen- 
town,  Pa.  Like  Manassas,  the  Allentown  area  is  surrounded  by 
fiber  that  PPL  laid  to  facilitate  communications  between  offices 
and  substations.  PPL  leases  excess  bandwidth  to  Internet  service 
providers  but  wants  to  use  more  of  the  fiber  to  build  power  line 
networks  in  the  communities  along  the  ring.  Commercial  ser- 
vice could  be  ready  in  six  months. 

"We're  enthusiastic,  but  not  Pollyannas,  either,"  says  Alan 
Richenbacher,  special  projects  manager  for  PPL.  "It  really  fits 
with  the  fact  that  we  have  all  this  unused  fiber."  PPL's  network 
could  be  economical  even  if  only  15%  of  the  1,500  homes 
passed  subscribed  at  $30  per  month. 

Utilities  hope  that  other  uses  for  power  line  networking 
could  help  subsidize  Internet  service.  Though  some  electric 
companies  already  can  read  meters  remotely,  the  majority  stOl 
send  a  worker  out  to  tromp  through  yards  and  read  the  dials  at 
an  average  cost  of  60  cents  to  $1  per  visit.  A  $40  Web-enabled 
meter  could  pay  for  itself  in  three  years.  Webcams  and  sensors 
mounted  on  utility  poles  can  provide  security  at  substations  and 
notify  the  utUity  if  power  goes  out.  Once  a  home  is  wired,  utUi- 
ties  could  turn  down  power-gobbling  appliances,  like  air  condi- 
tioners, ahead  of  summer  brownouts.  And  if  a  family  doesn't 
pay  the  bills,  a  utility  could  give  them  just  enough  power  for 
necessities  like  a  refrigerator  and  a  few  lights.  But  no  TV.         F 
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Technology  |  Digital  Tools 

by  StepKen  Manes 


How  Smart  Is  Smart? 


A  flat-panel  screen 
with  a  smidgen  of 
intelligence—for 
the  price  of  a  full- 
fledged  notebook. 


YOUR  DESKTOP  COMPUTER  IS  UP  IN  THE  HOME  OFFICE, 
but  you'd  really  rather  delete  your  spam  with  one  eye 
on  the  big  living-room  TV.  Wouldn't  it  be  wonderful  if 
you  could  run  your  favorite  programs  remotely  from  a 
slim  device  you  could  carry  anywhere  in  the  house? 
That's  more  or  less  the  premise  behind  ViewSonic's  Air- 
panel  VI 10,  the  first  incarnation  of  the  technology  Microsoft  has 
dubbed  Windows  Powered  Smart  Displays.  Smart?  For  a  dis- 
play, yes,  but  this  isn't  a  full-fledged  computer  like  the  Tablet  PCs 
it  wUl  inevitably  be  confused  with.  It's  basically  a  dumb  10.4- 
inch  flat-panel  color  touch  screen  that  weighs  nearly  3  pounds. 
But  thanks  to  a  big  battery,  Wi-Fi  networking  and  a  smidgen 
of  computing  power,  the  Air- 
panel  can  remotely  control  a 
Wi-Fi  networked  PC  running 
Windows  XP  Professional.  The 
PC  does  the  real  work;  the  Air- 
panel  acts  as  a  distant  monitor, 
speaker,  keyboard  and  mouse. 

If  only  it  worked  a  lot  better 
and  cost  a  lot  less.  It  does  come 
with  a  copy  of  Windows  XP 
Professional  for  PCs  that  lack  it; 

home  users  will  find  the  upgrade  anywhere  from  simple  to 
impossible.  A  USB  Wi-Fi  adapter  is  also  included  for  your  host 
machine,  in  case  it's  not  already  networked.  But  for  the  Air- 
panel's  $999  price  you  can  buy  a  notebook  with  a  fast  processor, 
lots  of  memory,  a  DVD  drive,  a  big  screen,  a  decent  pointing 
device  and  an  ancient  technology  known  as  a  "keyboard." 

The  missing  keyboard  is  by  far  the  worst  of  the  Airpanel's 
omissions.  You  can  attach  a  standard  USB  model,  but  that's 
workable  only  if  you're  willing  to  leave  the  unit  in  its  charging 
stand  to  prop  it  up.  In  laps,  noncontortionists  will  suffer  with 
what's  built  in:  a  virtual  keyboard  that  pops  onto  the  screen  at 
the  touch  of  a  button  and  works  with  a  stylus. 

That  makes  entering  characters  incredibly  slow  and  awk- 
ward— though  not  quite  as  awfiil  as  using  the  hapless  hand- 
writing recognizer.  When  your  hand  inevitably  grazes  the  touch 
screen,  it's  likely  to  cause  unpleasant  results,  such  as  visits  to  Web 
sites  you  never  wanted  to  see.  Surfing  the  Web,  you  quickly  dis- 
cover just  how  much  you  miss  page-up  and  page-down  keys. 

The  stylus  is  the  basic  pointing  device,  though  you  can  also 
use  a  built-in  rocker  pad  and  two  buttons  that  emulate  the  ones 
on  a  mouse.  Unfortunaioly  the  buttons  on  the  Airpanel  are 
mounted  vertically  rather  than  horizontally,  so  you  never 
remember  which  one's  left  and  which  one's 
right — just  one  of  many  bungled  interfaces. 


i 


Most  applications  vfO 
with  Airpanel,  but  the  missii 
keyboard  ensures  that  yc 
won't  run  programs  involvii 
much  data  entry.  The  speak 
can't  play  loud;  headphon 
work,  but  music  occasional 
breaks  up.  Warnings  beep 
couple  of  seconds  after  err 
messages  appear  onscree 
Internet  video  is  slower  th 
usual  and  out  of  synch  with  1 
sound.  You  can't  play  DVDs  or  fast- moving  games  at  all. 

While  you're  running  a  computer  remotely  with  Airpar 
nobody  else  can  use  it.  And  if  the  remote  machine  goes  to  slo 
the  Airpanel  can't  awaken  it. 

But  it  turns  out  you  don't  even  need  an  Airpanel  to  ru: 
Windows  XP  Pro  machine  remotely;  thanks  to  a  feature  cal 
Remote  Desktop,  just  about  any  networked  Windows  PC  can 
it.  So  why  pay  notebook  prices  for  a  dumb  Smart  Display? 

More  models  are  in  the  works  from  ViewSonic,  Philips  a 
others,  but  as  recent  PDAs  confirm,  a  computer  without  a  k 
board  is  like  a  car  without  a  steering  wheel.  Bury  this  overprii 
mistake  in  the  crowded  graveyard  of  Internet  appliances. 


ViewSonic  Airpanel  VIIC 
charging  stand:  dimmer  than  it  loc 
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>  That  seat  on  the  board. 

You  gave  it  your  time,  your  advice  and  your  good  name. 
Did  you  also  plan  on  donating  your  home? 


It's  Chubb. 


Or  it's  Chance. 


Dducing  Personal  Director's  Liability  Insurance  from  Chubb.  Today  when  corporations  go  belly  up, 
ntiffs  are  not  just  seizing  company  assets;  they're  going  after  individuals  as  well.  And  board 
ibers  have  become  exceedingly  vulnerable.  Chubb's  new  PDL  Insurance  is  your  coverage.  Not  the 
pany's.  You  can  take  it  with  you.  And  it  can  cover  you  for  all  the  boards  you  serve  on.  It's  innovative 
irage  from  the  company  whose  integrity,  worldwide  resources  and  claims-paying  reputation  are  second 
Dne.  In  today's  perilous  business  climate,  it  makes  good  sense  to  have  the  backup  you 
1  to  protect  what's  yours.  Otherwise,  that  belly-up  company  could  deliver  a  punch  in  the 
/ou  never  saw  coming.  For  more  information,  contact  your  local  Chubb  agent  or  broker. 

e  SPECIALTY  INSURANCE:  EXECUTIVE  PROTECTION  •  FINANCIAL  INSTITUTIONS  •  HEALTH  CARE  •  PROFESSIONAL 


sfers  to  the  insurers  of  the  Chubb  Group  of  lnsurar\ce  Companies  Actual  coverage  is  subject  to  the  language  of  the  policies  as  issued.  Chubb.  82  Hopmeadow  St.,  Simsbun/,  CT  06070-7683 
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Great  Balls 
Of  Hydrogen 

A  small  company  in  Utah  claims  to  be  on  the  verge  of  solving 
the  fuel  cell  conundrum.  Breakthrough— or  bunko? 


BY  LYNN  J.  COOK 

SOLVE  THE  DEVILISH  PROBLEM  OF  STORING  AND 
transporting  hydrogen — and  you  can  kick  off  the  fuel 
cell  era.  Powerball  International,  a  six-year-old  outfit  in 
Salt  Lake  City,  says  it  has  found  a  cheap  and  safe  way  to 
deliver  one  of  nature's  most  volatile  gases.  Can  we  believe 
these  guys? 

There  are  reasons  to  be  skeptical.  The  company  trades  on  the 
NASD  Bulletin  Board,  home  to  more  than  its  share  of  financially 
dubious  propositions.  The  original  backer  made  his  money  own- 
ing a  racetrack  and  selling  gold-mining  shares.  Its  founder  was 
ousted  and  later  spent  a  week  in  a  mental  hospital.  Most  lab  work 
is  being  done  by  undergrad  students.  The  most  distinguished  sci- 
entific voice  in  support  of  PowerbaU's  technology  hails  from  the 
University  of  Utah,  which  is  home  to  that  infamous  cold-fusion 
fantasy  of  1989. 

But  let  us  willingly  suspend  disbelief  long  enough  to  let  Power- 
ball  explain  how  its  system  is  supposed  to  work.  Used  to  feed  a  fuel 
cell  that  delivers  juice  to  an  electric  motor,  hydrogen  could  provide 
motive  power  while  spewing  out  environmentally  harmless  water 
vapor  as  exhaust.  Fitting  a  hydrogen  tank  on  board  an  automobile 
is  no  small  matter:  Liquid  hydrogen  must  either  be  chilled  to  near 
absolute  zero — an  extremely  cumbersome  process — or  vaporized 
and  compressed  to  an  immense  5,000  pounds  per  square  inch. 
Powerball  doesn't  address  that  problem,  which  auto  company  sci- 
entists are  studying  fliriously.  Rather,  it  tackles  the  problem  of  get- 
ting hydrogen  to  the  filling  station.  The  existing  technology  de- 
mands a  27-ton  gas  tanker  to  deliver  a  meager  662  pounds  of 
compressed  hydrogen,  enough  for  only  60  fill-ups. 

"Hydrogen  is  the  most  abundant  element  in  the  universe  and 


a  wonderful  fuel,"  says  William  FreiJ 
PowerbaU's  president.  "But  the  best  solutij 
isn't  worth  a  dime  if  it  takes  a  semi  truck 
follow  behind  your  car  to  keep  it  running 
The  Powerball  solution:  Ship  meta 
sodium  as  a  fuel  source  to  the  filling  statij 
and — presto! — hydrogen  on  demand,  ij 
sodium  comes  in  the  form  of  metal  pell(| 
1.3  inches  in  diameter,  wrapped  in  plastici 
tanker  truck  could  carry  24  tons  of  sodiij 
powerbaUs,  enough  to  generate  2,100  pouij 
of  hydrogen — or  191  fill-ups. 

Safe?  Hmm.  Sodium  is  one  of  the  ml 
reactive  metals  in  the  table  of  the  elemeil 
but  Freise  insists  it  is  also  the  most  cost] 
fective.  (Powerball  is  experimenting  wj 
other  elements,  too.)  Throw  water  on  it,  and  it  bursts  into  fla 
Sodium  reacts  with  water  to  produce  a  mixture  of  sodium 
droxide  (a.k.a.  lye)  and  hydrogen  gas,  and  the  reaction  spits 
enough  heat  to  set  the  hydrogen  on  fire. 

Freise  and  his  colleagues  aim  to  tame  this  violent  reactioij 
create  a  fuel  source.  At  the  filling  station  the  balls  would  be  sli  I 
open  and  exposed  to  water.  This  mixture  would  be  carefi| 
shielded  from  atmospheric  oxygen  so  the  hydrogen  would 
burn.  Instead,  the  gas  would  be  fed  into  the  high-pressure  1 1 
on  board  your  car.  Great  attention  would  be  paid  to  the  desig  I 
the  equipment,  so  that  a  leak  or  other  mishap  does  not  turn  the  | 
ing  station  attendant  into  a  piece  of  charcoal. 

What  about  the  lye?  As  the  warning  label  on  a  can  of  Dr| 
vWll  tell  you,  this  is  dangerous  stuff,  too.  It  can  eat  through  your 
or  dissolve  an  eyeball.  The  Powerball  scenario  calls  for  its  eq  I 
ment  to  capture  the  lye  at  the  filling  station  so  it  can  be  tru(  I 
back  to  a  plant  where  it  would  be  heated  in  the  presence  of  carl  I 
recycling  it  back  into  metallic  sodium  fuel.  This  reaction,  b>  I 
way,  would  send  water  vapor  and  carbon  dioxide  into  the  aii 
Carbon  dioxide?  Isn't  that  a  greenhouse  gas — undermr 
the  point  of  hydrogen  fuel  cells  as  a  salvation  from  global  ws 
ing?  "We've  still  got  compelling  reasons  to  move  toward  hy 
gen,"  says  Freise.  "The  cost  of  gasoline  is  perceived  to  be  cheap  | 
the  cost  to  defend  the  Middle  East  is  not. 
Freise  says  the  process  is  not  yet  "per- 
fected." Still,  he  insists,  several  automak- 
ers (he  won't  name  them)  have  zipped 
over  to  the  lab.  The  technology  is  ab- 
solutely real,  says  Terry  A.  Ring,  professor 


Ultimate  pitchman: 
William  Freise  is  no  | 
physicist,  but  he  is 
trying  to  line  up  dei  | 
keep  Powerball  goi< 
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Entrepreneurs 


of  chemical  engineering  at  the  University  of 
Utah  and  a  consultant  to  Powerball.  More 
circumspect  is  Adel  Sarofim,  a  fellow  pro- 
fessor at  Utah  and  also  a  Powerball  con- 
sultant: "I  have  no  doubt  the  technology 
works."  But  of  the  sodium  production 
process  he  is  helping  to  refine,  he  says,  "It's 
certainly  viable,  but  it  needs  several  more 
rounds  of  evaluation." 

The  company  got  its  start  when  one 
Jed  Checketts,  now  33,  dropped  out  of 
Brigham  Young  University  to  toy  with 
what  morphed  into  the  powerball.  His 
work  grabbed  the  attention  of  Robert 
Ipson,  the  investor  with  gold-mining  and 
racetrack  connections.  In  1997  he  created 
a  company  called  Natex  to  fund  powerball 
research,  and  floated  400,000  shares  at  $1 
each.  The  company,  renamed  Powerball, 
has  lost  $2.5  million  (on  no  revenue)  since 
1997  but  has  its  believers.  Somebody  out 
there  is  paying  $2.70  for  it. 

Freise,  48,  took  over  as  president  a  year 
ago  after  a  career  in  amusement  parks  and 
consulting.  Checketts  was  booted  out  in 
October  2001  and  later  landed  in  a  mental 
hospital;  he  recendy  quit  his  job  as  a  ma- 
chinist for  an  airplane  parts  maker  in  Cal- 
ifornia in  order  to  pursue  "a  project  to  pro- 
duce electricity  through  surdight,"  he  says. 

Outside  Salt  Lake  City  there  is  some 
support  for  the  notion  that  sodium  peUets 
could  generate  hydrogen.  The  Idaho  Na- 
tional Engineering  &  Environmental  Lab- 
oratory in  Idaho  Falls  is  working  with 
Powerball  to  build  a  refueling  station  that 
would  turn  the  sodium  pellets  into  hydro- 
gen at  the  pump.  The  company  has  five 
patents  on  its  sodium-production  process 
and  powerball  technology,  and  a  research 
agreement  pending  with  the  Department 
of  Energy- funded  lab  to  work  on  hydro- 
gen distribution. 

Freise  concedes  that  routine  shipments 
of  sodium  balls  to  filling  stations  are  a  long 
way  off.  So  he's  looking  at  more  immediate 
applications,  perhaps  with  mobile-phone 
outfits  expanding  in  Latin  America  and 
Africa,  which  need  reliable  power  to  keep 
cell  towers  working.  He's  lined  up  a  Green 
River,  Wyo.  FMC  plant  to  produce  sodium 
hydroxide  that  could  be  cooked  to  generate 
elemental  sodium.  But  at  present  there  are 
no  signed  buyers  for  the  sodium — and 
Powerball  is  down  to  its  last  $375,000.    F 


Sweet  Talk 

High-end  chocolate  is  not  recession-proof.  Here's  one 
importer's  recipe  for  keeping  the  bonbons  moving. 


BY  MATTHEW  SWIBEL 

PHILIPP  BRAUN  LIVES  FOR  DISCIPLES 
like  Andrew  Logan.  When  whip- 
ping up  a  white  chocolate  truffie, 
Logan  often  reaches  for  $5-a-pound 
Swiss  chocolate  from  Braun's  company, 
Albert  Uster  Imports.  "It  may  be  more 
expensive,  but  you  get  what  you  pay 
for,"  says  Logan.  To  appreciate  the 
compliment,  realize  that  Logan  is  chief 
pastry  chef  at  Hotel  Hershey,  the  four- 
diamond  resort  in  the  Pennsylvania 
town  that  Hershey  chocolate  buUt. 

Chalk  up  another  chocolate  apostle 
to  Braun's  relentless  proselytizing. 
Logan  is  one  of  4,000  customers  who 
have  taken  courses  at  the  Notter  Inter- 
national School  of  Confectionery  Arts, 


The  detailing  act  has 
HELPED  ALBERT 
USTER  GET  BY  during 
minor  calamities. 


also  imported  by  Albert  Uster,  with 
classrooms  adjacent  to  its  main  offices 
in  Gaithersburg,  Md.  The  hard  sell 
doesn't  end  there.  Uster  reps,  mostly 
former  pastry  chefs,  drop  in  on  former 
students  with  new  recipes,  product 
demonstrations  and  advice  on  kitchen 
redesigns.  It's  this  sort  of  customer  sup- 
port— reminiscent  of  the  "detailing" 
drug  companies  do  with  doctors — that 
brought  Uster  to  $20  million  in  sales, 
from  baking  chocolate,  tarts,  candied 
fruits  and  pastries. 

By  such  means  the  Swiss-born 
Braun,  a  former  food  consultant,  in- 
tends to  double  sales  by  2005.  That  as- 
sumes a  growth  rate  of  9%  per  year  on 
existing  products  and  $14  million  from 
a  new  line  of  frozen  foods  including 
Danishes,  cakes  and  hors  d'oeuvres. 
He'll  have  to  claw  his  way  there:  Kraft 


Foods  and  Nestle  import  their  own  E 
ropean  chocolate  labels;  there  are  scoi 
of  other  scrappy  distributors.  Even 
$40  million  in  sales,  23-year-old  p 
vately  held  Uster  would  still  be  bu 
crumb  in  the  $8-billion-a-year  U 
wholesale  market. 

The  formula  slowly  evolved.  Alb 
Uster,  also  from  Switzerland,  import 
chocolate  while  running  the  pasi 
shop  at  Washington's  Watergate  co 
plex;  the  sideline  became  a  full-time 
in  1980.  Six  years  later,  on  a  trip 
Switzerland,  he  met  renowned  pas 
chef  and  teacher  Ewald  Notter.  A  p 
jelled:  Pick  off  cHents  in  Notter's  cla 
room.  Later,  Notter  agreed  to  do  i 
call  under  Uster's  roof  in  Maryland 
Now  there's  a  close  sy 
biosis  between  the  two  insti 
tions.  The  school  forwards 
calls  to  Albert  Uster  operat< 
Uster  advertises  Notter's  cla; 
on  its  automated  phone  s 
tem.  Then  there's  the  ann 
sponsorship  of  Notter's  te 
in  the  World  Team  Paj 
Championship  in  Lyons,  France.  A 
of  course,  Uster  Imports  equips 
school  with  a  never-ending  suppl' 
its  imported  chocolate.  "Chefs 
spend  two  weeks  at  the  school,"  ; 
Braun  (pronounced  "brown"),  42,  i 
became  chief  executive  in  2000  w 
leading  the  search  for  Uster's  succe? 
(Uster,  70,  is  semiretired.)  "Now  rr 
of  them  are  ordering  from  us."  L 
has  also  expanded,  to  the  French 
try  School  in  Chicago,  L'Academi 
Cuisine  near  Washington,  D.C.  anc 
Chocolate  Loft  in  New  York  City. 

The  detailing  act  has  helped  I 
get  by  during  minor  calamities.  In 
its  largest  Swiss  brand,  Carma  AG, 
acquired  by  Belgian  chocolate  ! 
Barry  Callebaut,  which  narrowec 
Carma  line.  It  took  a  full  year  to  w 
gle  new  suppliers.  After  Sept.  1 1  I 
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St  60%  of  its  airline  and  cruise  busi- 
ss.  The  firm  lost  monev  iP  2001  hut 
IS  expecting  to  recover  to  a  pretax  gpin 
$1  million  in  200?.  It  doesn't  help  that 
iter  collects  U.S  dollars  from  ciis- 
mers  but  pays  for  good*;  with  ever- 
arer  Swiss  francs. 


Braun  may  get  a  boost  this  year  from 
a  new  line  of  50  frozen  chocolate  and 
pastry  products.  These  treats  carry  a 
higher  operating  margin  (35%,  com- 
pared with  20%  for  cocoa  powder  and 
strawberry  marmalade)  and  will  be  dis- 
tributed more  widely.  Braun  is  sending 


his  traveling  chefs/sales  staff  to  resorts  in 
places  like  Phoenix,  where  they  will  hold 
classes  in  the  right  way  to  heat  frozen 
pastries.  "There's  temperature,  time  and 
steam  elements  to  worry  about,"  he  says. 
"Baking  frozen  pastries  is  not  idiot- 
proof"  r 
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!•  NTT  DoCoMo,  the  world's  leading  mobile  telecom  company, 
gets  20%  of  its  ARPU*'  from  data  transmission. 


Q]  Aggregate  ARPU  $68  (Voice  $54  +  Data  $14)" 

{2}  44  million*'  total  subscribers 

(T)  35  million  of  total  subscribers  access 

NTT  DoCoMo's  wireless  Internet  service  —  i-mode^' 

(T)  58.5%  of  Japan's  mobile  communications  market** 

[5}  41 .2%  of  EBITDA  margin*^ 


NTT      .• 

Do  Cg^iMo 


NYSE:DCM 


For   a   borderless   world. 


Beyond  The  Mobile  Frontier 


For  more  about  NTT  DoCoMo,  please  visit  www.nttdocomo.com 


Source  NfT  DoCoMo  Corporato  Website 

[ij  -  [5 1  According  to  NTT  DoCoMo's  results  lor  the  first  halt  ol  F\20iC   AprtI  1. 2002  to  September  30.  2002)  covering  oporalons  tn  Japan. 

i-mode  IS  Q  irademant  or  rogistered  trademark  ol  NTT  DoCoMo,  irc  'n .  .tpan  arxj  other  oountnes 

Tho  i-mode  service  Is  only  available  to  NTT  DoCoMo's  subscribers  >n .  uoan  and  other  alliance  partners'  subscribers  In  Europe  and  Asia. 


•1  Average  monthty  Revenue  Per  Unit  <PDC{2G)>    *2  Calculated  at  120 yen* 

•3  As  ol  November  2002  Subscribers  lor  PDC  (2G).  FOMA  (3G).  PHS,  pager  and  other  ser\ 

*4  Source.  Teleoommunicahons  Gamers  Assoaation  <PDC  (2G)*  FOMA{ 


*5  Consoirdated  Finanaal  Report  lor  the  Six  Months  Ended  September  30. 2002  (April  i,  2002  to  September  30. 2  . 

EBITDA  Margin  =  EBtTDA  /  total  operating  revenues  [U.S.Q 
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oney  &  Investing 


HAS  BEEN  A  THOROUGHLY  DEPRESSING  TWO  DECADES  FOR 
commodities  speculators.  After  a  burst  of  price  gains  in  the 
1970s,  as  inflation  spun  out  of  control,  commodities  turned 
cold.  Gold  has  been  a  rotten  investment  for  most  of  the  time 
since  1980.  Industrial  commodities  like  copper  and  alu- 
lum,  and  consumables  like  corn  and  pork  bellies,  have  not 

ine  much  better.  Stocks  and  bonds  were  the  place  to  be  for  the 

)sing  decades  of  the  20th  century. 

In  the  early  1980s  investors  stampeded  into  commodity 
Ijiding  funds.  Now,  this  corner  of  Wall  Street  is  so  dead  that  the 

indard  &  Poor's  Commodity  Index  may  not  even  have 


enough  volume  to  stay  alive.  It  garnered  all  of  1,000  or  so  trades 
Dec.  23,  and  there  is  talk  it  may  soon  be  delisted.  This  in  a  year 
when  the  Commodity  Research  Bureau  index  rose  1 9%. 

A  good  contrarian  reacts  to  this  development  with  the 
notion  that  now  would  be  a  great  time  to  sink  some  money  into 
commodities  contracts.  To  make  the  case  for  gold  and  grains  we 
turned  to  Renee  Haugerud,  operator  of  a  smallish  hedge  fund  in 
New  York  with  a  big  commodities  position,  Galtere  Interna- 
tional Fund,  Ltd. 

Investors  are  plunging  like  lemmings  into  bonds  and  real 
estate  at  the  moment.  She  says  you  should  stay  out  of  those  rat 
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holes:  "There  are  lots  of  opportunities  to  make  money  right 
now,  but  they're  not  in  the  traditional  asset  classes." 

Haugerud,  47,  started  her  career  in  commodities  as  a  trader 
at  Cargill  and  has  experienced  depressed  commodity  prices  for 
most  of  her  adult  Hfe.  Lately  she  has  had  a  streak  of  luck:  Her 
fund  was  up  60%  in  the  first  1 1  months  of  2002.  We  don't  think 
you  should  put  any  money  in  a  hedge  fund  like  this  one,  which 


Going  With  the  Grain 


You  could  buy  wheat  or  gold  futures 
stock  funds  with  a  heavy  position  in 

Fund 

on  the  Chicago  Board  of  ^ 
commodities  producers  li 
TOTAL  RETURN' 

rrade.  A  more  conservativ 

ke  gold-mining  companies 

Maximum 

Assets           sales 

($mil)          charge 

B  play: 
Annual 

5-year 
YTD    annualized 

Yieldi 

expenses 
per  $100 

Fidelity  Select  Energy 

-12.5%      3.3% 

0.2% 

$186 

3.00% 

$1.12 

Fidelity  Select  Food  &  Agriculture 

-6.7         2.6 

0.7 

102 

3.00 

1.14 

First  Eagle  SoGen  Gold 

66.8       10.8 

0.0 

98 

5.00 

2.70 

Gabelli  Gold 

48.5       12.0 

0.7 

84 

none 

2.46 

Merrill  Natural  Resources-D 

-2.3         5.4 

0.0 

53 

5.25 

1.37 

USAA  Precious  Metals  &  Minerals 

38.8       12.0 

0.5 

112 

none 

1.56 

Vanguard  Energy 

-4.5         4.2 

1.6 

1,232 

none 

0.39 

Vanguard  Precious  Metals 

19.0       11.3 

3.6 

480 

none 

0.63 

'Through  Nov.  30,  2002.  Source:  Morningstar,  Inc. 

skims  off  20%  of  gains  plus  an  annual  fee  of  2%  of  assets.  But 
you  should  listen  to  what  Haugerud  has  to  say  about  the  shift  in 
the  marketplace.  It  could  be  that  after  a  22-year  down  cycle, 
commodities  have  turned  the  corner.  If  you  agree,  put  10%  of 
your  money  in  a  hard-assets  stock  fund  (see  table)  or  in  some 
commodity  positions  you  place  yourself  at  a  broker. 

Haugerud  argues  that  the  world  economy  is  headed  for  a 
new  era  of  boom-and-doom,  with  rising  prices  for  unskilled 
labor,  manufactured  goods  and  certain  commodities.  She  calls 
this  "inverse  stagflation"  to  contrast  it  with  the  stagflation  of 
Jimmy  Carter's  presidency,  which  created  a  paradoxical  double 
whammy  of  high  inflation  and  falling  employment. 

Her  thinking  is  that  as  the  world's  wealthy  population  ages, 
and  U.S.  baby  boomers  scramble  to  fund  kids'  educations  and 
their  own  retirement,  money  will  slosh  around  in  search  of 
decent  returns — but  stocks  will  fail  them.  Even  after  the  mar- 
ket's stomach-turning  descent,  stocks  remain  pricey — the  S&P 
500  is  between  30  and  50  times  trailing  earnings,  depending  on 
what  definition  of  earnings  you  use.  The  same  demographic 
trends,  Haugerud  avers,  will  keep  low-end  wages  rising.  Manu- 
facturers are  tapping  out  productivity  gains  and  will  push 
through  price  hikes.  Prices  for  commodities  as  diverse  as  gold 
and  grain  likewise  will  have  to  rise  because  they  are  now  barely 
high  enough  to  cover  production  costs. 

Haugerud  has  lived  and  breathed  commodities  since  child- 
hood. Her  father,  Neil,  was  a  part-time  farmer  and  the  sheriff  of 
rural  Fillmore  County,  Minn.  She  remembers  flying  with  him  in 
his  single-engine  plane  across  the  Iowa  border  to  check  out 


crops,  even  though  he  didn't  own  them.  Why,  she  asked,  did  hi 
care  how  someone  else's  fields  were  doing?  "Money,"  Dad 
explained.  "He  told  me  there  were  things  called  futures  markel 
where  you  can  buy  and  sell  things  you  don't  own,"  Renee  says 
"The  concept  thrilled  me,  even  though  I  didn't  really  underj 
stand  it." 

She  went  on  to  earn  a  forestry  degree  at  the  University  oj 

Montana  in  1 980.  Returning  t^ 
Minnesota,     she     pestered 
CargUl,  the  local  giant  in  com^ 
modifies  trading,  for  a  job,  thej 
traded  agricultural  commodi' 
ties  in  the  Midwest  and  ran  i 
bond  desk  in  Australia  befon 
making  vice  president  of  traa 
ing.  Haugerud  showed  fearless 
ness  and  pluck.  At  a  party  sh! 
was  dancing  with  her  boss  an| 
noticed  that  he  was  no  Fred  As 
taire.  "You're  obviously  havin^ 
a  problem  here,"  she  told  hint 
"so  why  don't  you  let  me  leadJl 
Haugerud  quit  Cargill  il 
1994  to  oversee  trading  busi,' 
nesses  for  a  few  other  iiimi 
She  then  set  up  Galtere  in  199* 
with  the  same  business  pla- 
she  had  developed  at  Cargill.  In  1999  she  sold  49%  to  Capital  I 
a  New  York  investment  firm,  which  pumped  in  $40  million  f( 
her  to  invest  in  her  Global  Macro  fund.  The  fund  beat  tl 
CSFB/Tremont  Global  Macro  benchmark  until  last  year,  when 
got  clobbered  by  the  terror  attacks.  A  bet  against  the  Swiss  frar 
went  awry  when  the  currency  benefited  as  a  safe  haven.  Con 
modity  positions  got  hurt  by  early  expectations  that  glob 
demand  would  dry  up.  Galtere  ended  2001  down  17%. 

As  the  markets  began  to  recover,  the  fast  rebound  in  con 
modities  was  just  what  Haugerud's  inverse-stagflation  theo 
told  her  should  happen:  Attacks  or  no,  people  continued  to  e 
food  and  wear  gold.  Commodities,  she  decided,  were  her  tradii 
forte.  Haugerud  decided  to  turn  her  fund,  already  heavi 
invested  in  commodities,  into  a  commodity  play.  She  gave  ba^ 
Capital  Z  its  $40  million  in  tranches  earlier  this  year  and  closi 
the  Global  Macro  Fund  in  May.  Down  to  her  last  million  dolls 
in  client  capital,  she  fired  her  marketers  and  set  up  her  hea 
quarters  in  an  apartment  in  New  York's  Flatiron  district. 

Recently  she  deployed  half  of  her  $12  million  in  client  ass( 
in  commodities  and  commodity-based  swaps,  a  quarter  in  ci 
rencies  and  the  rest  in  bonds  and  equities.  Corn  is  one  of  h 
favorites  at  the  moment.  Back  in  1988,  when  the  last  droug 
caused  a  price  spike,  silos  held  4.8  billion  bushels,  or  six  yea 
worth.  Now  they  hold  a  mere  1.6  billion  bushels,  and  Hauger 
says  nearly  half  will  be  drawn  down  to  meet  demand.  Mea 
while,  ethanol  producers  and  Latin  American  livestock  growi 
are  buying  ever  more  corn.  Thus  in  late  2001  she  bought  cc 
futures  for  delivery  the  following  July  and  December,  payi 
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10  to  $2.20  per  bushel.  She  took  profits  in  July  and  August, 
en  prices  hovered  around  S2.60. 

Then  she  got  right  back  in  a  month  or  so  later  for  completely 
ferent  reasons,  buying  December  2003  futures  at  up  to  $2.45 
lUshel.  This  time  Haugerud's  interest  was  whetted  by  a  source 
Australia  who  said  a  drought  there  was  forcing  the  country  to 
f  U.S.  sorghum  as  a  replacement  for  feed.  That,  she  figured, 
)uld  boost  prices  for  sorghum's 
fnarket  cousin — corn — as  well.  Prices 
still  being  weighed  down  by  harvest- 
ited  selling,  but  Haugerud  plans  to 
it  it  out  by  rolling  over  her  contracts 
5  later  months. 

She  is  likewise  bullish  on  wheat  and  soybeans,  though  corn  is 
■re  favorably  priced,  she  says.  Soybeans  recently  traded  at  $5.70 
bushel,  while  Haugerud  says  she  will  buy  only  up  to  $5.25. 
'.  takes  a  negative  view  on  cattle  and  hogs  because  of  growing 
iplies.  One  twist:  pork  bellies,  which  now  cost  22  cents  a  pound 
re  than  lean  hogs  that  sell  at  64  cents  a  pound.  She  thinks  that 
ead  could  widen  further  and  cites  an  unscientific  clue:  Bacon 
rees  are  popping  up  in  restaurants,  a  sign  that  Americans'  fear 
'at  may  have  been  overtaken  by  their  love  of  the  meat. 
Gold  is  also  in  for  a  good  run,  and  not  only  as  a  hedge 
inst  plunging  stock  prices  and  war  jitters,  she  says.  Central 
iks  from  China  to  Canada  are  holding  far  less  of  their  foreign 


reserves  in  gold  bullion  these  days,  which  means  they  have  less 
to  sell  into  the  market  and  thereby  depress  prices.  Last  year  they 
collectively  sold  less  gold  than  they  had  the  year  before,  the  first 
decline  since  1992. 

Market  watchers  expect  400  tons  of  central  bank  gold  to 
come  on  the  market  next  year,  but  Haugerud  expects  the  total  to 
be  more  like  350  tons.  When  supplies  come  up  short,  prices  will 


"The  chances  to  make  money  now 
aren't  in  traditional  asset  classes." 


rise,  and  gold  will  get  a  further  boost  from  investment  banks 
that  have  been  seUing  it  short  lately  and  will  be  forced  to  buy  it 
back,  she  says.  She  is  less  sanguine  about  copper,  aluminum  and 
other  industrial  commodities,  whose  prices  went  through  the 
roof  during  1970s  stagflation.  Sluggish  global  growth  could  hurt 
these  products'  prices  for  years  to  come. 

"Picking  the  right  investment  is  much  like  cutting  cattle," 
Haugerud  says,  harking  back  to  her  father's  early  lessons 
down  on  the  farm.  Growing  up,  she  and  her  sister  had  to  herd 
200  head  of  cattle  as  part  of  their  chores.  "It  was  work,  but  it 
was  fun,"  she  says.  "You  herd  the  winners  into  the  corral  and 
cut  the  rest  away.  It's  precise,  but  with  a  good  rider,  it's  not 
complicated."  F 
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independent 

spirit. 


Distilled  by  an  independent  family  company. 

Bottled  as  Glenfiddich,  which  means  "valley 

of  the  deer."  Matured  at  its  own  Highland 

distillery  for  a  full  15  years  —  our  Solera 

Reserve  features  delicious  notes  of  oak,  honey, 

vanilla  spice,  fruit  and  sherry. 
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CHARITABLE  PLANHING 


What's  a  CLAT? 

With  interest  rates  low,  an  old  trust  turns  new  tricks. 

BY  ASHLEA  EBELING 


CHARITABLE  LEAD  ANNUITY 
trusts  have  been  around  since 
the  1970s.  The  late  Jacqueline 
Kennedy  Onassis  had  one  in 
her  will.  But  these  trusts  haven't 
been  used  much  by  run-of-the-mill  mil- 
lionaires. Now  that  is  changing,  thanks  to 
low  interest  rates  and  creative  planners. 

A  CLAT  pays  to  charity  a  set  amount 
for  a  set  number  of  years.  What's  left  at 
the  end  goes  to  you  or  your  heirs.  A  char- 
itable remainder  annuity  trust,  a  much 
more  widely  used  device,  does  the 
reverse:  You  or  your  heirs  get  annual  pay- 
ments and  what's  left  goes  to  charity. 

Recently  CLATs  have  become  much 
more  useful,  CRATs  less  so.  The  reason  is 
the  decline  in  interest  rates. 

The  Internal  Revenue  Service  uses  cur- 
rent interest  rates  to  determine  how  much 
of  a  CLAT  or  CRAT  is  really  going  to  char- 
ity. Low  rates  increase  the  tax  breaks  for 
CLATs  and  decrease  them  for  CRATs.  The 
IRS'  November  2002  "charitable  midterm 
rate,"  used  to  calculate  the  tax  break  for 
CLATs  set  up  through  January,  was  just 
3.6%,  down  from  8%  in  July  2000. 

There  are  three  main  types  of  CLATs: 

CLAT  for  Heirs:  This  is  the  most  com- 
mon type  of  CLAT  and  is  used  to  transfer 
assets  to  the  next  generation  with  little  or 
no  estate/gift  tax.  Charles  CoUier,  a  phil- 
anthropic adviser  at  Harvard,  is  setting 
one  up  for  an  alumnus  right  now.  The  $2 
million  trust  will  pay  $175,000  a  year  for 


1 5  years  to  charity,  splitting 
the  payouts  50-50  between 
Harvard  and  other  benefi- 
ciaries (Harvard  manages 
and  administers  the  trust 
for  free).  Using  the  IRS' 
3.6%  discount  rate,  the  pre- 
sent value  of  the  charitable 
payout  equals  $2  million. 
(Put  another  way:  If  the 
trust  earns  a  steady  3.6%  return,  it  will 
run  out  of  money  after  the  last  payment 
owed  to  charity  is  made.)  In  the  IRS' 
somewhat  narrow  view,  that  means 
there's  no  gift  to  the  children,  and  there- 
fore no  gift  tax  must  be  paid,  even  if  the 
trust  in  fact  does  a  lot  better  than  3.6%.  If 
it  manages  to  earn  7%  a  year,  $1.12  mil- 
Uon  will  go  to  the  kids — free  of  gift  tax. 

Rates  are  crucial.  If  the  discount  rate 
were  still  8%,  the  $175,000  annuity  would 
be  valued  at  just  $1.5  million,  leaving  a 
$500,000  taxable  gift. 

What  if  a  CLAT's  investments  tank? 
Ramsay  Slugg,  a  wealth  strategist  with 
Bank  of  America's  private  bank,  has  a 
client  who  put  a  $1  million  portfolio  of 
mostly  tech  stocks  in  a  CLAT  for  his  heirs 
in  2000.  The  trust  is  now  worth  only 
$600,000  and  still  has  to  pay  out  $80,000 
a  year  to  charity  for  29  more  years.  Still,  if 
the  trust  does  run  out  of  cash,  he  doesn't 
owe  the  charity  anything. 

Note:  The  official  jargon  for  this  beast 
is  "nongrantor  trust."  Don't  try  to  parse 


the  phrase;  the  words  are  meaningless. 

CLAT  for  Yourself:  With  one  of  th^ 
(official  jargon:  "grantor  trust"),  wh;* 
left  in  the  trust  goes  back  to  you  and  i; 
to  your  heirs.  The  carrot  is  a  break 
income  tax,  not  gift  tax.  At  current  inti* 
est  rates,  says  Springfield,  111.  charitaS 
planner  Vaughn  W  Henry,  grantor  CL 
work  for  a  surprising  variety  of  donci 
He  offers  two  recent  clients  as  exampk 

A  54-year-old  drug  company  excO 
tive  received  an  unexpected  $1  milli 
bonus  last  year.  He  wanted  to  help  ch 
ity  and  didn't  need  the  bonus  moi 
now — but  thought  he  might  in  reti 
ment.  So  he  put  the  $1  milhon  in  a  CI 
that  will  pay  $50,000  a  year,  for  eii 
years,  to  charity.  At  the  end  of  the  ei 
years,  he'll  get  what's  left  back.  The  tr 
generated  an  immediate  tax  deduct 
of  $342,000— that  being  $400,000  ( 
counted  back  to  the  present.  (If  the  i 
count  rate  were  still  8%,  the  deduct 
would  be  only  $287,000).  If  tax  r? 
drop,  taking  the  whole  deduction  r 


^JLedUirig  Trie  WSiy  Ihe  lower  the  rate,  the  bigger  your  tax  savings  from  a  CLAT^ 

Highest/lowest  monthly  charitable  midterm  rate  each  year  (%) 


^■sSP!    ^hIH    ^■9R    ^HiS    ^■gH    ^■Hi    ^H^^    '^' 


8.6  6.8        7.6   6.0       9.4   6.4        9J  7.2       8.2   6.8        8.2   7.2        7.2   5.4       ,M  5.6       .8.2   7.0       8.8  4.8       Mij 
■92  93  94  '95  96  97  '98  '99  00  01  '02 

Source:  Planned  Giving  Design  Cei ! 
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ougl^  the  CLAT  looks  all  the  better. 

If  the  executive  had  been  younger  and 
ler,  he  might  have  had  the  CLAT  pay  a 
irity  $50,000  a  year  for  36  years,  in 
ich  case  the  deduction  would  be  $1 
ilion,  potentially  offsetting  taxes  on  his 
ole  bonus.  At  the  end  of  36  years,  if  the 
St  earned  7%  a  year,  there'd  be  $4  mil- 
1  left  in  it. 

Drawback:  Any  income  earned  by  one 
these  CLATs  is  taxable  to  the  donor, 
ution:  Invest  it  in  tax-free  bonds  and 
ndividend-paying  stocks.  To  be  sure, 
h  intermediate-term  munis  earning 

and  Cisco  not  doing  so  well,  the  7% 
jrn  may  be  a  pipe  dream. 
'At  the  other  extreme,  Henry  recently 
[up  a  CL-Vr  for  a  retiree  who  was  giving 
000  a  year  to  her  church  but  had  so 

■  other  deductions  that  it  didn't  pay 
to  itemize.  Using  the  trust,  she  front- 
ied  years  of  charitable  deductions  into 

■  year  and  itemized  that  year. 

Super  CUAT:  This  is  a  newer  invention, 

igned  to  provide  both  income  and 

ite  tiLX  benefits.  "Chents  want  the  best 

both    worlds,"    says    Christopher 

ombo  of  Merrill  Lynch's  private 

Jth  management  group.  The  jargon: 

fective  grantor  trust." 

The  children  are  the  end  beneficiaries 

lis  trust  and  little  or  no  gift  tax  is  paid. 

the  donor  retains  enough  power  over 

CLAT — this  requires  careful  draft- 

— that  for  income  tax  purposes,  it's 

considered  his  money.  That  means 
CLAT's  earnings  are  taxable  to  the 
lOr  and  he  gets  an  upfront  charitable 
)me  tax  deduction.  The  catch  is,  if  the 
or  dies  before  payments  to  the  charity 
,  the  assets  may  be  thrown  back  into 
estate,  and  the  estate  may  have  to  pay 
i.  some  income  tax  breaks. 
Does  the  IRS  really  allow  the  Super 
T?  It's  not  specifically  authorized  in 
tax  law,  as  the  more  conventional 
rs  are.  But  Memphis  tax  lawyer  Robert 
harpe  Ir.  notes  the  IRS  has  issued  at 
:  six  private  letter  rulings  to  individual 
ayers  okaying  this  newer  type  of  CLAT. 
ngress  might  not  have  intended  for  it 
e  possible  to  achieve  both  the  income 

gift  and  estate  tax  benefits,"  says 
rpe,  "but  for  now  it  appears  to  be  a 
;t  spot  for  tax  planning."  F 


STOCK  FOCUS 


He  Likes  Nortel! 


BY  ANDREW  T.  GILLIES 

FROM  TULIPS  TO  INTERNET  STOCKS,  HOT  SECTORS  HAVE  A  LONG  HISTORY  OF 
bringing  misfortune  to  investors.  But  James  Floyd,  co-portfolio  manager  of  the 
Leuthold  Select  Industries  hand,  hasn't  lost  faith  in  a  sector-based  strategy. 
"Our  thesis  is  that  the  big  moves  are  made  by  groups,"  Floyd  says.  "If  you  get  the 
groups  right,  it  will  be  much  easier  to  get  the  stocks  right." 

Leuthold  Weeden  Capital  Management,  which  has  $250  million  in  assets  under 
management,  started  its  Select  Industries  fund  in  June  2000,  just  as  the  bear  market 
was  starting  to  bite.  Since  then  Floyd  and  comanager  Steven  Leuthold  have  built  the 
fund's  assets  to  $11  million.  It  has  been  rough  sledding  for  the  fund  recently,  and  its 
return  of -16%  since  inception  seems  nothing  to  brag  about,  except  that  a  passive 
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investment  in  the  S&P  500  is  off  35%  over  the  same  period. 

Floyd's  selling  pitch  is  quantitative  analysis.  He  and  Leuthold 
parse  2,000  stocks  into  140  industry  groups,  v^^hich  are  then 
ranked  according  to  30  criteria.  Most  of  the  screening  items  are 
crunchUy  objective;  they  include  such  factors  as  earnings  growlJi, 
cash  flow  (in  the  sense  of  net  income  plus  depreciation),  insider 
activity,  relative  strength,  earnings  estimate  revisions  and  present 
versus  historical  valuations.  But  the  pair 
add  in  some  softer  subjective  scores, 
such  as  their  assessment  of  economic  or 
political  risks  affecting  an  industry. 

The  30  criteria  are  then  grouped 
into  seven  broad  categories:  value, 
growrth,  contrarian,  technical,  judgmen- 
tal, long-term  price  momentum  and 
insider  activity.  Industry  groups  scoring 
highest  by  these  seven  measures  rise  to 
the  top  of  the  fund's  shopping  list. 
From  there  Floyd  and  Leuthold  start 
prying  out  individual  stocks  using 
equally  quantitative  screens. 

The  number-heavy  approach  insu- 
lates the  Select  Industries  fund  from 
getting  burned  by  the  sector  flavor  of 
the  month.  Variations  on  it  are  used  to 

make  the  investment  decisions  in  Leuthold's  other  two  funds,  its 
Core  Investment  fund,  which  earned  an  "A"  rating  from  FORBES 
for  downmarket  performance,  and  its  self-explanatory  Grizzly 
Short  fund. 

It  also  suits  Floyd,  55,  who  followed  Steven  Leuthold  from 
Minneapolis-based  brokerage  Piper  Jaffray  in  the  late  1970s, 
fleeing  the  life  of  a  regional  equity  analyst.  "I  was  never  very 
good  at  knocking  on  doors  and  saying,  'So  how  much  are  you 
going  to  earn  this  year?' "  he  recalls  with  a  chuckle.  Ever  since  his 
days  at  the  University  of  Minnesota  he  had  been  more  comfort- 
able reaching  investment  conclusions  using  Compustat  data 
stored  on  giant  tape  reels.  The  data  moved  to  the  desktop,  but  the 
quantitative  approach  stayed  put. 

Sector  Selection 


Floyd's  Top  Ten  Industries 


1.  Telecom  equipment 

2.  Telecom  survivors 

3.  Systems  software 
4.  Photographic  products 

5.  Oil  &  gas  equipment  &  services 

6.  Integrated  telecom  services 

7.  Multi-utilities  and  unregulated  power 

8.  Oil  &  gas  drilling 

9.  Networking  equipment 

10.  Wireless  telecom  services 

As  of  December  2002. 


Right  now  Floyd's  selection  process  has  moved  beaten-i 
telecommunications  equipment  stocks  to  the  very  top  of  his  b 
list.  Among  his  favored  stocks  in  this  area  are  Corning  aj 
Nortel  Networks. 

Twenty-seven  other  industry  groups  of  Floyd's  140  ha 
similarly  garnered  an  "attractive"  rating,  the  top  tier  of  Floyi 
scoring  hierarchy.  Half  of  these  are  technology  groups.  TV 
scored  weU  in  growth,  insider  buyiij 
long-term  price  momentum  and  t 
comanagers'  subjective  opinion. 

With  decades  of  investing  expe 
ence  Floyd  and  Leuthold  know  t 
Wall  Street  tends  to  overshoot  wh 
times  are  flush  and  undershoot  wb 
times  are  tight.  Given  the  heavy  co 
cutting  in  the  technology  sector  c 
the  past  few  years,  Floyd  and  Leuthi 
think  that  technology  companies ; 
poised  to  surprise  for  the  better. 

Japan's  Sony  is  now  one  of 
fund's  larger  holdings.  Sony  (on  ~ 
Big  Board  as  depositary  receipts)  g 
for  31  times  trailing  earnings.  But 
price/sales  ratio  of  0.6  falls  beloii 
five-year  average  of  1.  That  make- 
attractive  to  Floyd. 

Another  promising  indicator  for  Sony  is  its  enterpr 
multiple,  calculated  by  dividing  enterprise  value  (market  a 
talization  plus  net  debt)  by  earnings  before  interest,  ta:! 
depreciation  and  amortization.  For  Sony  this  multiple  su) 
at  7.3,  low  relative  to  a  sector  average  of  9.5. 

The  companies  in  the  accompanying  table  are  drawn  & 
the  groups  Floyd  currentiy  deems  "attractive."  We  picked  tt 
out  by  adding  some  criteria  of  our  own:  a  share  price  above 
a  market  capitalization  above  $100  million,  price/sales 
price/cash  flow  multiples  below  their  five-year  averages 
long-term  debt  no  greater  than  80%  of  total  capitalization. 
For  a  larger  list  of  such  stocks,  go  to  forbes.com/floyd. 


Starting  with  industry  groups  and  stocks  deemed  attractive  by  James  Floyd,  comanager  of  the  Leuthold  Select  Industries  fun 
we  used  our  own  computer  screens  to  come  up  with  this  group  of  seven  stocks. 


PRICE 

P^RICE/SALES 

2003  (EST.^ 

Operating 

income^ 

($mil) 

Ma 

va 
($1 

Company/industry 

recent 

change  from 

52-weel( 

high 

recent 

5-year 
average 

EPS 

P/E 

BMC  Software/software 

$17.04 

-26% 

3.3 

6.8 

$0.49 

35 

$273 

$4,( 

Cisco  Systems/comm  equip 

13.22 

-39 

4.9 

13.8 

0.55 

24 

5,678 

95,; 

GlobalSantaFe/oil  well  svcs  &  equip 

24.75 

-33 

2.9 

4.5 

1.28 

19 

643 

5,! 

Home  Depot/home  improvement 

25.47 

-52 

1.0 

2.8 

1.78 

14 

6,752 

59,1 

Sony/audio  &  video  equip 

41.25 

-31 

0.6 

1.0 

1.41 

29 

5,542 

38,: 

Tidewater/oil  well  svcs  &  equip 

31.87 

-30 

2.7 

2.9 

2.45 

13 

225 

i; 

Xerox/office  equip 

8.13 

-29 

0.4 

1.0 

0.54 

15 

1,957 

5, 

Prices  as  of  Dec.  18,  2002.  latest  12  months,  defined  £ 
Sources:  Bloomberg  Financial  Markets:  FT  /nferacfiVe 
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s  earnings  before  interest,  taxes,  de 
Data,  Multex  and  Thomson  Financia 

preciation,  amortization. 
/IBES  via  FactSet  Research  Sysl 

ems. 

Sieve  Forbes  and  His  Team  for  an  Investment  Seminar  at  Sea. 


lUe^  q^u^ 


Steve  Forbes 


Alaskan  Grandeur 

June  14-26,  2003  •  Crystal  Harmony 


. :»., 


Don't  Miss  This  Forbes  Experience... 

Explore  the  splendor  of  Alaska,  America's  last  frontier,  with  an  abundance  of 
latural  wonders,  exotic  wildlife,  and  rich  history. 

iavor  the  elegance  of  traveling  in  luxury  aboard  the  six-star  Crystal  Harmony. 
:.et  this  proud,  award-winning  staff  pamper  you  with  true  European  service. 

Learn  and  profit  from  the  advice  and  insights  of  top  financial  and 
geopolitical  experts,  including  former  Presidential  Candidate  Steve  Forbes. 

tWscover  how  to  get  the  highest  risk  adjusted  returns  by  focusing  on  asset 
allocation  and  investment  style— in  addition  to  individual  stock  selection. 

ijct  expert  insight  into  hedging  and  short  selling— use  of  alternative 
nvestments,  new  tax  strategies,  and  estate  planning  methods. 

3nd  out  how  to  protect  your  retirement  fund  while  concentrating  on  ways 
0  increase  your  cash  income  by  30%,  50%  or  even  100%  or  more  with  selected 
»referred  stocks,  value  stocks,  and  corporate  bonds  and  convertibles. 


David 
Asman 


Bernie 
Schaeffer 


Christopher 
Buckley 


George 
Gilder 


Louis 
Navellier 


In  Francisco  •  Vancouver  •  Sitka  •  Skagway  'Juneau  •  Ketchikan  •  Victoria 


start  as  low  as  $6,760  per  coupfe!  To  receive  a  full-color  conference  brochure 
reserve  your  cabin  call  800/530-0770  or  visit  www.lnvestmentCruise.com 

(outsidetheUS,F>leasecall941/955-0323,  9:00  am -5:30  pm  EST)  00^486 


Yes,  But  By  James  Grant 

Perils  of  Prophecy 


Never  mind  the 


instead  on  the 


■  HAVE  ONLY  ONE  FORECAST  CONCERNING  THE  FUTURE:  IT 
will  unfold.  I  am  not  prepared  to  be  more  specific.  Of  all  the 
bad  months  in  which  to  try  to  predict  the  unpredictable, 
January  is  the  worst.  People  are  still  eating  Thanksgiving 
leftovers  when  the  usual  experts  are  rounded  up  to  be  asked 
the  standard  end-of-year  questions.  Where  will  the  stock  mar- 
ket be  one  year  hence?  The  bond  market?  The  CPI?  A  barrel  of 
West  Texas  intermediate?  Knowledgeable  as  they  are,  the  experts 
are  deficient  in  one  point  of  information.  They  don't  know  any- 
thing more  about  the  future  than  we  do. 

"All  we  can  ever  do  is  look  at  the  past  to  predict  the 
future,"  writes  Leon  Levy  in 
his  fine  new  memoir,  The 
Mind  of  Wall  Street,  "but  life 
is  dynamic  and  constantly  foreCaStS.  FOCUS 

changing,  so  the  assumptions 
governing   predictions   are 

bound  to  be  wrong."  excesses.  Hefe's 

This  would  seem  to  pre-  . 

sent  a  conundrum.  If  invest-  ^^^''  JapaneSe 

ing  is  about  the  future  and  if  ^OVemment 

the  future  is  unknowable,  how  .  .  .    ... 

can  we  invest?  How  can  an  SeCUritieS  yielding 
agnostic   about  the  future  letO  perCCnt. 

commit  to  anything  except  an  ^  .     j^  _.         . 

index  fund  and  a  Christmas  lempting f  PeOpie 

Club  account?  are  Standing  in  line. 

Fortunately,  a  proper 
humOity  about  unforeseeable 
events  does  not  condemn  an 

investor  to  life  on  the  sidelines.  Markets  are  cyclical.  Crowds  are 
excitable.  Financial  theories  come  and  go.  Stock  prices  migrate 
between  the  extreme  points  of  over-  and  undervaluation.  Tak- 
ing these  truths  to  heart,  the  wise  investor  waits  for  opportuni- 
ties, letting  the  future  take  care  of  itself  (which,  in  any  case, 
it  will). 

Peter  L.  Bernstein,  financial  economist  par  excellence,  in 
December  produced  a  series  of  five-year  forecasts,  each  based 
on  a  different  set  of  assumptions.  Each  forecast  was  assigned 
a  probability  weighting,  with  the  sum  of  the  probabilities 
adding  to  1.  The  probability- weighted  average  of  the  results 
points  to  an  annual  return  on  stocks  over  the  next  five  years 
in  the  neighborhood  of  just  1.3%.  You'd  be  better  off  in  Trea- 
sury bills. 

Bernstein  would  be  the  last  man  to  take  that  forecast  to 
the  bank.  He  understands  in  his  bones  the  adage,  "You  don't 
know  what  you  don't  know."  So  respectful  is  he  of  the  un- 
known that  he  refutes  his  own  arithmetic.  The  sum  of  the 
probabilities  of  his  predictive  scenarios  should  not  be  1,  he 


states,  but  a  good  deal  less. 

"Anyone  who  argues  to  tl 
contrary  is  succumbing 
hubris,"  Bernstein  explain 
"We  know  we  have  omittf 
something,  but  we  cann 
include  it  because  we  simply  ( 
not  know  what  it  is.  Investo 
can  only  think  about  those  sc 
narios  within  their  imaginatic 
and  hope  that  this  group  ca 
tures  the  general  contours 
the  environment  lying  in  wait. ..." 

Possibly  reasoning  that  most  Tuesdays  are  like  most  Mo 
days,  forecasters  are  prone  to  project  the  present,  which  they  c 
see,  out  into  the  future,  which  they  can't.  This  habit  is  rei 
forced  by  the  conventions  of  casual  speech.  The  Federal  Op 
Market  Committee  invariably  drops  into  its  press  releases  1 
empty  phrase  "foreseeable  future"  to  qualify  a  forecast  or  a  p' 
icy  intention.  What  portion  of  the  future  is  foreseeable,  the  f 
does  not  specify. 

Not  much  of  it,  in  my  own  checkered  experience.  Nea 
every  day  brings  word  of  an  event  that,  only  a  few  short  da 
weeks  or  fiscal  quarters  earlier,  would  have  seemed  unthinkal 
Do  you  remember  when  the  country  was  supposedly  runni 
out  of  Treasury  securities?  William  V.  Sullivan,  Morgan  Stanle 
executive  director  of  money  market  research,  makes  a  case  I 
the  current  fiscal  year  could  bring  the  biggest  federal  deficit 
history.  Who  knew? 

How,  then,  to  cope  with  a  world  so  full  of  surprise?  I  ne 
forecast  (well,  hardly  ever)  and  only  rarely  read  forecasts.  In 
time  saved,  I  look  for  financial  non  sequiturs — ideas  and  pri 
that  apparently  make  no  sense. 

The  market.  Levy  writes,  is  not  efficient.  Rather,  it  is  "pn 
efficient."  Exactly  right.  It  is  efficient  enough  to  thwart 
speculative  pilot  fish  who  would  presume  to  make  a  living 
trading  in  it.  But  it  is  not  so  efficient  that  it  doesn't  propag 
occasionally,  titanic  errors  and  absurdities.  Witness  Long-Tt 
Capital  Management  and  the  late,  great  New  Economy. 

Of  course,  one  man's  absurdity  is  another's  logic.  To  dec 
an  interest,  I  am  an  investor  in  Japanese  value  stocks.  I  am  b 
ish  because  they  are  value-laden,  and  also  because  the  wor 
number  two  economy  is  alleged  to  be  slipping  into  the  sea. ' 
stocks  we  own  go  begging  while  auctions  of  ultra-low-yiek 
Japanese  government  securities  are  oversubscribed  by  a  fai 
of  more  than  100  to  1.  What  wiU  be  the  Japanese  GDP  for  2( 
Search  me. 


James  Grant  is  the  editor  of  Grant's  Interest  Rate  Obsi 
Visit  his  home  page  at  www.forbes.cotn/grant. 
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Capital  Markets  By  Marilyn  Cohen 

That's  All,  Folks 


BOND  INVESTORS  HAVE  HAD  QUITE  A  PARTY  THESE 
past  2 1  years.  In  that  time  the  interest  rate  on  30-year 
Treasurys  has  dropped  from  15%  to  5%.  Brace  your- 
self: The  party  is  about  to  end.  At  this  point  we  have 
investors  feverishly  pouring  money  into  bond  funds 
not  because  they  consciously  think  that  interest  rates  will  go 
down  stUl  more,  but  simply  because  they  don't  want  to  be  in 
stock  funds.  This  is  panic  buying,  not  the  foundation  for  good 
investment  results. 

My  philosophy:  Never  bet  against  the  U.S.  economy  for  too 
long.  That's  why  I  think  that  long-term  rates  are  more  likely  to 
go  up  than  down  from  here. 
Despite  contradictory  eco- 
nomic signals  (improved 
consumer  confidence,  wors- 
ened unemployment),  odds 
are  that  we  will  soon  finally 
emerge  from  the  funk  this 
nation  has  been  in  since 
2000.  And  that  means  money 
flows  will  reverse  course  and 
head  back  into  equities.  It 
also  means  that  borrowing 
will  pick  up  and  borrowers 
will  have  to  pay  more  to 
hire  money. 

Another  factor  is  the  Fed- 
eral Reserve,  which  bumped 
short  rates  down  by  a  half- 
point  in  November  as  an 

"insurance  policy"  and  left  them  alone  in  December.  I  very 
much  doubt  the  Fed  wOl  lower  rates  any  more;  it  won't  need  to. 
With  monetary  easing  done  and  no  serious  inflation  threat  in 
sight,  look  for  the  benchmark  ten-year  Treasury  to  gently  drift 
upward  over  the  next  two  years,  from  its  current  4%  to  just 
about  5%.  Of  course,  a  sustained  oil  crisis  or  an  unexpectedly 
roaring  recovery  could  lift  them  further. 

No  one  can  be  sure  enough  about  calling  the  top  of  the 
bond  market,  or  the  bottom  of  the  stock  market,  to  move 
wholesale  from  one  category  to  the  other.  You  should  keep  a  sig- 
nificant fraction  of  your  assets  in  fixed  income.  Just  don't  keep 
it  at  the  long  end  of  the  yield  curve. 

The  key  concept  here  is  duration,  which  measures  a  bond's 
price  sensitivity  to  interest  rate  changes.  The  duration  of  a  bond 
is  closely  connected  to  its  years  to  maturity,  but  the  two  num- 
bers are  not  the  same.  Duration  measures  how  long  you  have  to 
wait  for  your  dollars  to  be  returned  to  you.  Thus  it  takes  into 
account  both  the  repayment  of  principal  and  the 
semiannial  payments  of  interest  along  the  way. 
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With  the  end  of  the 

bond  party  at  hand, 

you  need  to  shift 

your  holdings  from 

long-term  bonds  to 

medium-term  ones. 

Look  especially  at 

ten-year  munis  and 

Treasurys. 


Depending  on  its  coupon 
bond  with  a  maturity  of 
years  might  have  a  duration 
15  years  or  so.  High-yield  jui 
bonds  have  shorter  duratioi 
zero-coupon  bonds  long 
ones.  The  point  of  this  math 
matical  exercise  is  that  the  dui 
tion  gives  you  a  rough  measi 
of  a  bond's  response  to  chanj 
in  interest  rates.  A  bond 
bond  fund  with  a  15-year  av« 
age  duration  wiU  drop  15%  in  value  if  interest  rates  increase  o 
percentage  point. 

The  risk  of  interest  rate  increases  is  great  enough,  I  thin 
that  it  would  be  wise  to  keep  your  duration  between  four  a 
five  years.  Then  a  one-point  increase  in  rates  would  make  y 
only  5%  poorer. 

If  you  own  long-term  Treasurys  or  municipal  bonds,  u 
them,  book  your  gains  and  move  into  7-  to  10-year  maturit 
You  wlU  give  up  some  yield  in  shortening  maturities  but  nc 
huge  amount.  A  10-year  AAA- rated  municipal  or  10-year  Tr 
sury  has  a  yield  roughly  80%  to  85%  that  of  its  30-year  cous 
You  might  think  that  an  inflation-indexed  bond  would  p 
tect  you  against  rate  increases,  but  that  is  only  partiy  true 
Treasury  inflation-protected  securities  (TIPS)  guarantee  a  cert 
real  (inflation-adjusted)  return  and  thus  protect  you  from 
unexpected  run-up  in  the  inflation  rate.  But  they  do  nothing 
protect  you  from  an  increase  in  the  demand  for  credit  (say,  fr 
a  federal  government  deficit),  which  may  push  real  rates  up. 
Right  now  the  long-term  TIPS  yield  2.8%  or  so — that  is,  t 
will  pay  2.8%  plus  whatever  extra  it  takes  to  keep  your  pure! 
ing  power  whole.  But  this  real  yield  is  nothing  to  write  he 
about.  Since  they  were  introduced  in  1997,  long-maturity  1 
have  traded  with  a  real  yield  as  much  as  a  fiill  percentage  p( 
higher  than  what  they  pay  now.  If  real  rates  drift  back  up, 
will  lose  money  in  TIPS. 

You  can  cost-effectively  own  ten-year  Treasury  note; 
placing  orders  for  new  (or  secondhand)  securities  dire 
through  your  bank  or  broker.  Directly  owned  municipal  be 
also  make  sense  for  investors  who  either  have  very  I 
amounts  of  money  to  invest  or  are  highly  confident  of  hanj 
on  to  a  bond  until  it  matures  or  is  called.  Smaller  n: 
investors  should  usually  be  in  a  no-load  muni  fund.  The  ^ 
guard  Intermediate  Term  Tax-Exempt  fund  has  a  duratio 
4.7  years,  a  weighted  average  credit  quality  of  AA+  and  a  3J 
yield,  net  of  the  0. 17%  annual  expense  burden. 


Forbes 


Marilyn  Cohen  is  president  of  Envision  Capital  Management,  Inc..  a  Los  Angeles 
income  money  manager.  Visit  her  home  page  at  www.forbes.com/cohen. 
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The  West  Coast  Swins  launches  the  2003  PGA  TOUR  Season.  The  PGA  TOUR  kicks  off  the  first  nine 
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The  Patient  Investor  By  JohrvW.  Rogers  Jr. 

Keep  It  Simple 


SIR  WINSTON  CHURCHILL  SAID:  "A  FANATIC  IS  ONE 
who  can't  change  his  mind  and  won't  change  the 
subject."  I'm  fanatical  about  brevity.  In  his  new 
book,  Speak  Like  Churchill,  Stand  Like  Lincoln 
(Crown,  $14),  James  Humes  describes  the  techniques 
of  history's  most  renowned  speakers,  pointing  out  that  Abra- 
ham Lincoln's  Gettysburg  Address — which  might  win  a  poll 
as  the  greatest  speech  ever  delivered — made  a  compelling  case 
for  the  Civil  War  in  only  two  minutes. 

Some  people  think  complex  plans  and  longer  explanations 
are  just  better.  Aside  from  wasting  precious  time,  a  long,  dis- 
jointed message  is  often  laden 
with  overstatement  and  use- 
less information.  Brevity  is 
honest.  A  pointed  message  is 
more  compeUing,  persuasive 
and  certainly  more  memo- 
rable. I  trust  the  short  and 
sharp  and  am  suspicious  of 
the  verbose. 

Public  speaking,  architec- 
ture and  even  accessorizing 
are  all  better  when  simple. 
The  same  is  true  for  investing. 
In  my  experience  the  compa- 
nies with  the  simplest  stories 
are  the  ones  that  thrive  over 
the  long  term.  Warren  Buffett 
has  famously  advised  to  buy 
what  you  know. 

I  try  to  avoid  stocks  with  convoluted  business  strategies  as 
well  as  chief  executives  who  seek  to  impress  with  voluminous 
reports  and  long-winded  presentations. 

I  call  myself  "the  patient  investor,"  but  we  all  have  our  lim- 
its. Aside  from  the  accounting  fraud  and  other  ethical  lapses 
that  later  came  to  light,  in  its  heyday  Enron  was  a  bad  invest- 
ment idea.  Who  could  grasp  how  all  those  energy  trades  created 
profits?  Quantum  physics  is  probably  more  understandable. 
The  same  goes  for  a  conglomerate  like  Tyco.  Again,  disregard 
the  dubious  goings-on  under  previous  management.  How  can 
investors  wrap  their  minds  around  companies  with  hundreds 
of  subsidiaries  ranging  fi-om  undersea  cable  to  fire  equipment? 

The  following  companies  are  artfially  succinct  in  their  clear 
missions,  straightforward  business  models  and  plainspoken 
communications: 

An  old  industry  play  on  the  new  economy,  DeVry  (I6,  DV) 
has  built  an  empire  on  simplifying  the  complex.  DeVry  is  one 
of  the  U.S.'  largest  publicly  held 
higher    education    companies 


IK 


Companies  with 

straigiitforward 

business  plans, 

which  executives 

explain  clearly  to 

the  public,  are  to  be 

prized.  Avoid  those 

that  make  things 

complex. 


and,  as  a  vendor  of  techni( 
and  business  schooling,  it 
sents  a  conservative  foray 
technology   for   skittish 
vestors.  The  company  has 
undergraduate  DeVry  ca 
puses  in  the  U.S.  and  2 
Canada.  Additionally,  it  op 
ates  the  Keller  Graduate  Sch 
of  Management,  which  , 
counts  for  20%  of  DeVry  U 
versity's  55,961  students. 
Also,  DeVry's  Becker  Conviser  Professional  Review  P 
gram  provides  coursework  for  professional  certification  exa 
including  the  certified  pubHc  accountant,  certified  managemn 
accountant  and  chartered  financial  analyst  examinations.  Vt 
students  like  theirs  you  can  bet  DeVry  keeps  a  clean  bala| 
sheet.  DeVry  sells  for  17  times  trailing  earnings,  19  times  ' 
ward  earnings  and  at  a  33%  discount  to  my  $24  estimatioi  i 
its  intrinsic  worth. 

Park  Place  Entertainment  (8,  PPE)  makes  business  out  of  p 
sure.  The  world's  largest  casino  gaming  company — it  derivei  ■ 
name  from  the  coveted  property  on  the  Monopoly  boar  • 
Park  Place  operates  two  dozen  resorts  in  five  countries.  In  i 
Vegas  the  company's  prime  properties  include  Caesars  Pal 
Paris,  the  Flamingo,  Bally's  and  the  Hilton.  The  company 
owns  casinos  in  Atlantic  City  and  abroad. 

Cash  flows  freely  at  Park  Place.  In  fact,  the  house  too 
$299  million  in  free  cash  flow  (in  the  sense  of  net  income 
depreciation  minus  capital  spending)  in  the  12  months  er. 
Sept.  30.  That's  equal  to  $1  per  share.  Park  Place  goes  fo 
times  trailing  earnings  and  13  times  forward  earnings.  It, 
is  at  a  33%  discount  to  my  estimate  of  its  intrinsic  worth. 
Tricon  Global  Restaurants  wanted  its  name  to  say  it  all 
thus  rechristened  itself  Yum  Brands  (23,  yum).  In  sales.  Yum  i 
second-largest  fast-food  company  in  the  world  and  is  the 
porate  equivalent  of  a  food  court,  catering  to  different  tastt 
housing  multiple  restaurant  brands  under  one  roof.  Yi 
chains  are  KFC,  Pizza  Hut,  Taco  Bell,  Long  John  Silver's 
A&W.  This  simple,  diversified  strategy  is  Yum's  compel 
advantage.  Multibranding  has  helped  make  the  compan; 
fast-food  industry's  leader  in  terms  of  number  of  locat 
with  30,000  restaurants  worldwide,  and  gives  it  elbow  roor  j 
further  international  expansion. 

Yum  Brands  is  the  cheapest  of  my  recommendations 
12  times  trailing  earnings,  1 1  times  forward  earnings  and  a  j 
discount  to  its  $3 1  intrinsic  value. 


I  Forbes 


John  W.  Rogers  Jr.  is  chairman  and  chief  executive  officer  of  Chicago-based  Ariel  Capital  Managemei 
the  adviser  to  the  Ariel  Mutual  Funds.  Visit  his  home  page  at  www.forbes.com/rogers. 
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Imagine  being  the 
single  catalyst  for  a 
million  possibilities. 


From  healthcare  supply  and  health  management,  to 
automation  and  information  solutions,  we're  providing 
products  and  services  designed  to  reduce  costs  and 
improve  quality  across  healthcare.  Eliminating  errors. 
Reducing  inefficiencies.  And  giving  healthcare 
professionals  more  time  to  be  with  their  patients. 
Wherever  you  contribute  within  McKesson,  you  can 
work  to  create  solutions  that  directly  impact  patient 
care.  And  by  joining  our  dynamic  team,  you'll  work 
with  a  Fortune  31  leader  to  make  a  real  difference  in 
the  future  of  healthcare  as  we  know  it.  The  possibilities 
are  endless.  That's  the  Power  of  You. 

McKesson  Corporation  offers  a  wealth  of  opportunity 
for  individuals  with  a  desire  to  make  a  difference  in 
providing  industry-leading,  integrated  healthcare 
services  and  solutions.  Individuals  with  the  passion  to 
be  a  part  of  our  entire  continuum  of  patient-focused 
care.  It's  you  and  McKesson— empowering  healthcare. 
Visit  mckesson.com/careers  for  more  information. 


THE  Power  of 


MCKESSON 

Empowering  Healthcare 


iuiiJLii.mckesson.com/careers 


Jal  opportunity  employer,  McKesson  Corporation  unites  the  talents  and  contributions  of  all  to  advance  the  power  of  healthcare. 
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Planting  Hope 

CHARLES  ARNTZEN  is  trying  to  produce  vaccines  you  can 
eat.  If  he  succeeds,  disease  prevention  could  spread  to 
the  poorest  corners  of  Africa,  by  rob  wherry 


CHARLES  ARNTZEN  WAS  WALK- 
ing  through  Bangkok's  floating 
market  13  years  ago,  hemmed 
in  by  hundreds  of  farmers  in 
traditional  blue  garb  selling 
eir  harvest  of  fruits,  flowers  and  veg- 
ibles  from  wooden  sampans  along  the 
ong  canals.  He  happened  upon  a 
other  feeding  her  infant  a  banana, 
-ntzen,  a  plant  biologist,  was  research- 
g  global  use  of  plant-based  medicines. 
.  he  watched,  it  occurred  to  him: 
ouldn't  it  be  great  if  that  banana  could 
ield  the  child  from  disease? 
A  seemingly  simple  concept — vaccines 
rorporated  in  food — followed  Arntzen 
me.  Most  vaccines  are  injected,  but  oral 
es  can  work,  like  the  Sabin  polio  vac- 
le  introduced  42  years  ago.  Taking  this  a 
•p  further,  Arntzen  contemplated  the 
ssibilit)'  that  plants  could  be  engineered 
produce  proteins  that  would  cause  the 
dy  to  produce  protective  antibodies, 
lat  would  spare  poor  nations  the  cost 
acquiring,  refrigerating  and  transport- 
;  vials  of  vaccine.  It  would  spare  kids  a 
edle  in  the  arm. 

Arntzen,  now  a  professor  of  plant 
)logy  at  Arizona  State  and  director  of 
?  Arizona  Biodesign  Institute  in  Tempe, 
in  the  vanguard  of  the  movement 
vard  edible  vaccines.  He  has  concluded 
ee  early-stage  clinical  trials  using  pota- 

ledicinal  Marinara 

ccines  are  harmless  versions  of  bacteria  or  viruses 
Dwn  inside  animal  cells.  A  race  is  on  to  use  plant         "^ 
lis  instead,  making  for  cheaper,  edible  vaccines. 


toes  bearing  vaccines  against  hepatitis  B, 
E.  coli  and  the  Norwalk  virus,  the  intesti- 
nal scourge  currently  plaguing  cruise 
ships.  It  appears  that  vaccine-laden  food 
can  trigger  the  production  of  antibodies, 
the  body's  virus  fighters,  but  he  has  yet  to 
prove  they  do  so  at  a  rate  comparable  to 
that  of  an  injection.  If  all  goes  well, 
Arntzen  thinks  a  Food  &  Drug  Admin- 
istration-approved product  will  be  avail- 
able in  five  years. 

"We're  trying  to  create  a  new  para- 
digm. These  vaccines  could  save  millions 
of  lives,"  says  Arntzen.  Unicef  estimates 
30  million  infants  go  without  basic 
immunizations  every  year.  Three  million 
of  those  children  die  from  preventable 
diseases  such  as  diphtheria,  tetanus  and 
measles. 

Others  have  followed  Arntzen's  lead. 
In  1998  researchers  at  California's  Loma 
Linda  University  reduced  the  symptoms 
of  juvenile  diabetes  in  mice  by  50%  after 
feeding  them  potatoes  carrying  insulin. 
Iowa  State  is  developing  corn  that  staves 
off  intestinal  pathogens.  Meristem  Thera- 
peutics, based  in  France,  is  in  clinical  tri- 
als with  corn  geared  toward  cystic  fibro- 
sis. Dow  Chemical  and  Monsanto  have 
taken  a  slightly  different  approach  by 
looking  at  ways  to  grow  antibodies  in 
corn.  San  Diego-based  Epicyte  Pharma- 
ceutical will  begin  early-stage  clinical  tri- 


als this  year  with  a  herpes  monoclonal 
antibody  grown  in  corn. 

Injected  vaccines  are  expensive — as 
much  as  $40  per  dose.  Arntzen  believes  he 
can  eventually  produce  doses  for  pennies 
each,  and  they  wouldn't  need  to  be  kept 
cold  since  they're  not  live  vaccines.  Nee- 
dles, moreover,  can  spread  other  diseases 
if  they  aren't  sterile.  Oral  vaccines  work 
well  against  intestinal  illnesses  such  as 
severe  diarrhea,  a  frequent  killer  in  the 
developing  world.  Acreage  is  no  concern. 
Arntzen  estimates  he  could  vaccinate  all  of 
China  against  hepatitis  B  using  125  acres. 

Despite  those  attributes,  vaccine- 
bearing  crops  are  still  a  hard  seU.  They 
run  up  against  the  passionate  Luddite 
movement  opposed  to  genetically  engi- 
neered crops.  The  U.S.  has  strict  regula- 
tions for  growing  transgenic  crops  to  pre- 
vent cross-pollination.  The  European 
Union  has  gone  much  further  in  its 
opposition;  it  has  halted  approvals  of  new 
bioengineered  foods,  which  would  likely 
include  those  with  vaccine  potential. 

Arntzen's  entire  career  has  prepared 
him  to  prove  critics  wrong.  The  61 -year- 
old  grew  up  on  a  farm  in  Granite  Falls, 
Minn.,  where  his  father  embraced  experi- 
mentation of  hybrid  swine  and  new 
strains  of  cattle.  He  received  his  Ph.D.  in 
molecular  biology  from  Purdue  and  held 
positions  at  DuPont  and  the  U.S.  Depart- 
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2red  virus  genes  are 
iced  into  agrobacteria 
;ar-shaped  clumps) 
t  attach  to  surface  of 
lato  cells  (discs). 


Agrobacteria  squirt  the 
virus  genes  Into  the  cell. 
The  viral  DNA  combines 
with  the  tomato's  own 
chromosomes. 


Cells  divide  rapidly  in  a 
growth-hormone  bath.  By 
now  each  tomato  plant 
cutting  is  poised  to  create 
the  vaccine. 


The  tomato  cuttings  are 
grown  to  full-size  plants  in 
greenhouses.  The  vaccine 
Is  ready  when  the  fruit 
ripens. 


Scientists  freeze-dry  the 
tomatoes  and  grind  them 
into  a  powder  that  can  be 
made  into  pills  or  mixed 
with  liquids. 
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If  you  knew  cancer 

was  the  deadliest 

childhood  disease, 

you'd  be  IN  A  HURRY 
TO  GROW  UP  TOO. 


Thirty  percent  of  the  children  who  have 
cancer  today  won't  live  long  enough  to 
graduate  from  college,  fall  in  love,  buy 
a  car  or  start  a  career.  Cancer  kills  nnore 
children  than  asthma,  diabetes,  cystic 
fibrosis  and  AIDS  combined.  These  kids 
deserve  a  better  chance.  That's  why 
we're  supporting  the  most  promising 
research.  Call  1.800.458.6223  or  visit 
www.ConquerKidsCancer.org.  With 
your  help  today,  we  can  give  them 
more  tomorrows. 


THE  BEGINNING  OF  THE  END 
FOR  CHILDHOOD  CANCER. 


CHILDREN'S 

ONCOLOGV GROUP 


Formerly  the  National  Childhood 
Cancer  Foundation 


Hfialth 


ment  of  Agriculture  before  joining  Texas 
A&M  in  1988  as  its  deputy  chancellor  of 
agriculture. 

It  was  while  he  was  there  that  Arntzen 
made  his  fateful  trip  to  Bangkok.  Within 
weeks  of  his  return  to  campus,  he  dug  up 
enough  supporting  research  to  conclude 
his  dream  was  not  so  far-fetched.  Scien- 
tists at  Monsanto  and  DuPont  had 
already  proven  that  the  genetic  blueprint 
in  corn,  soybeans  and  potatoes  could  be 
manipulated  to  thwart  insects  or  pesti- 
cides. Other  studies  had  shown  that  a 
portion  of  the  hepatitis  B  virus  could  be 
grown  in  yeast.  "I  was  looking  for  a  way 
to  combine  my  agricultural  expertise 
with  human  medicine,"  says  Arntzen.  "If 
they  could  grow  it  in  yeast,  I  knew  I  could 
grow  it  in  plants." 

By  1993  he  and  some 
other  scientists  had  ma- 
nipulated a  tobacco  plant 
into  producing  the  he- 
patitis B  antigen.  They 
moved  on  to  potatoes,  a 
more  edible  crop  that's 
more  amenable  to  genetic 
splicing. 

Arntzen's  process 
started  by  the  rewriting 
of  the  published  genetic 
blueprint  of  E.  coli.  He 
stripped  out  the  DNA 
sequences  that  make  the 
virus  infectious  to  animals  and  replaced 
them  with  ones  that  made  the  virus  more 
akin  to  those  found  in  plants.  On  one  end 
of  this  new  genetic  strand  he  chemically 
attached  a  promoter  switch,  an  on-off 
DNA  sequence  that  triggers  a  desired  reac- 
tion in  a  cell  (in  this  case,  the  production 
of  the  vaccine).  After  producing  copies  of 
the  completed  strand,  he  spliced  them 
into  naturally  occurring  pathogens  called 
agrobacteria  that  are  good  at  boring  into 
cen  walls  of  plants.  The  agrobacteria  squirt 
the  strands  into  the  cell,  where  they  com- 
bine with  the  potato's  own  chromosomes. 
With  help  of  a  growth  hormone,  the  cell 
rapidly  grows  into  cuttings  large  enough 
to  plant  in  soil.  (What  was  once  a  four- 
month  process  now  takes  60  days  with  the 
advent  of  specialized  gene-design  shops.) 

Arntzen  conducted  successful  trials  in 
1993  on  mice  with  these  superspuds,  and 


"Scientists  will 
find  it  a 
fascinating 
task  to  come  up 
with  WAYS  TO 
GET  THE  KIDS 
TOTAKEir  __ 


the  next  year  moved  with  colleagues 
the  Boyce  Thompson  Institute  at  Con 
But,  just  as  his  research  was  gain: 
momentum,  Arntzen  was  sideswiped 
the  global  revolt  against  genetically  mc 
ified  foods  and  struggled  to  raise  mor 
to  conduct  human  trials.  "Millions 
people  are  dying  not  because  of  t 
[genetically  modified]  corn,  but  becai 
they  have  nothing,"  says  Kan  Wang, 
associate  professor  at  Iowa  State. 

After    seven    months    of   waiti 
Arntzen  finally  won  FDA  approval 
human  trials.  Over  the  next  four  years 
fed  tennis-ball-size  portions  of  raw  pc 
toes  to  50  patients,  with  results  t 
proved  the  vaccine  would  survive  the  t 
through  the  digestive  system  and  prow 
an  immune  system  response.  But  th 
was  a  problem:  Ar 
body  reactions  amc 
Arntzen's  patients  v 
led  by  as  much  as  3( 
He    had    no    way 
equalizing  doses  ame 
patients  because  ev 
potato  grows  differer, 
He  couldn't  cook 
spuds     for     fear 
destroying  the  vaccii 
In     1999    Arnt 
solved  the  dosage  pi' 
lem   by  freeze-dry 
slivers  of  potato 
making  an  extract  that  could  be  n 
sured.  When  he  moved  to  Arizona 
next  year,  he  switched  to  tomatoes,  wl 
yielded  easUy  adaptable  powder  or  p: 
And  tomatoes  grown  in  greenhouses  s 
environmentalists'  concerns  about  or 
pollination  of  modified  plants  with  1 
mal  ones.  Arntzen  admits  that  toma 
may  not  be  the  answer.  "Scientists 
find  it  a  fascinating  task  to  come  up ' 
ways  to  get  the  kids  to  take  it,"  he  say; 
For  now,  Arntzen  is  on  the  road  tr 
to  raise  money.  He  has  spent  $5  millio 
research  already  but  needs  $20  millic 
get  through  late-stage  trials.  One  inten 
party  is  the  Bill  and  Melinda  Gates  Fi 
dation,  a  leader  in  the  campaign  to  get 
cines  to  poor  nations.  A  Gates  grant  w 
legitiinize  Arntzen's  plant-based  worl 
five  years  people  will  forget  about  he 
manufacture  this  stuff,"  says  Arntzen.  | 
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The  Next  Napa 

Haven't  heard  of  Paso  Robles  yet?  Fine. 
That's  the  way  wine  lovers  hope  to  keep  it. 

BY  ALAN  FARNHAM 

""*  THERE'S  LOTS  TO  LIKE  ABOUT  THE  NAPA  VALLEY.  SO  MUCH,  IN  FACT,  THAT 
Napa  now  ranks  among  the  biggest  tourist  draws  in  California,  ahead  of 
Yosemite.  Five  million  tourists  a  year  beat  a  pathway  to  its  door.  But  not 
surprisingly,  that  door  is  looking  scuffed.  Tour  buses  now  snake  their  way 
through  what,  15  years  ago,  was  Eden.  Traffic  is  hellish  on  the  weekends; 
anybody  wanting  to  make  a  left-hand  turn  off  Highway  29,  the  valley's 
main  artery,  might  just  as  well  try  making  same-day  reservations  at  the 
French  Laundry. 

At  more  than  one  winery,  glitz  has  muscled  aside  charm.  After  Fran- 
cis Ford  Coppola  bought  Inglenook,  he  added  props  fi^om  his  movies — 
vampire  costumes  from  Brum  Stoker's  Dracula,  a  Tucker  automobile  from 
Tucker,  a  gunboat  from  Apocalypse  Now.  The  result  is  what  you  might  call 
Hollywood  and  Vines. 

Miss  the  quaint  old  Napa?  The  little  vineyard  whose  owner  might 
himself  be  your  host  at  an  inn?  Look  south,  down  the  coast.  Midway  between  San  Francisco  and  Los  An- 
geles lies  Paso  Robles,  with  most  of  the  winemaking  potential  of  Napa  but  almost  none  of  the  traffic  jams. 
Paso's  60  vineyards  attract  just  a  million  tourists  a  year. 

For  most  of  Paso  Robles'  history,  its  grapes  went  straight  into  jug  wine  or  undistinguished  blends. 
Then,  in  the  1 980s,  a  new  breed  of  vintner  took  stock  of  soil  and 
climate,  and  decided  Paso  (as  the  locals  call  it)  could  do  better. 
Two  years  ago  Robert  Parker  Jr.,  the  famed  wine  critic — and  a 
man  not  noted  for  rhapsodic  endorsements — sampled  the  wines 
of  Stephan  Vineyards,  a  Paso  newcomer.  Parker  pronounced  its 
1999  L'Aventure  vintage  "sensational,"  "profound,"  "reference 
points  for  complexity  and  quality"  and  gave  it  a  92  rating,  com- 
parable to  far  pricier  Mouton  Rothschild  or  Cheval  Blanc. 

Owner  Stephan  Asseo,  a  Frenchman  with  a  puckish,  aw- 
shucks  demeanor,  shrugs  Gallically  at  all  the  praise.  His  wines,  he 
says,  owe  everything  to  the  terroir — the  substrate  of  limestone 
and  clay  similar  to  what  one  would  find  in  the  Rhone  valley. 
Grapes  have  a  hard  time  growing  here,  and  that  is  paradoxically 
good:  Less  fruit  means  greater  intensity  of  flavor.  Whereas  an 
acre  in  Napa  might  yield  6  to  8  tons,  an  acre  here  yields  2.5. 

"It's  quality  of  fruit  that's  key,"  says  Asseo,  "[not]  the  equip- 
ment or  the  technology."  With  a  sweep  of  a  callused  hand  he 
takes  in  the  steep  hillsides  of  his  vineyards.  "You  can  inject  mil- 
lions, but  never  can  you  change  the  terroir."  After  leaving  his 


114      FORBES"   lanuarv  20,  2003 


i' 


FORBES  LIFE  I  VINE  &  Plli£. 


Deborah  and  Justin  Baldwin's  Isosceles  was  judged  best-in-world. 

family's  winery  in  France,  Asseo  searched  the  world  for  a  place  to 
start  a  vineyard  of  his  own — ^Australia,  South  Africa,  Spain,  Napa, 
Sonoma  and  Santa  Barbara.  He  chose  Paso. 

A  few  miles  away,  through  rolling  hills  of  chaparral  and  oak, 
Justin  Baldwin  and  his  wife,  Deborah,  former  bankers  from  Los 
Angeles,  bought  their  first  Paso  parcel  in  1981.  They've  since  gone 
on  to  accumulate  a  160-acre  vineyard,  a  winery,  an  inn  and  a  for- 
midable number  of  awards.  The  1994  vintage  of  their  premier  red. 
Isosceles,  was  dubbed  "best  blended  red  wine  in  the  world"  by  the 
International  Wine  &  Spirit  Competition  in  London  in  1997.  Wine 
Spectator  in  2000  named  the  1997  Isosceles  number  six  among  its 
favorite  wines  of  any  kind,  from  anywhere,  ahead  of  a  1998 
Chateau  la  Nerthe  Chateauneuf-du-Pape  Cuvee  des  Cadettes. 

Great  wine  alone  won't  boost  the  region  into  Napa's  league.  It 
must  have  restaurants  and  hotels.  Baldwin  has  built  a  hostelry  on 
his  vineyard  property,  the  tiny  (only  three  rooms)  but  luxurious 
Just  Inn.  On  the  eastern  side  of  Paso,  the  ovwiers  of  another  win- 
ery, Martin  &  Weyrich,  opened  Villa  Toscana  last  July.  Any  fan  of 
Napa's  Auberge  du  Soleil  would  feel  right  at  home  here. 

As  for  restaurants,  when  French  chef  Laurent  Grangien  opened 
his  Bistro  Laurent  five  and  a  half  years  ago,  Paso  was  still  a  chicken- 
fried-steak  kind  of  town.  Now  Grangien's  is  one  of  five  or  six 
Napa-class  eateries.  He  has  no  trouble  selling  out  special  tasting 
dinners  built  around  black  truffles  or  foie  gras.  In  November  the 
James  Beard  Foundation  in  New  York  City  showcased  some  of 
Bistro  Laurent's  dishes,  paired  with  Paso's  finest  wines.  "A  big 
honor,"  says  Grangien. 

What's  still  lacking?  A  signature  varietal,  in  the  sense  that  Napa 
is  associated  in  the  public's  mind  with  cabernet.  "We  suffer  from 
a  lack  of  focus,"  says  Austin  Hope,  wineinaker  and  head  of  viti- 
culture at  Treana  Winery.  "My  vision  is  that  we'll  be  known  for  our 
syrahs."  His  own  will  debut  this  year. 

Paso  isn't  Napa  yet.  But  that's  one  of  its  prime  virtues.  (For 
more  information  t)n  Paso  Robles  and  how  to  get  there,  visit 
forbes.com/pasorobles.)  F 


Cavemen 


Without  a  cave,  you're  nobody  today  in  the  Californiai 
wine,biz.  And  Nordby  Wine  Caves  (slogan:  "We  can 
dig  it")  is  the  excavator  of  choice.  The  Santa  Rosa 
contractor  offers  a  variety  of  what  it  calls  "turn-key  caves" 
that  include  storage  caves,  hospitality  caves  and  personal 
cellars.  Owner  Craig  Nordby  has  built  about  30  caverns  so 
far,  mostly  in  northern  California,  for  customers  ranging  froij 
the  obscure  (Amizetta)  to  the  famous  (Stags'  Leap). 

"Right  now  we've  got  four  crews  and  20  guys  going  at 
once,"  says  Nordby.  "We  started  out  small  in  1997  with  just; 
single  road-header.  That's  the  kind  of  drill  you  use  to  makes 
coal  mine  with.  Now  we've  got  three— and  a  jumbo  drill."  Orr 
crew  recently  finished  putting  finishing  touches  on  a 
24,000-square-foot  hole  for  Justin  Baldwin  of  Paso  Roblesf 
Justin  Vineyards. 

Why  would  a  vintner  go  tunneling  when  he  could  just  asi 
easily  store  wine  above  ground  in  a  nice  steel  shed?  In  the  i 
long  run,  says  Baldwin,  a  cave  pays  for  itself:  It  stays  cool 
without  the  need  for  mechanical  refrigeration.  Wine  loss  re 
suiting  from  evaporation— which  can  run  as  high  as  5%  to  i 
15%  aboveground— is  reduced.  In  tourists'  eyes,  caves  have, 
sex  appeal;  they  imbue  wine  with  romance.  Lastly,  there's 
cost.  "Per  square  foot,"  says  Baldwin,  "a  cave  costs  the  sara 
to  build  as  a  stand-up  building."  Then  he  adds,  testily:  "Or  i 
used  to."  Baldwin's  is  the  first  cave  required  to  have  fire 
sprinklers,  which  have  upped  its  price  by  10%. 


Sprinklers?  'Tm  the  last  guy  in,"  he  grouses.  The  coun 
revised  its  fire-safety  regulations  while  Baldwin  was  apply 
for  his  permit.  It's  not  the  first  time  California  bureaucrats 
have  infringed  on  a  man's  freedom  to  build  a  cave  the  way  •  j 
wants.  Up  north  in  Napa,  Stags'  Leap  had  wanted  its 
26,000-square-foot  cave  to  retain  a  rustic  look,  with  wall 
exposed  rock.  Nordby  says  that  was  fine  with  him.  But  oci  i] 
pational  safety  inspectors  said  a  rock  might  drop  on  some 
one's  head.  So  a  sissified  skin  of  concrete  was  sprayed  or , 
the  roof.  The  walls  remain  ruggedly  naked. 
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1-877-44- AMCEN 
www.americancentury.com 
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1-800-995-0049  ext  7675 
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0-33-HONDA 

ivw.honda.com 
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0-USA-LEXUS 
vw.lexus.com 

Toyota 

vw.toyota.com/tomorrow 

Toyota  Motor  Sales  USA 

0-go-toyota 
w.toyota.com 
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Boise  Office  Solutions 
R88-BOISE-88 


Computer/Technology 

Fujitsu  PC  Corporation 

!77-FPCDIRECT 

'W.fujitsupc.com 

'^  Sharp  Electronics  Corp. 

^7-78-connect 
1  w.  sharp-usa.com 

Consumer  Products/Services 

\LG  Electronics 

rw.lge.com 


^  TD  Waterhouse 
www.tdwaterhouse  .com 
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■^  Expedia.com 
www.Expedia.com 
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-^  Academic  Resource  Center 

1-800-951-1203 

www.arrc.org 

^  Capital  Financial  Corporation,  Inc. 

1-866-436-4600 

www.cfcpartner.com 

■^  Condominium  Rentals  Hawaii 

1-800-367-5242 

www.crhmaui.com/forbes 

■^  Delaware  Business  Inc. 

1-800-423-2993 

www.e-incorporate.com 

-^  Holiday  Timeshare  Resales 

1-800-704-0307 
www.holidaygroup.com 

^  Modem  Postcard 

1-800-959-8365 

www.modempostcard.com 


'^  Rocky  Mountain  Real  Estate 

1-888-880-5263 

www.rockymtnre.com 

^  Steven  Sears  CPAI Attorney 

1-714-544-0622 

www.searsatty.com 

^  The  Loan  Consultants,  Inc. 

1-800-336-3933 

www.viewtlc.com 

■^  The  Unique  Gift 

1-800-814-7368 
www.uniquegiftintl.com 
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•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 
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Steven  Sears,  CPA  •  Attorney  at  Law/ 
949-262-1100  •  www.searsatty.com 


Education 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bacfielor's, 
Master's,  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


Art  Work 


The  Unicjue  Gfift 
99  9  fcHekUrajM 

www.uniquegiftintl.com 


Business  Opportunities 


$6,400 

PER  Client 


,., offering  unique  financial  services  to  save 
clients  huge  amounts  on  their  income  taxes 
and  protect  their  assets  from  lawsuits, 
judgements  and  seizures.  All  the  local 
appointments  you  can  handle.  Lifetime 
residuals.  Talk  to  existing  consultants, 
24-hour  recording  (800)  653-4497 


Financial  Services 
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$80Kto$150K 
l^'YEAR  RETURN  ON  INVESTMENT 

Billion  Dollar  Industry  Recession  Proof 

Explosive  Global  Market  Not  Stock  or  Commodity  Related 

Huge  Profits  Paid  Quarterly  LLP  Structure 

Lifetime  Yearly  Revenue  Stream  Ownersfiip  Rigtits  &  Interest 

1-866-436-4600 

www.CFCPARTNER.com 


Business  OpportunitiesmBusiness  Opportunities 


WHY  DIDN'T  I  THINK  OF  THAT 


That's  the  response  we  hear  after  we 
explain  our  unique  and  exciting 
opportunity.  If  you're  looking  for  a 
simple  business  with  HIGH  INCOME 
POTENTIAL  and  absolutely  no 
downside.  let's  talk.  $14,900 
Investment  required. 


Call  1-800-675-6144 
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and  leasing  brokersi 


Bu8in99S  LoBrts  •  Equipment  Lease 

OWN  YOUR  OWN 
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No  experianca  neaei0d...We  support  you! 
RECEIVE  A  FREE 
46  MINUTE  VIDEOTAPE  SEUINAR  ^^^ 

FULL  COLOR  IMFO  PACKET  &  BROCHURE 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training.  Call  for  Free 

Information  Package. 

800-995-0049  Ext.  7675 


CALL  TODAY 

800-336-3933 
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e-mcorporate. 


•  incorporate  in  Delaware 

•  U.S.  lDanl<  accounts  opened 

•  Legal  Delaware  address 

Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators,  Inc. 

800.423.2993 
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direct  moil  with  postcards 

eosy  &  offordobie. 


FREE  SAMPLES 

Visit  im  website  or  call  x13S0 
lor  your  postconJ  kiti 


modernpostcard" 
800.959.8365 

modernpostcard. com 


Advertise  &  Make  Money... 
isn't  that  the  whole  idea? 

If  you  have  a  business,  product,  service,  or  money-making  idea  that 
needs  promoting... Forbes  Business  Classified  has  to  be  your  choice  fo 
return  on  investment.  Forbes  classified  advertising  offers: 

•  Over  5  Million  readers  per  issue 

•  Forbes  readers  are  high  income  decision  makers 

For  extremely  competitive  advertising  rates 

and  versatile  media  packages:  Call  Media  Options  1-800-442-6441 
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Intemational  calls  from  cells 

*  Same  low  rates  24/7 
Toll-free  customer  support 
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*  AutomalicaBy  add  mmutes 
»  Small  49€  connection  fee 
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Timeshare 


TIMESHARES 


,  BEST  RESORTS, 
PRICES  &  WE^KS 

,  GREAT  RCI  S  II 
EXCHANGES 

•  FREE  CATALOG 

C4a  (800)  704-0307 


HOLIDAYGROUP.com 


savt  up  to  .. 

off  ralail! 


And  sai 
.    among  the 
|)00  Greek 
•Jj^    islands 


ESTABUSHEt)  In  1969 


Also  available  for  Athens  Olympics  2004 
Sec  Website:  OlvmpicsAthens2004Yachting.com 

Charter  a  motor  yacht,  motor  sailer  or  sailint;  yacht  (for  6  to  50  guests, 

from  50'  to  200"  and  $700  to  S20,00()  per  clay  for  entire  yacht  with 

its  full  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 


IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 

^  \()u  can  phui  your  own  itinerary'  with  your  own  captain 

•  Your  f(M)d  with  your  own  chef 

^  \bur  drinks  with  your  own  .stew  ard,  or  leave  it  up  to  them 

to...  pamper  vou. 

VALEF  YACHTS  LTD 

International  Hcadciuirters:  725  i  Fir  Rcl„  RO.B.  .^85,  Ambler,  PA  19002  U.S.A. 
Tel;  (21 5)  6-11-1624  •(21 5)  6-11-0423  •(S()())22.V3845  •  Fax:  (215)  6>1 1-1746 
E-mail:  intb@valefyachls.com  •  Website:  VALE FYACHTS  com 
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THnURHTS 

On  the  Business  of  Life 


One  would  suppose  a  diplomat  is  supposed  to  be  diplomatic.  Polite.  Sensitive  to  the 
feelings  and  customs  of  the  people  in  whatever  land  he  is  diplomaticking.  Quaint  no- 
tion. Innumerable  of  the  newer  breed  assume  their  mission  is  to  assert  the  status  of 
the  country  they  represent  by  reprehensible  assaults  on  the  laws  of  the  lands  to  which  they  are  sent  Any- 
where at  any  time  on  any  New  York  City  street  you  will  find  countless  DPL-plated  cars  parked  ille- 
gally. And  when  not  parked  illegally,  they  move  at  illegally  high  speeds.      -MALCOLM  S.  FORBES  ( 1965) 


Diplomacy  means  the  art  of  nearly 
deceiving  all  your  friends,  but  not 
quite  deceiving  all  your  enemies. 

—KOFI  BUSIA 


Diplomats  are  useful  only  in  fair 
weather.  As  soon  as  it  rains  they 
drown  in  every  drop. 

—CHARLES  DE  GAULLE 


All  diplomacy  is  a  continuation 
of  war  by  other  means. 

—ZHOU  ENLAI 


A  diplomat's  life  is  made  up  of  three 
ingredients:  protocol,  Geritol  and 
alcohol. 

— ADLAI  STEVENSON 


/  am  secretary  of  state.  My  trips  aren't 
successful.  I  just  talk  to  people. 

—GEORGE  SHULTZ 


A  diplomat  is  a  person  who  can  tell 
you  to  go  to  hell  in  such  a  way  that 
you  actually  look  forward  to  the  trip. 

— CASKIE  STINNETT 


An  ambassador  is  an  honest  man  sent 
to  lie  abroad  for  the  good  of  his  country. 

—HENRY  WOTTON 


Diplomats  were  invented  simply 
to  waste  time. 

—DAVID  LLOYD  GEORGE 


Apart  from  a  good  mind,  the  two 
most  important  assets  for  a  United 
Nations  diplomat  are  a  good  tailor 
and  a  strong  liver. 

—RICHARD  WOOLCOTT 


Diplomacy  is  to  do  and  say, 

The  nastiest  things  in  the  nicest  way. 

—ISAAC  GOLDBERG 


There  are  few  ironclad  rules  of  diplomat 
but  to  one  there  is  no  exception.  When 
an  official  reports  that  talks  were  useful, 
it  can  safely  be  concluded  that  nothing 
was  accomplished. 

—JOHN  KENNETH  GALBRAI 


If  you  are  to  stand  up  for  your 
government  you  must  be  able 
to  stand  up  to  your  government. 

—HAROLD  CAC" 


Once  the  Xerox  copier  was  invented, 
diplomacy  died. 

—ANDREW  YOL 


A  Text... 

And  now  abideth  faith,  hope, 
charity,  these  three;  but  the 
greatest  of  these  is  charity. 

—I  CORINTHIANS  1 

Sent  in  by  Scott  Beaver,  South  Houston 
What's  your  favorite  text?  Tfie  Forbes  Bi 
Quotations:  Thoughts  on  the  Business  of  1 
given  to  senders  of  Bible  texts  that  are  ust 


More  than  14,000  "Thoughts,"  arranged  alphahit). 
subject,  are  available  in  a  900-page,  ont-v 
deluxe  edition,  Forbes  Book  of  Quotations:  Tlwughi: 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shippi 
$1  per  item  for  handling  (add  applicable  salt- 
To  order,  please  call  toll-free,  1-800-876-6556. 
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Isleted  in  certain  jurisdictions.  Other  product  names,  designations  and  logos 


Systems,  Inc.,  and  may  be 
oftheir  respective  owners. 


Lead  conversions 
at  Quick  &  Reilly 
lave  gone  up  50%. 

— Doniild  E.  Froude,  CEO,  Quick  6^  Reilly 


Dunalux. 
believes  every 
customer  should 
feel  cared  for 
and  valued.  A 
philosophy  that's 
found  profitable 
results  with  Siebel's 
CRM  software. 
With  it,  Quick  &. 
Reilly's  employee 
productivity 
rose  15%.  Lead 
conversions  climbed 
50%.  Customer 
retention  went  up 
10%.  Cross-selling 
grew  5%.  Further 
evidence  that  cus- 
tomer relationships 
are  still  a  company's 
best  friend. 


Good  service 
is  good  business. 

To  learn  more,  call  1-800-307-2181 
or  visit  siebel.com/casestudies. 


YOU  GIVE  US  THE  MONEY,  WE  GIVE  YOU  THE  TRUCK, 
AND  NOBODY  GETS  HURT. 
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LIKE  NOTHING  ELSE 


2003.  HUMMER  and  ttie  vehidS's-fifBte  TOSgn  awrepjIerBd  tr 


Singapore  Airlines  presents 


SPACEBED 


"he  biggest  bed  in  Business  Class, 


J 


Space^ed  is  being  progressively  installed  on  all  flights  fronn  North  America  to  be  completed  by  June,  2003. 
For  Inlbrmatlon,  fares  and  bookings  please  visit  www.sia-spacebed.com 
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Experience  the  comfort  of  the  most 
spacious  business  class  bed  in  the  sky. 
Raffles  Class  SpaceBed  offers  you  a 
new  level  of  luxury  with  more  room 
to  work,  relax  or  sleep.  All,  of  course, 
while  enjoying  the  inflight  service 
even  other  airlines  talk  about. 
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A  great  Wily  to /I V     ^ 

SinGAPORE  AIRLinES    / 


A  STAR  ALLIANCE  MEMBER      "^    V 


Make  Your  Money 
Work  Harder. 


AN  ALTERNATIVE  TO  TODAY  S  LOW  RATES 

Looking  for  a  potential  solution  to  today's  low  money  market  rates? 
Consider  the  Strong  Ultra  Short-Term  Income  Fund  for  your  savings 
goals  of  one  year  or  longer. 


HIGHER  RETURN  POTENTIAL 

Your  total  return  consists  of  the 
income  from  the  bonds  in  the  Fund 
and  the  gains  and  losses  in  the  values 
of  those  bonds.  Income  can  be  offset 
if  the  value  of  the  bonds  decline. 

EASY  ACCESS 

Although  this  isn't  a  money  fund,  it 
still  provides  you  with  check  writing 
and  no  penalties  for  withdrawal.' 


THE  STRONG 

ULTRA  SHORT-TERM 

INCOME  FUND 


30-Day  Current  Yield 
as  of  12-26-02 

3.42% 


1-800-368-1520 

www.Strong.com 


STRONG 


0.71%  4.48%  5.40°/( 


O,  were  the  Fund's  I  -,  5-,  and  10-year  average  annual  total  returns  as  of  9-30-01 
Peiformance  is  historical  and  docs  not  represent  future  results.  Investment  returns,  principal  vahie,  and  yields  var}',  and  you  may  have  a  gain  or  bss  when  yo 
sell  shares.  Please  keep  in  mind  that  the  Fund  is  subject  to  interest  rate  risk — generally,  when  interest  rates  rise,  its  share  price  declines.  Over  the  pa: 
year,  the  Fund's  total  return  has  trailed  that  of  the  average  money  fund.Current  performance  may  be  lower  or  higher  than  the  quoted  performance.  Ca 
us,  or  visit  mvw.Strong.com  for  the  most  current  performance  information.  For  more  complete  information,  including  management  fees  and  expense 
please  call  for  a  free  prospectus  kit  or  download  one  at  www.Strong.com.  Please  read  it  carefidly  before  you  invest  or  said  money.  Performance  isfi 
Investor  Ckiss  shares  only  Please  consult  a  prospectus  for  information  about  all  share  classes.  ■  The  Fund  invests  a  portion  of  its  assets  in  lower-quality  securitu 
that  present  a  significant  risk  for  loss  of  principal  and  interest.  Please  consider  this  before  investing.  ■  The  Fund's  average  maturity  is  usually  one  year  or  ks 
■  '  Retirement  accounts  may  be  subject  to  early  withdrawal  penalties. '  Seoirities  are  offered  through  Strong  Investments,  Inc.  Rrmso  12-02 
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FUND 

GUIDE 


How  to  Beat  the  Market 

jdex  funds  beat  actively  managed  ones,  but  not  all  index 
funds  are  created  equal.  Pick  the  best  to  juice  your  returns. 
By  Michael  Maietto  and  James  M.  Clash 

1  86    Vanguard's  Alter  Ego 

—A.  former  journalist  keeps  tabs  on  the  fund  giant — 
Tid.  for  a  fee,  he'll  even  assemble  your  portfolio  for 
Does  that  make  sense?  By  Michael  Maiclh 

90    The  Web  Rebound 

Even  an  Internet  stock  can  turn  into  a  bargain,  if  it 
i  gets  cheap  enough.  By  Richard  Phalon 

94    Risky  Business 

Some  fiinds  are  riskier  than  others.  A  new  tool 
helps  identify  them    R"  ^'"Jv  Yen 

\    Best  Buys 

"     ►ck  and  junk  bond  funds.  By  Fci  Mei  Chan 

loo    The  Long  View 

Measured  by  long-term  performance,  turnover  or 

restment  strategy,  these  top  funds  stand  out. 
Tricia  McGimiis 

102    Scorecard 

Will  2003  be  bullish  or  bearish?  You  need  to 
know  how  funds  do  in  either  kind  of  market. 

Also  Featured 
"^         54    Innovate  or  Else 

■ '         DuPont  is  racing  to  propel  its  new  technology 
I         out  of  the  labs.  Can  research  save  the  chemical 

,  giant — and  Chief  Executive  Chad  HoUiday's 

pi)b?  By  Ghana  R.  Schoenberger 

tl4    An  Exclusive  Dividend  Party 

Not  everyone  is  going  to  join  if  taxes  on  dividends 
are  axed.  Make  sure  you  get  an  invitation. 
By  Robert  Lenzner,  Michael  K.  Ozanian  and  Janet  Novack 
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Since  when  did  it  become 
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By  Greg  Critser 
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Jke  Magellan, 
Grady  has  pioneerec 
a  global  network. 


Unlike  Magellan,  Grady  has 
access  to  key  information 
about  international  shipping. 


if^ 


I 
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proving  pretty  darn  popular 
with  the  headhunters. 
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Don't  worry.  There's  a  FedEx  for  that!" 
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■  Xerox  Phaser'  7300  tabloid  color  printer 
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ninates  the  need  for  multiple  printers, 
get  consistent  2400-dpi  color  that's  always 
ht,  sharp  and  brilliant.  The  Phaser  7300 


automatically  selects  the  correct  paper  size 
for  any  job,  up  to  12  x  18.  So  experience  a 
colorful  flurry  of  productivity  with  the 
Phaser  7300.  Or  let  your  office  soar  with  our 
full  line  of  reliable,  award-winning  network 
printers  by  calling  1-800-362-6567  ext.  1908  or 
visiting   xerox.com/officeprinting/bird1 908 

THE  Document  compato' 


XEROX. 


'Based  on  rated  print  speed  of  workgroup  printers  in  the  $1,000-5,000  esiimated  retail  price  calegory 
©  2002  XEROX  CORPORATION  All  rights  reserved  Xerox* The  Document  Company;"  Phaser"  and  There's  a  new  way  to  look  at  it"  are  trademarks  of  XEROX  CORPORATION 
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How  a  couple 
of  investors 

avoided  being 
bitten  by  taxes 

by  choosing  a  fund  that 
knew  how  to  hold  still. 


.  ^N>/» 


When  comparing  mutual  fund  tax  advantages,  how  a  fund  is 
managed  can  make  a  big  difference.  What  should  you  watch  for? 
A  high  turnover  rate. 

Aggressively  managed  funds  that  are  constantly  adjusting 
their  positions  turn  over  a  lot.  And  all  that  turnover  can  mean 
higher  taxes. 

Tax-managed  funds,  on  the  other  hand,  stay  the  course  to 
keep  turnover  low.  Which  can  make  for  less  churning  in  your 
stomach  around  tax  time. 

If  smaller  bites  sound  better,  call  us  at  1-800-962-5153,  or 
visit  us  at  Vanguard.com.* 
We  can  help. 


1-800-962-5153 

www.vanguard.com 


THE\femsuaiidGROup. 

Invest  in  our  way  of  investing.'" 


i  more  complete  information  about  Vangoiarci®  funds,  including  risks,  charges,  and  expenses,  call  for  a  prospectus. 
ad4t  carefully  before  investing.  Tax-managed  funds  may  or  may  not  meet  their  objective  of  being  tax  efficient. 
1 003  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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INJES 

Rich  Anorthosite  Bastards! 

case  of  Celebrex  to  the  wise  people  on  Capitol  Hill.  They  hai 
tied  themselves  in  knots  over  the  Bush  dividend  tax  break  a» 
must  be  in  terrible  pain. 

Bush  propt)ses  to  ^r  I  Corporate^income  taocKsT 
exempt  dividends  from 
individual  income  tax.  In 
a  stroke  of  political  inge- 
nuity, his  plan  calls  for 
granting  the  exemption 
only  to  the  extent  that  a 
company  declaring  the 
dividend  has  paid  hon- 
est-to-God  taxes  of  its 
own.  A  corporation  that 
uses  loopholes  to  eliminate  its  tax  bill  would  get  no  benel 
Robert  Lenzner  explains  on  page  114. 

What's  not  to  like?  Contorting  themselves  Hke  so  many  ch 
dren  playing  the  game  of  Twister,  the  President's  opponei 
raise  two  objections,  (l)  It  benefits  rich  people.  (2)  It  mig 
make  rich  people  less  interested  in  other  tax  breaks.  The  su 
sidy  usually  cited  here  is  the  one  for  low-income  housing.  I 
empt  dividends  and  you  will  be  throwing  tenants  out  onto  t 
sidewalk. 

But  why  focus  on  housing?  There  are  enough  exemptio 
exclusions,  preferences,  subsidies,  giveaways  and  gotchas  writt 
into  the  tax  code  to  fill  a  medium-size  Ubrary.  My  favorite  is  t 
tax  break  for  anorthosite. 

I  can't  tell  you  what  that  stuff  is,  except  that  it  has  somethi 
to  do  with  aluminum.  For  the  good  of  the  country,  our  legis 
tors  decided  that  owners  of  anorthosite  mines  should  be  able 
claim  imaginary  depreciation.  That  was  years  ago.  Later  tf 
looked  on  what  they  had  done  and  were  dismayed.  Anorthos 
mine  owners  were  rich!  Not  a  single  one  from  the  inner  city! 

And  so,  layered  atop  the  convoluted  tax  provision  for  p 
centage  depletion,  the  fancy  term  for  imaginary  depreciati 
writeoffs,  is  a  penalty  called  the  alternative  minimum  tax.  If  y 
have  an  anorthosite  mine  and  you  are  rich,  or  if  your  corpo 
tion  has  a  mine,  the  penalty  must  be  paid.  Claim  the  deduct 
we  wrote  into  the  code?  How  dare  you! 

Corporations  have  managed  to  lower  their  share  of  the 
burden  over  the  years,  but  only  by  loading  up  on  tax-deducti 
debt  and  tax  accountants.  A  break  aimed  at  companies  w 
clean  balance  sheets  and  clean  tax  returns  makes  sense.  Unf 
tunately,  shareholders  tend  to  be  rich. 

A  prediction:  Congress  will  enact  a  modified  version 
the  Bush  proposal.  The  1,200-page  law  will  include  a  new  p 
vision  in  the  alternative  minimum  tax,  to  penalize  any 
vestor  who  claims  the  dividend  benefit.  Invest  in  a  corpo 
tion?  How  dare  you! 
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amwork,  twelve  seconds  of  history. 
^Out  of  their  bicycle  shop  and  into  the  future. 


See  your  customer  management  goals  take  flight. 
Choose  a  partner  you  can  trust  to  deliver 


What  makes  a  great  relationship? 

ipyour  brother  onto  a  hand-built  aircraft,  with  a  12  hp  motor,  then  send  him  into  a  27  mph  headwind. 

From  Kitty  Hawk  to  corporate  boardrooms,  it  still  comes  down  to  trust.  In  a  landscape  littered  with 

unfulfilled  expectations,  Acxiom*  stands  out  as  a  partner  who  creates  customer  and  information 

management  solutions  that  truly  enable  profit  growth.  That's  why  13  of  the  top  15  U.S.  credit  card 

issuers  trust  Acxiom  as  a  partner.  And  top  executives  across  a  diverse  range  of  other  industries  - 

automotive,  insurance,  consumer  goods,  telecommunications,  retail  -  also  place  their  confidence 

in  our  solutions  for  customer  retention,  prospecting  and  acquisition,  real-time  multi-channel 

integration,  data  quality  and  enhancement,  and  large-scale  data  management. 

Near-term,  reduce  costs.  Long-term,  increase  revenue.  Grow  your  most 
valuable  assets  -  relationships.  And  launch  your  profitability  to  new  heights. 

Flight  of  fancy?  Hardly.  See  how  Acxiom  delivers  for  major  corporations  -  examine 
industry-specific  solutions  and  read  detailed  case  studies  at  www.acxiom.com/GR 
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GREAT  REUTIONSHiPS^ 


^NOLOGY/CDI 

CONSULTING 

DATABASE 

IT 

DATA 

PRIVACY 

AbiliTec* 

AND  ANALYTICS 

Soivi';ur' 

OUTSOURCING 

InfoBase* 

LEADERSHIP 

JlW  Aouom  Capofatnn.  All  rights  resened.  Aodom,  AblliTec,  InfoBase  and  SoMtef  art  registeted  tjademarts  of  Acxiom  Corporation  Great  Relationstiips  is  a  service  mar*  of  Aiaiom  Corporation- 
THE  WRIGffr  BROTHERS  and  other  rizri  i  li'  'n.'  'V'lgfit  family  Funr),  represented  by  Ttie  Roger  Rictiman  Agency,  Inc.  V(Ww.wriglitbrathersZ003xom 


Forbes 


President  and  Editor-in-Chief  Steve  Forbes 

Cliief  Operating  Officer  Timothy  C.  Forbes 

Ctiairman  Caspar  W.  Weinberger 

President  and  Pulilisherf  oriies  Magazine  Group  James  S.  Berrien 

Vice  Chairman  Christopher  Forbes 

Chairman-Forbes  Holdings  Leonard  H.  Yablon 

Group  Vice  President-Editorial  James  W.  Michaels 

Publisher-Forbes  Magazine  lUch  Karlgaard 

President-Forbes  Global,  Forbes  FYI  Robert  L.  Forbes 

Chairman-Forbes  Global  Brian  Mulroney 

Executive  Vice  President  Electronic  Publishing 

James  Spanfeller 

Execulive  Vice  President-Chief  Financial  Officer: 

Sean  P.  Hegarty 

Senior  Vice  President-General  Counsel  and  Secretary: 

Terrence  O'Connor 

Senior  Vice  President-General  Manager  Scott  £.  Masterson 

Vice  President-Corporate  Communications: 

Monie  Begley  Feurey 

Vice  President-Treasurer  Philip  E.  Reville 

Vice  President-Circulation:  Liberia  Abbondante 

Vice  President  Marketing  Kendall  Crohus 

Vice  Presiden^^^le  Forties  Colectians:  Margaret  Kelly  Trombly 

Vice  President-Business  Development:  Miguel  Forbes 

Director  of  Information  Technology:  Tom  Klein 

Controller  Thomas  J.  Callahan 

Director  of  General  Services:  Gary  Prasto 

Director  of  Human  Resources:  Margaret  Williams  Loftus 

Director  of  Knowledge  Management:  Anne  P.  Mintz 

Group  Director  of  Production  and  Manufacturing  Elaine  Y.  Fry 

Director  of  Distribution:  Edward  Conrad 

Vice  President,  Managing  Director  The  Americas: 

Russell  Cherami 

New  York:  Jessica  Sibley,  Fin.  Adv.  Mgr.;  Ryan  Adams, 

Richard  J.  Eydt,  Jennifer  Giampietro,  Robert  W  Jones, 

Sherry  Phillips;  Gail  Day,  Publisher,  FYI; 

Frank  W.  Rosa,  Andrevv'  Macaulay,  Jennifer  Rolston 

International:  Christian  M.  Frost 

Atlanta:  Timothy  Carney 

Boston:  Lisa  M.  John,  Mgr. 

Washington,  D.C.:  C.  David  Pinkerton,  Jr.,  Mgr. 

Detroit:  Mike  Woods,  Group  Advertising  Director, 

Midvvest;  Shauna  Haras 

Chicago:  William  J.  Powers  Jr.,  Mgr.;  James  W  Wall, 

John  L.  Goldrick 

Dallas:  Fred  H.  Wellington,  Mgr. 

Silicon  Valley:  Kevin  Gentzel,  Group  Advertising  Director, 

West;  Denyce  Kehoe,  Tom  Snow,  Mark  Glasner 

Los  Angeles:  Jill  S.  Harris,  Mgr.,  Lisa  K.  Garden 

Vice  President  Sales  Devalapment:  Timothy  H.  Reis 
Special  Projects  &  Development:  Arnold  J.  Prives, 
Executive  Dir.,  Special  Projects;  Peter  T.  Malloy,  Dir.  Econ. 
Dev.;  Special  Sections  Director:  Carol  Nelson 

Vice  President  Managing  Director  Europe, 
Publisher  Forbes  Global:  Robert  A.  Crozier 
London:  Juanita  Caspari,  Sam  Davies,  Keith  Mantle, 
Regional  Sales  Directors/Europe; 
Steven  Rau,  Dir.  of  Adv.  Forbes  Global 

Vice  President  Managing  Director  Asia: 

William  Adamopoulos 
Tokyo:  Hiroyuki  Nakagawa,  Japan  Director; 
Toshiaki  lizuka,  Japan  Advertising  Sales  Director; 
Masako  Kakunoh,  Japan  Advertising  Manager 
Hong  Kong:  Pauline  Seow,  Regional  Sales  Director 
Singapore:  Philip  Cho,  Regional  Advertising  Director; 
Owen  Loong,  Regional  Sales  Director 

Marketing:  Executive  Marketing  Directors: 
Nancy  Bensimon,  Deborah  Himmelfarb; 
Research  Director:  Linda  Lawrence; 
Marketing  Director:  Joshua  M.  Kruter; 
Merchandising  and  Events  Director:  Karen  Moroney; 
Design  Center  Creative  Director:  Susanne  Fritzlo; 
Director  of  Media  Strategies:  Andrea  Sontz 

Forbes  Custom  Communications  Partners: 

John  Weisgerber,  VP 

Forbes  Conference  Group: 

LisaWeiner,VP/GM 


Forbes  Newsletter  Group: 

Matthew  Schifrin,  Vl'/Editor 
Forbes  Investors  Advisory  Institute: 

Wallace  Forbes,  President;  Vahan  Janjigian,  Director 

Advertising  Business: 

Ivettc  Reyes;  Michelle  Ciulla,  Adv.  Services  Manager; 
Anthony  Perrone,  Information  Services  Manager 


Happy  Meals 

"A  Burger  With  a  Side  of  Losses"  (Dec. 
9,  2002,  p.  168)  misrepresents  my  expe- 
rience as  a  McDonald's  franchisee.  As  a 
commercial  banker  I  advised  custoitifrs 
on  the  importance  of  doing  research 
before  drafting  business  plans  or  select- 
ing partners.  In  my  research  McDon- 
ald's rose  to  the  top  of  my  lists  relative 
to  the  training  and  support  the  com- 
pany provided  franchisees.  I  also  chose 
McDonald's  because  of  the  credibility 
of  the  brand.  Becoming  a  franchisee  is 
not  for  everyone.  However,  to  be  a  suc- 
cessful franchisee  takes  personal  com- 
mitment, a  solid  grasp  of  business  fun- 
damentals, and  products  and  services 
that  people  are  willing  to  pay  for.  I  am 
proud  to  be  a  McDonald's  franchisee 
and  am  pleased  with  my  relationship 
with  the  company. 

CYNTHIA  O.  BOOTH 
Cincinnati,  Ohio 

Mortgage-Backed  Interest 

"Rate  Games"  (Dec.  23,  2002,  p.  95) 
suggests  Greater  Bay  Bancorp  compro- 
mised safety  in  the  pursuit  of  higher 
yields.  Our  purchase  of  mortgage-backs 
with  short  average  lives  successfully  mit- 
igated an  interest  rate  mismatch  that 
would  have  reduced  net  income  in  a 
declining  interest  rate  environment 
while  at  the  same  time  protecting  the 
market  value  of  the  portfolio.  Our 
recent  decision  to  reduce  the  size  of  the 
MBS  portfolio  is  the  result  of  a  program 
by  which  we  manage  interest  rate  risk: 
With  interest  rates  at  historic  lows,  we 
believe  a  more  asset-sensitive  balance 
sheet  will  enable  us  to  take  advantage  of 
higher  rates  in  the  future. 

STEVEN  C.  SMITH 

Chief  Financial  Officer, 

Greater  Bay  Bancorp 

Palo  Alto,  Calif 

Embracing  Failure 

"They  Almost  Changed  the  World"  (Dec. 
23, 2002,  p.  217)  suggests  that  "some  ideas 
should  have  never  been  tried" — who  says 
so?  Afterward  we're  all  smarter,  but  many 
of  today's  success  stories  (computers,  PCs, 
telephones)  were  predicted  to  be  disas- 


TIRED  OF  STOCKS?   lOWES  How  the  Retailer 
TRY  HOT  COMMODITIES    Is  Making  Hardware  Sexy 

Forbes 

PEPSI 


'**, 


Dietary  Laws 

Reduce  the  calories  and  fat  con- 
tent per  serving  as  described  in 
"Pepsi's  New  Challenge"  (Jan.  20, 
p.  68)  and  Americans  will  only 
eat  more  servings,  given  a  chance. 
No  matter  what  nutritionists  may 
dream,  Americans  think  thin  but 
act  fat.  Unless  we  can  repeal  sup- 
ply and  demand,  Pepsi  is  on  the 
right  path  to  our  middles  and  our 
wallets.  President  Indra  Nooyi 
may  "wake  in  the  middle  of  the 
night"  scribbling  her  strategic 
gaming  scenarios,  but  the  chief 
executive,  Steve  Reinemund, 
hopes  Americans  wake  up  for  a 
midnight  snack. 

STEVE  SILBIGER 
Plymouth  Meeting,  Pa. 


ters.  So  unless  a  device  harms  human  \ 
ings,  let  someone  take  the  risk.  And  soi 
of  your  flops,  like  videophones  and  2 
movies,  may  see  a  comeback.  Of  cou 
we  all  have  favorite  technology  expe 
ments  that  we  smile  about:  My  favori 
are  inflatable  planes  and  nuclear-powei 
jet  engines  (fortunately,  they  never  got 
the  ground).  But  don't  ridicule  those  i 
perimenters.  If  you  never  fail,  you  are  i 
ambitious  enough. 

THOMAS  GR( 
Zurich,  Switzerla 


Forbes  I 

Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  Include  address  and  phone  number. 
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WHY  YOU  WON'T  SEE  NYL  ON  NYSE,  NASDAQ 
OR  ANY  OTHER  STOCK  EXCHANGE  FOR  THAT  MATTER. 


You  won't  see  New  York  Life  listed  on  a  stock  exchange  because  we're  a 
nnutuai  company.  Being  mutual  means  we're  owned  by  our  policyholders,  not 
stockholders.  Rather  than  focusing  on  quarterly  results,  we  care  about  the  long  term. 
After  you  buy  a  New  York  Life  policy,  you  may  not  need  us  for  years,  or  even  decades. 
But  when  you  do,  we'll  be  there.  To  us,  our  policyholders  are  really  buying  a  promise  - 
that  we'll  be  here  to  pay  a  claim,  fund  your  retirement,  or  pay  for  nursing  home  costs. 
That's  why  New  York  Life  focuses  on  what  really  matters  in  the  long  term:  financial 
strength  and  integrity.  You  can  trust  that  we'll  keep  our  promises  to  you,  just  as  we  have 
for  over  155  years. 


The  Company   You  Keep. 

WWW.NEWY0RKLIFE.COM/MUTUALITY 


To  arrange  a  discussion  with  a  New  York  Life  agent,  call  1-800-710-7945. 


THE  ROAD  TO  THE  FU 


In  the  1860s,  we  connected  a  nation — east  to  west  and  west  to  east.  To<i 
we  carry  America's  way  of  life,  from  raw  materials  to  finished  goo 


■■.■.7:!i?tt?'SSt^"- 


..v.fe^:-=*'^''^^iiS 


-::**>-^»c-?-'--v>l'**'''- 


www.up.com 


:  ISNT  A  ROAD  AT  ALL 


i  cost-efficient,  environmentally  friendly  way.  Though  140  years  have 
sed,  we're  still  connecting  a  nation — past  to  present,  present  to  fiiture. 


BUILDING  AMERICA 


LIFE  INSURANCE  ISN'T 
FOR  THE  PEOPLE  WHO  DIE 
IT'S  FOR  THE  PEOPLE 
WHO  LIVE.  i 


been  run  by  three  generaiions  of  tne 
House  family.  Brian  House  was  just  28 
when  his  father's  sudden  death  from  a 
heart  attack  left  him  in  charge  of  the 


company. 

Brian,  his  sister  Cheryl  and  his  mom  _,- 
Nancy  were  grief  strickej^   " "'  --'- 
had  understOfiral^'finP^MKfe  would 
help  talise  care  of  his  family  aBr  the  car 
dealer^mj  iilihe  event  of  hipdeath.  Life 
insuranciv^iPthere  to  provide  for  his 
wile's  financial  future  and  ensured  a 
smooth  transition  as  Bri' 
day-to-day  running  of  t... 
Today,  Revmore  Chevrolet  i. 


Brian  is 


iuti^iiGIililil 


salesperson  and  their  mom  works 


Brian's  story  proves  the  value  and  impor- 
tance of  life  insurance.  So  talk  to  a  life 
insurance  agent  or  other  financial  advisor 
and  find  out  about  creating  a  plan  ^  " 
takes  care  of  the  people  you  love  am 
things  you  care  about.  Bccau.sc,  without'  ■- 
insurance,  a  financial  plan  is  just  a  savings 
and  investment  program  that  dies  with  yr' 
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f  888-LlI:E^777  www. life-line. org 


Brian  Hol 


Greenspan  Gets  It  Right— For  Now 


THE  ECONOMY  HAS  SUFFICIENT 
liquidity  for  the  first  time  since  the 
late  1990s,  as  confirmed  by  higher 
commodity  and  gold  prices.  If  the 
Federal  Reserve  doesn't  inadver- 
tendy  tighten,  the  credit  crunch  for 
small  and  medium-size  businesses 
should  end  in  a  quarter  or  two. 
Liquidity  demands,  though,  will 
increase,  and  the  gold  price  will  cor- 


respondingly fall  when  the  war  with 
Iraq  is  over — assuming  the  Korean 
crisis  is  defused.  The  Fed  must  then 
create  sufficient  new  credit  to  meet 
those  needs  and  thus  let  the  econ- 
omy recover  more  vigorously. 

In  short,  if  the  price  of  gold  stays 
around  $350,  the  monetary  defla- 
tion will  truly  be  over — and  the 
stock  market  will  move  up  robustly. 


Fights  Yet  Unfought 

WTien  the  Administration  wins  its  battles  for  dividend  reform  and  the  repeal  of  the  death  tax,  it  must 
then  train  its  guns  on  two  other  critical  tax  issues:  abolishing  the  capital  gains  levy  and  the  alternative 
minimum  tax  that  each  year  unfairly  adds  to  the  tax  burden  of  ever  more  millions  of  Americans. 

Reining  in  Mismanagement 


O  WONDER  INVESTORS  APPLAUDED  PRESIDENT  BUSH'S  TAX 
an.  It  will  lower  the  cost  of  capital,  which  will  lead  to  more 
owth-oriented  investment,  and  it  will  encourage  the  creation 
more  capital  by  boosting  aftertax  returns  for  investors. 

But  one  of  the  strongest  arguments  for  the  proposal  is  how 
le  changes  regarding  dividends  will  sharply  reduce  the  misallo- 
ition  of  capital  by  corporate  America. 

The  double  taxation  of  dividends  has  two  perverse  effects.  It 
nbalances  balance  sheets  by  encouraging  excessive  debt — 
iterest  costs  are  tax  deductible,  while  dividends  are  not.  It  also 
icites  managers  to  minimize  the  payout  of  profits  to  share- 
alders.  Why,  the  thinking  goes,  give  the  tax  collector  a  double 
;lping?  Why  not  reinvest  the  cash  ourselves,  thereby  boosting 
ock  prices,  the  gains  ft-om  which  will  ultimately  be  taxed  at  a 
wer  capital  gains  rate?  But  what  actually  happens  is  that  the 
tained  profits  burn  the  proverbial  hole  in  the  pocket  of  too 
lany  companies,  which  spend  them  on  ill-advised  acquisitions 
r  ill-conceived  internal  expansion  plans.  One  example  among 
lany:  McDonald's,  a  company  that  kept  dividend  payouts  to  a 
linimum  and,  instead,  poured  earnings  into  expanding  outlets, 
ut  as  shareholders  can  painfully  attest,  the  company  overex- 
anded.  Quality  went  down,  and  competitors  gained  ground. 

Given  human  nature,  it's  no  surprise  that  corporate  chief- 
lins  think  they  can  handle  money  better  than  their  shareholders 
vhich  is  why  executives — lip  service  to  the  contrary — hate  the 
ea  of  any  incentive  for  higher  payouts;  which,  in  turn,  is  one 
:ason  the  Bush  Administration  wants  retained  earnings  to 
icrease  the  shareholder's  tax  basis,  diereby  lowering  the  share- 


holder's future  tax  liability).  But  that's  obviously  not  always  the 
case.  After  all,  how  many  opportunities  are  there  in  the  real  world 
that  can  offer  a  return  on  capital  of  1 5%  or  better  per  year? 

Taxing  dividends  only  once  will  also  reduce  the  slew  of 
transactions,  particularly  in  leasing,  that  have  been  artificially 
pumped  up  to  cut  tax  bills.  Many  deals  were  done  as  much  for 
tax  avoidance/reduction  purposes  as  for  genuine  economic 
needs.  Before  the  1 986  Tax  Act  banned  many  tax  shelters,  we  saw 
the  same  phenomenon  in  real  estate — tax  benefits  artificially 
boosted  overbuilding,  which  inevitably  led  to  wrenching  busts. 
The  White  House  proposal  will,  in  effect,  punish  companies  that 
engage  in  tax-avoidance  schemes  by  not  allowing  all  or  part  of 
their  dividends  to  go  to  shareholders,  tax  free. 

The  Bush  plan  will  also  provide  a  barrier  to  another  misuse 
of  capital:  stock  buybacks  that  funded  lavish  stock-option  pro- 
grams in  a  number  of  companies.  To  prevent  dilution  of  the 
stock  when  options  were  exercised,  companies  bought  an  equiv- 
alent number  of  shares  on  the  open  market.  Companies  will 
now  think  more  carefully  about  the  number  of  options  they 
offer,  since  it  won't  be  so  easy  to  avoid  dilution:  Shareholders 
will  ask  why  they  can't  get  the  cash.  The  Bush  proposal  may  help 
take  some  of  the  steam  out  of  the  shortsighted  movement  to 
effectively  abolish  stock  options  altogether  by  forcing  companies 
to  take  an  arbitrary  charge  against  earnings  for  them. 

The  Bush  reform  will  thus  do  much  to  bring  more  sanity  to 
investing.  The  Administration  understands  what  its  critics  do 
not — that,  historically,  more  than  40%  of  stock  market  gains 
have  come  in  the  form  of  dividends. 
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FACT  AND  COMMENT 


401(k)s  Will  Survive 


OBSER\TRS  SPECULATE  THAT  IF  THE  BUSH  Dr\TDEND  PROGRAM 
passes,  people  will  put  fewer  resources  into  their  401  (k)s,  Roth 
ERAs,  variable  annuities  and  other  tax-sheltered  retirement  \'ehi- 
cles.  They're  wrong.  What  will  change  is  what  people  invest 
those  dollars  in — they'll  put  them  into  bonds  and  equities  with 
nontax-free  dividends  rather  than  scale  back  or  give  up  their 


plans  altogether.  If  there  is  anything  investors  have  learned  o\ 
the  years,  it  is  that- the  tax  laws  always  change;  what  is  giv 
today  can  be  taken  away  tomorrow.  Most  folks  also  recogni 
the  frailty  of  human  nature.  They're  less  likely  to  spend  mon 
socked  away  in  a  retirement  plan  that  carries  withdrawal  pen; 
ties  than  in  an  account  from  which  they  can  readily  access  func 


At  Last— Some  Sanity 


HOSANNAS  TO  MICHAEL  POWELL,  CHAIR- 
man  of  the  Federal  Commimications  Com- 
mission, for  finally  proposing  to  do  away 
with  a  set  of  craz\'  FCC  rules  that  ha\'e  done 
so  much  to  undermine  the  telecommunica- 
tions industr)'.  These  regulations  mandated 
that  local  Bell  companies,  such  as  Verizon, 
must  lease  their  facilities  to  competitors  at 
below-market  costs.  The  predictable  result 
was  a  skimping  of  investment — why  subsi- 


dize  competitors?  The  FCC  failed  to  recc 
nize  that  real  competition  is  not  comi 
from  look-alike  local  Bells  but  from  cab 
where  telephony  services  are  exploding 
satellites,  wireless  and  who  knows  what  e 
( e\en  the  electric  companies  may  becor 
factors  in  providing  broadband). 

Powell  would  phase  out  these  idio 
decrees  over  two  years.  Too  bad  he  can't 
it  overnight. 


Overlooked  Evil 


Koba  the  Dread:  Laughter  and  the  Twenty  Million — by  Martin  Amis 
(Talk  Miramax  Books,  S24.95).  Why  haven't  Western  intellectual 
and  popular  cultures  demonized  Joseph  Stalin  as  they  have  Adolf 
Hitler?  With  this  volume — part  memoir,  part  historv',  part  med- 
itation— noted  novelist  Martin  .Amis  examines  this  important 
subject.  Russia  has  barely  begun  to  come  to  terms  with  StaHn  the 
way  Germany  did  with  Hitler  after  World  War  II.  One  telling  ex- 
ample: The  mayor  of  Mosco\v  recently  proposed 
reerecting  a  giant  statue  of  FeHks  Dzerzhinsk)',  the 
malignant  founder  of  the  U.S.S.R.'s  murderous 
secret  poHce,  a  gesture  that  would  be  the  moral 
equivalent  of  Germany's  putting  up  a  statue  hon- 
oring Heinrich  Himmler  in  Berlin. 

The  West  didn  t  fight  a  world  war  against  Stalin, 
but  he  killed  more  people  than  Hitler.  "Stalin  did  it 
because  StaHn  liked  it  He  couldn't  help  himself  The 
Terror  was,  in  part,  an  episode  of  sensual  indulgence. " 
Stalin  carried  out  mini-genocides  against  various 
internal  minorities,  and  it  is  well-documented  that  he  was  read\dng 
a  mass  murder  of  Soviet  Jews  when  he  died  in  1953.  "Stalin's  t\vo 
most  memorable  utterances  are  'Death  soh'es  all  problems.  No 
man,  no  problem'  and  (he  was  adxising  his  interrogators  on  ho\v 
best  to  elicit  a  particular  confession)  'Beat,  beat  and  beat  again.'" 

Stalin  established  a  hideous  system  of  slavery  inside  his 
empire — the  Gulag  Archipelago,  a  series  of  concentration  camps  of 
barbarism  and  death  that  defy  comprehension.  "There  was  another 
Soviet  innovation:  slave  ships.  . . .  For  the  fantastic  sordor  of  the 
slave  ships  we  rely  on  Michael  Solomon:  'My  eyes  beheld  a  scene 
which  neither  Goya  nor  Gustave  Dore  could  ever  have  imagined.  In 
that  immense,  cavernous,  murky  hold  were  crammed  more  than 
2,000  women.  From  the  floor  to  the  ceiling,  as  in  a  gigantic  poultry 


farm,  they  were  cooped  up  in  open  cages,  five  of  them  in  each 
foot-square  space.  ...  In  1933  the  [slave  ship]  Dzhurma  sailed  t 
late  in  the  year  and  was  trapped  in  the  ice  near  Wrangel  Island 
winter  She  was  carrying  12,000  prisoners.  E^^eryone  died.'" 

Amis  brilliantly  combines  this  memoir  with  a  histori 
autopsy  of  Stalin  and  communism.  "In  [Bukharin's]  view,  t 
worst  result  of  the  terror  and  famine  in  the  country  was  not 
much  the  sufferings  of  the  peasantry,  horril 
though  these  were.  It  was  the  'deep  changes  in  i 
psychological  outlook  of  those  Communists  w 
participated  in  this  campaign,  and  instead  of  go; 
mad,  became  professional  bureaucrats  for  wh( 
terror  was  henceforth  a  normal  method  of  adm 
istration,  and  obedience  to  any  order  from  abov 
high  \'irtue.'  He  spoke  of  a  'real  dehimianizatior 
the  people  working  in  the  Soviet  apparatus.' " 

Effecti\'ely  making  use  of  the  testimony  of  oth< 
such  as  Aleksandr  SolzhenitsvTi,  Amis  strips  away 
flims}'  rationalizations  of  Stalin's  Western  s\Tnpathizers,  apolog 
and  those  best  labeled  as  anti-anti-Communists,  people  w 
seemed  to  dislike  outspoken  opponents  of  the  So\iet  Union  m^ 
than  the\'  did  the  So\iet  system  itself  The  Ne\v  York  Times, 
instance,  still  boasts  of  Walter  Durant\''s  Pulitzer  Prize  received 
1932  for  his  reporting  on  the  Soviet  Uruon.  But  Duranty,  a  Co 
munist  sxTupathizer,  faked  his  dispatches  to  cover  up  the  unimag 
able  horrors  of  the  great  famine  (some  10  million  died)  Stalin  1 
deliberately  created  to  destroy  "enemies  of  the  people." 

No  surprise,  this  powerful  book  was  given  the  once-over 
a  handful  of  reviewers  and  was  then  promptly  ignored.  But 
cultural  elitists'  aversion  in  no  way  diminishes  Amis'  tour 
force.  His  indictment  is  unchallengeable. 
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Tue  wealth  is  measured  by  growth  of  a  different  kind. 
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MARSICO 

FUNDS' 

Miiy  you  appreciate  life 


When  it  comes  to  investing,  we  at  the  Marsico  Funds  believe  that  the  dreams  that 
grow  outside  your  portfolio  ore  what  matter  most.  Our  inspired  approach  to  investing 
and  dedication  to  discipline  may  help  you  achieve  your  hopes  and  dreams.  It's 
an  approach  that  we  believe  in  —  enough  to  invest  in  our  funds  right  along  with 
you.  Because  we  too  have  hopes  and  dreams.  For  mare  complete  information  about 
Marsico  FMnt^,'  including  fees  and  expenses,  call  888-860-8686  ar'visit 
rnarsicofurtds. com/or  a  prospectus.  Please  read  it  carefully  before  investing. 
Muiiial  fund  investing  involves  risks,  including  the  possible  loss  of  principaL 
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Just  when  you  think  something  isn't  possible, 

we   uncover  a  new  approach,  innovation  s  important  to  every 
business.  At  Cargill,  we  think  it's  particularly  important  to  the  food  and  nutrition  business. 
We  challenge  ourselves  every  day  to. offer  our  partners  fresh  ways  of  solving  problems. 
Nourishing  ideas  helps  our  partners  prosper  and  has  made  us  a  world  leader  in  nourishing 
people.  If  you're  searching  for  better  solutions,  we  should  talk.  Cargill  has  ideas  to  share. 


CargiU 


Nourishing  Ideas. 
Nourishing  People" 


www.cargill.conn 


OTHER  COMMENTS 


Advice  is  like  snow;  the  softer  itfcdls,  the  longer  it 
dwells  upon,  and  the  deeper  it  sinks  into  the  mind. 

—SAMUEL  TAYLOR  COLERIDGE'  - 


Bring  It  On  Deficit  hawks  in  both  parties  will  no  doubt 
squeal  that  [President  Bush's]  tax  plan  is  unaffordable  and  will 
run  up  the  national  debt.  They  are  wrong.  What  Kennedy  and 
Reagan  and  now  Bush  [came  to]  understand  clearly  is  that  it  is 
the  absence  of  economic  growth  that  causes  runaway  budget 
deficits.  So  let  the  class-warfare  Democrats  embrace  small  and 
impotent  policy  changes — changes  that  increasingly  sophisti- 
cated investor-class  voters  will  immediately  identify  as  fraudu- 
lent. The  obstructionist  Democrats  have  announced  that  they 
intend  to  fight  against  the  President's  genuine  Republican  growth 
package  and  to  wage  all-out  class-envy  warfare.  Bush  has  90  mil- 
Kon  investor-class  Americans  on  his  side  who  realize  that  tax-rate 
cuts  mean  higher  stock  values  and  greater  retirement  security. 
Republicans  must  not  shrink  fi-om  the  battle.  Bring  on  the  fight. 
—STEPHEN  MOORE,  president,  Club  for  Growth,  Newsday 

King  tor  Reliei  Maybe  members  of  Congress  don't  have 
phones.  Or  don't  eat  dinner  at  home.  Maybe  they  pay  someone 
to  answer  the  annoying  solicitations  that  plague  the  rest  of  the 
country.  How  else  to  explain  their  willingness  to  sidetrack  one  of 
the  most  promising  telecommunications  developments  since, 
well,  the  invention  of  the  telephone? 

In  December  the  Federal  Trade  Commission  rolled  out  its  final 
plan  for  a  national  do-not-caU  list  that  bars  telemarketers  from 
phoning  specific  households.  The  pent-up  demand  for  such  relief 
is  widespread.  In  a  Dec.  23  letter  to  the  FTC,  the  two  top  members 
of  the  House  Energy  and  Commerce  Committee  groused  that  they 
wouldn't  approve  money  for  the  plan  now  because  they  hadn't 
had  time  to  review  it.  That's  about  as  believable  as  all  of  those  tele- 
phone come-ons.  The  lawmakers  have  had  a  year  to  get  answers  to 
questions  they  now  claim  trouble  them.  The  FTC  issued  its  first 
draft  of  the  rules  last  January.  A  month  later,  President  Bush's 
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"I  ate  my  homework." 


budget  requested  money  for  the  list.  Maybe  lawmakers  will 
motivated  to  [fund  the  program]  if  they  get  a  sample  of  what  othi 
Americans  endure  daily.  Help  them  out.  Do  call  [them]. 

—USA  Tod. 

IvX  lOr  VjrOWtn  High  taxes  on  dividends  cause  problen 
Earnings  paid  out  as  dividends  face  both  a  35%  corporate  tax  ra 
plus  an  individual  tax  rate  of  up  to  39%.  That  "double  taxatioi; 
pushes  up  financing  costs,  causes  an  excessive  reliance  on  dej 
and  provides  an  excuse  for  companies  to  limit  dividend  payou 
Indeed,  the  United  States  has  the  fourth-highest  corporate  pl^l 
individual  tax  rate  on  distributed  profits  of  the  30  countries  co: 
stituting  the  Organization  for  Economic  Cooperation  and  Dev(- 
opment.  At  least  two-thirds  of  OECD  countries  partially  or  ful 
relieve  dividend  double  taxation  . . .  and  so  should  we. 
—EDWARD  H.  CRANE,  president,  and  CHRIS  EDWARDS,  directj 
of  fiscal  policy,  Cato  Institute,  Investors  Business  Dm 

He  Who  Hesitates.  . .  Do  not  wait  for  ideal  circur 
stances;  they  will  never  come;  nor  for  the  best  opportunities. 

—JANET  ERSKINE  STUAl 

All  in  the  Family  Abjection  was  a  way  of  survivii 

Stalin:  you  gave  him  something  of  your  blood,  without  waverir 

Nikita  Khrushchev's  daughter-in-law  was  jailed. 

Vyacheslav  Molotov's  wife  was  sent  to  the  gulag. 

Mikhail  Kalinin's  wife  was  beaten  unconscious  by  a  fema 
interrogator  in  the  presence  of  head  Chekist  Lavrenti  Beria,  ai 
then  sent  to  the  gulag. 

Anastas  Mikoyan's  two  sons  were  sent  to  the  gulag. 

Aleksandr  Poskrebyshev's  wife  was  sent  to  the  gulag.  Thr 
years  later  she  was  shot. 

These  men  formed  Stalin's  inner  circle. 

—MARTIN  AMIS,  Koba  the  Dm 

jaCrCO/CU.  Though  it  originated  in  Greece,  most  fe 
cheese  is  now  manufactured  in  Denmark,  France  and  Germar 
Enter  the  EU.  Although  Greece  currendy  exports  very  little  fel 
the  European  Commission  has  decreed:  "Feta  cheese  can  on 
be  produced  in  certain  regions  of  Greece,"  its  country  of  origi 
Any  offending  countries  that  dare  horn  in  on  the  feta  mark 
have  five  years  to  change  the  name  of  their  product  or  stop  ma 
ing  it.  "We  have  produced  that  kind  of  cheese  for  decades,"  sa 
Hans  Arne  Christensen  of  the  Danish  Dairy  Board,  which  pla 
to  go  to  court.  What's  next?  Danish  pastry  allowed  only 
Denmark?  A  French  kiss  outlawed  everywhere  but  France? 

— ne  Limbaugh  Letter 
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not  how  many  ideas  you  have.  It's  how  many  you  make 
jpen.  So  whether  it's  your  idea  or  Accentu re's,  we'll  help  you 
n  innovation  into  results.  See  how  at  accenture.com 


accentur 


isulting  •  Technology  •  Outsourcing  •Alliances 


Innovation  dclivcre 
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Dependable  technology  builds  confides 


..  you  set  out  to  conquer  e-business  challenges,  success  or  failure  often  King 
on  your  technology  partner.  Consider  the  partner  that  4  out  of  5  FORTUNE  500" 
companies  already  trust:  Sterling  Commerce.  With  a  25-year  track  record  of 
helping  businesses  successfully  improve  performance  and  operating  metrics, 
no  partner  is  more  dependable  or  more  knowledgeable. 

Integrating  existing  processes?  Developing  new  ones?  Building  entire  electronic 
trading  communities?  Look  to  us  for  dependable  software  and  services. 
It's  all  a  matter  of  confidence. 


J  Sterling  commerce 


>2002  Sterling  Commerce,  Inc.  ALL  RIGHTS  RESERVED  Sterling  Commerce  and  the  Sterling  Commerce  logo  are  trademarks  of  Sterling  Commerce,  Inc. 
'_  t-;rling  Commerce  isar^  S6C  Communications  Inc.  company. 


CURRENT  EVENTS 


y  Ernesto  Zedillo,  former  president  of  Mexico 
RECTOR,  Yale  Center  for  the  Study  of  Globalization 


Will  the  Doha  Round  Implode  in  2003? 


N  B.\L\.\CE  2002  WAS  A  B.\D  YEAR  FOR  FREE  TRADE,  AND  2003 
)uld  be  worse.  Last  year  there  were  a  number  of  unilateral  protec- 
Dnist  measures  taken  by  developed  countries,  the  most  contro- 
rsial  being  the  U.S.'  imposition  of  steel  tariffs  and  its  enactment 
"  the  farm  bill.  Even  more  worrisome  was  the  lack  of  significant 
-ogress  in  the  World  Trade  Organization's  round  of  trade  liberal- 
ation  that  had  been  launched  in  November  2001  in  Doha,  Qatar, 
emember  how  difficult  it  was  to  get  that  round  rolling.  A  signifi- 
mt  group  of  developing  countries  held  out  until  the  last  possible 
loment  on  the  grounds  that  either  developed  countries  had  failed 
)  deliver  on  commitments  they'd  made  under  the  previous 
ruguay  Round  or  that  certain  WTO  provisions  had,  in  practice, 
roved  to  be  counterproductive.  Then  there  were  those  developed 
)untries  that  opposed  further  trade  liberalization  in  certain  sec- 
)rs.  The  European  Union,  for  instance,  persistently  avoided  nego- 
ations  on  agriculture  and  only  agreed  to  them  after  introducing  a 
umber  of  complex  issues  into  the  negotiating  agenda — issues  that 
eveloping  countries  remain  highly  skeptical  of  to  this  day. 

kCcess  to  Medicines  Still  a  Problem 

itellectual  property  rights  is  one  area  in  which  developing  coun- 
ies  demanded  a  more  accommodating  position  from  industrial- 
ed  countries.  The  WTO  Agreement  on  Trade- Related  Aspects  of 
Itellectual  Property  Rights  (TRIPS)  has  been  an  integral  part  of 
le  multilateral  trading  system  since  the  Uruguay  Round.  It  aims  to 
Tike  a  balance  between  providing  incentives  for  future  inventions 
nd  making  existing  inventions  available  to  the  masses.  The  effects 
f  this  agreement  on  the  prices  of  pharmaceuticals  huider  develop- 
ig  countries  in  their  efforts  to  deal  with  public  health  crises,  such  as 
\e  AIDS  epidemic.  The  deadlock  on  this  was  broken  by  a  special 
eclaration  that  reaffirmed  the  right  of  governments  to  grant  com- 
'uls6ry  licenses  in  cases  of  national  emergency  or  other  extreme 
igency,  allowing  a  third  party  to  produce  a  patented  product  with- 
ut  the  consent  of  the  patent  owner.  This  provision,  however,  helps 
nly  those  countries  that  have  the  capacity  to  produce  the  required 
harmaceuticals;  it  is  practically  worthless  to  those  that  don't — 
isually  the  poorest  countries  with  the  most  severe  public  health 
'roblems.  Members,  therefore,  committed  themselves  to  finding  a 
olution  for  these  countries  before  the  end  of  2002.  Unfortunately, 
iter  long  and  intense  negotiations,  they  failed  to  do  so.  Because  of 
oncems  about  the  diseases  to  be  covered,  the  U.S.  blocked  a  deal 
Jlowing  some  developing  countries  to  bypass  patents  on  certain 
Irugs  so  they  could  import  cheaper  generic  versioris.  This  proposal 
lad  the  support  of  nearly  all  the  other  WTO  members,  including 


the  EU,  Japan  and  Canada.  Failure  to  meet  the  deadline  has  now 
made  it  much  harder  to  successfiiUy  tackle  the  other  complex  issues 
in  the  Doha  Development  Agenda. 

Other  Stumbling  Blocks 

The  deadline  on  access  to  essential  medicines  was  not  the  only  one 
missed.  The  WTO  has  provisions  that  favor  developing  countries 
over  other  members,  such  as  longer  time  periods  for  implementing 
commitments  and  special  measures  to  increase  trading  opportuni- 
ties. These  are  referred  to  as  special  and  differential  treatment 
(S&D)  provisions.  At  Doha  it  was  agreed  that  all  S&D  provisions 
would  be  reviewed  and  made  effective,  rather  than  existing  as  exer- 
cises in  rhetoric.  But  these  discussions  also  failed,  flirther  poisoning 
broader  trade  negotiations.  The  blame  for  this  should  be  placed 
mainly  on  a  significant  group  of  developing  countries  that  submit- 
ted numerous  S&D  requests  that  were  inconsistent  with  the  long- 
term  objectives  of  fijll  liberalization  and  whose  pursuit  of  out-and- 
out  protectionism  is  counterproductive  to  their  own  development. 

The  round  is  also  threatened  by  the  extremely  slow  progress  in 
the  negotiations  on  agriculture,  correctly  considered  by  many 
members  to  be  the  most  important.  In  July,  amid  acrimony  over  its 
farm  bill,  the  U.S.  made  an  interesting  two-step  proposal  for  liberal- 
izing agricultural  trade.  The  first  would  eliminate  export  subsidies 
and  significantly  reduce  tariffs  and  trade-distorting  domestic  sup- 
port measures  over  a  five-year  period.  The  second  would  aim  to 
fuUy  get  rid  of  all  tariffs  and  trade-distorting  measures,  the  time 
frame  to  be  decided  in  the  future.  Japan,  however,  has  yet  to  pro- 
duce a  meaningful  initiative  on  agricultural  reform.  And  the  long- 
awaited  EU  proposal  put  forward  in  December  is  clearly  inadequate. 
By  leaving  its  Common  Agricultural  Policy  essentially  untouched, 
the  EU's  proposal  delivers  little  in  terms  of  additional  market  access 
and  practically  nothing  in  the  phasing  out  of  export  subsidies,  ff  the 
EU  persists  in  its  position,  it  could  effectively  kill  the  Doha  Round. 

Another  WTO  ministerial  meeting  is  scheduled  for  September 
in  Canciin,  Mexico.  Not  only  are  all  of  the  thorny  issues  above  sup- 
posed to  be  resolved  before  this  meeting,  but  so  are  many  others  of 
equal  complexity,  such  as  setting  the  ground  rules  for  negotiating 
multilateral  agreements  on  investment  and  antitrust  policies,  ff  the 
round  is  to  keep  moving,  aU  players  from  both  the  developed  and 
developing  camps  will  have  to  improve  thefr  performance  over 
2002's.  Firmer  and  clearer  commitments  to  free  trade  by  all  WTO 
members  and  more  enlightened  leadership  from  the  U.S.  and  the 
EU  are  the  essential  ingredients  for  avoiding  the  collapse  of  the  Doha 
Round.  Preventing  this  disaster  is  in  everybody's  best  interest.       F 


T7<       «  Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico:  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and 

-T  "1  UC  J>     pgyi  Johnson,  eminent  Britisii  historian  and  author,  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger,  are  now  periodically  writing  this 


column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.fDrbes.com/currentevents. 
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IQITAL  RULES 

Rich  Karlgaard,  publisher 


Two  Guys  Who  Know 


:hxology  boomed,  became  the  locus  of  cocktail 

t\'  talk  and  went  bust.  Someday — when?  darn  it,  when? — tech 
.  rise  from  the  ashes,  led  by  some  of  yesterday's  stars  and  by 
tups  barely  known  today.  Miraculously,  just  as  tech  sagged, 
I  estate  soared.  If  you  believe  in  the  cocktail  party  chatter 
ex,  real  estate  now  is  poised  to  deflate. 
Will  tech  come  back?  Will  real  estate  fall?  Seeking  answers,  I 
ght  out  a  pair  of  tough-talking  guys  who've  led  booms  and 
\i\ed  busts.  Each  possesses  an  ability  to  see  around  corners. 
Bob  Metcalfe  sat  across  from  me  in  his  Beacon  Hill  home  on  a 
iay  night  just  before  Christmas.  I  happened  to  be  2,800  miles 
ly  in  Redwood  Shores,  Calif,  half  deaf  from  blocked  sinuses, 
there  was  no  mistaking  it  was  Metcalfe.  He  sat  across  from  me 
avid  color  and  full  motion, 
dng  and  speaking  through 
-inch-square  window  on  a 
ly  X'aio  computer.  The  pic- 
e  was  small,  but  of  TV- 
adcast  quality.  At  56,  Met- 
fe  looked  fine  and  fit, 
sating  through  the  phone 
es  at  384  kilobits  per  sec- 
d  on  an  Avistar  desktop 
eoconferencing  system. 
Metcalfe's  legend  in  tech 
:les  grew  out  of  Xerox's  Palo  Alto  Research  Center  (PARC) 
s  in  the  1970s.  PARC  was  where  Xerox  planned  to  invent  its 
are  beyond  photocopiers.  Fashioned  as  part  Bell  Labs,  part 
)o\y  Esalen  Institute,  PARC  recruited  top  young  scientists  like 
tcalfe  and  let  them  play.  The  idea  both  worked  and  didn't. 
RC  scientists  invented  nearly  all  that  is  modern  and  cool 
out  computers — graphical  PCs,  laser  printers,  typography 
iguages  and  fast  PC-to-PC  communications.  But  Xerox  failed 
capitalize  on  any  of  their  ideas.  Apple  and  Microsoft  made 
V  with  graphics.  Canon  with  laser  printers,  Adobe  with  typog- 
?hy  languages  and  3Com  with  communications.  Metcalfe 
rted  3Com  to  peddle  his  speedy  communications  protocol, 
lernet,  after  a  risk-averse  Xerox  balked. 
At  age  44,  a  multimillionaire  from  3Com,  Metcalfe  retired 
d  knocked  around  the  computer  cfrcuit  as  a  pundit.  A  Met- 
fe  dictum  on  networks  during  the  early  days  of  the  Net  craze 
came  enshrined  as  "Metcalfe's  Law":  The  value  of  any  net- 
)rk  grows  as  the  square  of  its  users.  Phone  netAvorks  followed 
is  exponential  growth  path;  so,  too,  would  the  Internet. 
Today  Metcalfe  is  predicting  that  the  next  big  thing  will  be 
ieo  Internet.  He  says  that  in  "seven  to  ten  years"  video  traffic  on 
;  Net  wiU  exceed  data  and  voice  traffic  combined.  Web  content 
es,  such  as  Forbes.com,  will  become  "video  publishers."  I  protest 


Bob  Metcalfe,  on  tech,  and  Sam  Zell, 


that  video  production  is  too  pricey,  a  fact  that  will  stunt  video's 
growrth.  "How  good  is  this  videoconference  you  and  I  are  having?" 
he  asks.  Amazingly  good,  I  admit.  "Well,  after  the  PC  it  costs  no 
more  than  $200  per  month  per  seat.  And  the  cost  is  coming  down." 
Metcalfe  sits  on  Avistar's  board.  The  company  is  in  lousy 
financial  shape,  as  the  stock  price  reflects.  If  you  like  to  gamble, 
take  a  look  (symbol:  AVSR).  The  technology  is  real.  And  I  sus- 
pect Metcalfe  is  right  about  the  future  of  Web  video. 

T-Bone  and  Tabasco 

Bring  Pep  to- Bismol  when  you  get  a  call  to  lunch  with  Chicago's 
Sam  Zell,  chairman  of  Equity  Group  Investments  and  America's 
largest  landlord.  (For  an  unrelated  story  on  Zell,  see  p.  70.)  We  sat 

down  in  Zell's  private  dining 
room  to  a  hearty  meal  of 
onion  soup  with  Tabasco 
sauce,  followed  by  a  football- 
size  T-bone  steak  in  a  bowl 
of  gravy,  topped  off  with  ... 
Tabasco  sauce.  Happily  the 
pumpkin  pie  arrived  with 
whipped  cream  only.  Zell  is 
what  you'd  call  a  dietary 

contrarian.  Can  I  mention 
on  real  estate,  are  long-run  optimists,     ^j^^^  ^^  ^^^^^^  ^^^, 

ZeO  takes  two  weeks  off  every  year  to  ride  his  BMW  motor- 
cycle in  far-flung  places.  Last  year  it  was  Vietnam.  These  experi- 
ences have  convinced  him  that  America's  best  days  lie  ahead. 
"The  whole  world  wants  to  live  here,  despite  what  many  say,"  he 
declares  in  his  husky  Tabasco  voice.  "There's  no  real  estate  bub- 
ble. America's  population  will  reach  500  million  by  mid-cen- 
tury. Keep  your  eye  on  these  two  big  macro  trends:  the  return  of 
inflation  and  the  upward  mobility  of  Hispanics." 

Zell  has  an  impish  humor  that  matches  his  bearded,  elfin 
looks.  Exiting  lunch,  he  showed  me  a  CD  he  sent  friends  for 
Christmas  1999.  Seems  Zefl  hired  a  Paul  Simon  imitator  to 
record  lyrics  ZeU  had  written  and  tided  "Fifty  Ways  to  Make  a 
Billion,"  sung  to  the  melody  of  Simon's  "Fifty  Ways  to  Leave 
Your  Lover."  The  lyrics  spoofed  the  Internet  paper-wealth  chase. 
Fact  is,  Zell  has  pegged  most  financial  matters  square  on  the 
nose  since  graduating  from  the  University  of  Michigan  40  years 
ago.  ZeU  finished  the  ersatz  Simon  tune,  laughed  and  turned  to 
put  the  CD  away.  It  was  then  that  I  noticed  the  country's  100th- 
richest  person  ($1.8  billion  net  worth)  was  wearing  blue  jeans 
with  a  patch  over  the  butt.  The  patch  depicted  ...  a  skunk. 

Long  live  such  eccentrics!  They  make  America  great.         F 


TMTirhf***  I  ^'^''  ^''^^  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
'  J^SiMHaa^om  I  or  e-mail  him  at  publlsher@forbes.com. 
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For  more  financial  stats,  go  to  www.forbes.com/makers. 
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GOOD  NEWS:  OUR  STOCK  TIP  COLUMN  BEAT  THE  MARKET, 
for  the  fourth  year  in  a  row.  Bad  news:  The  market  stank. 

If  you  had  foUowed  the  67  buy  recommendations  in 
Makers  &  Breakers  last  year,  you  would  have  lost  11%  of 
your  money  by  Dec.  3 1 .  The  sole  solace:  That's  one  per- 
centage point  better  than  you  would  have  done  sinking 
identical  amounts  on  the  same  dates  into  the  S&P  500.  As 
we  do  for  the  outside  columnists  beginning  on  page  116, 
we  nick  the  recommendations,  but  not  the  benchmark, 
for  1%  trading  costs. 

On  the  short  side,  you  would  have  done  better  shorting 
the  broad  market  than  picking  our  pans.  A  $10,000  short 
position  on  our  27  picks  would  have  netted  $298,000  after 
commissions,  a  10%  return;  concurrent  short  positions  on 
the  S&P  would  have  produced  $300,000,  or  1 1%. 

For  the  second  year  in  a  row  David  W.  Tice,  manager  of  the 
Prudent  Bear  fund,  offered  the  best  short.  He  dumped  on  sub- 
prime  auto  lender  AmeriCredit  when  the  stock  was  selling  at 
$23.50.  It  ended  the  year  at  $7.74. 

American  Power  Conversion  was  our  best  long,  clocking  a 
52%  gain  after  being  praised  by  Applied  Finance  Group's  Rafael 
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Resendes.  We  performed  less  gloriously  by  recommending 
flyer  on  bankrupt  telecom  Northpoint  Communications,  whic 
has  since  lost  all  its  value  and  is  our  worst  long  pick.  Also  laggii 
was  outsourcing  company  Sanmina-SCI,  down  74%.  Our  wor 
short  was  Eastman  Kodak,  up  25%  to  $35  after  our  call. 

— Daniel  Kruger  and  Jody ' 


Milken  Bumps  Barbie   Healthy  Choice 


Ya-hooey 


YOU  CAN  LEARN  A  LOT  FROM  MICHAEL 
Milken  and  Lawrence  Ellison.  The  two- 
some are  backers  of  the  hottest  educational 
toy  of  the  holiday  season,  displacing  Bar- 
bie and  Hot  Wheels  as  kids'  favorite  gift. 

Their  LEAPFROG  ENTERPRISES  (26,  LF) 

has  made  the  big  splash  with  LeapPad,  a 
notebook  PC-size  device  that  teaches  basic 
stuff  like  learning  to  read  and  arithmetic. 
Suddenly  seven-year-old  Leapfrog,  which 
went  public  in  July,  is  the  fourth-biggest 
toymaker  after  Mattel,  Hasbro  and  Lego. 

The  trailing  price/earnings  multiple 
of  65  only  seems 
daunting;  it  doesn't 
include  a  probably 
strong  fourth  quar- 
ter. This  year's  earn- 
ings should  come  in 
near  $48  million,  or 
92  cents  a  share,  on 
revenue  of  $640 
million.  If  that  pans  out,  the  P/E  would 
be  an  affordable  28. 

— Christopher  Helman 


FIRST  HEALTH  (24,  FHCC)  SHOULD  BE 
buffered  from  the  managed-care  indus- 
try's woes.  Unlike  Aetna  or  Cigna,  it  need 
not  dance  to  the  tunes  of  Medicare 
bureaucrats  or  corporate  benefit  man- 
agers. It  simply  administers  medical  pro- 
grams for  self-insured  employers  like 
Office  Max  and 
Sherwin-Williams. 

When  evidence 
surfaced  in  the  fall 
that  benefit  man- 
agers were  balking  at 
further  medical  cost 
increases,  the  health 
insurance  sector 
slumped.  So  did  First  Health,  despite  the 
insulation  it  enjoys.  But  for  2002 
through  Sept.  30  revenue  rose  strongly  to 
$550  million  and  earnings  rose  28%  to 
$97  million.  Edmund  KroU,  health  care 
analyst  with  SG  Cowen,  sees  no  reason 
growth  can't  continue.  The  stock  trades 
at  20  times  trailing  earnings. 

— Aliya  Sternsteiti 


Stock  price 


1/31/02    1/10/03 


LAST  CENTURY  YAHOO  (20,  YHOO)  LIVED 
the  Internet  dream,  and  you  know  whall 
happened  to  that.  In  2001  Yahoo  flippe^ 
from  profits  to  losses. 

Well,  for  2002 's 
second  and  third 
quarters  Yahoo  has 
managed  to  make 
some  money:  Net  in- 
come hit  $50  million. 
For  the  year  through 
Sept.  30  revenue  leapt 
26%  to  $667  million. 
Credit  its  new  focus  on  fee-based  services 
and  listings,  aided  by  acquiring  job-listing 
outfit  Hotjobs.  Next  is  a  planned  acquisi- 
tion of  Web-search  concern  Inktomi. 

Investors  desperate  for  good  news  hava 
bid  up  Yahoo  shares  122%  from  the  low  of 
$9  in  September.  They're  ignoring  Yahoo'fl 
entry  into  territory  fiercely  guarded  by  AOB 
and  MSN,  wliich  boast  34  million  and  8  milj 
lion  subscribers  to  Yahoo's  2  million.  Yahod 
doesn't  deserve  to  trade  at  80  times  2003's 
forecasts.  Short  the  stock,  cover  at  $8. — C.H., 
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YOUR  FINANCIAL  POTENTIAL 
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Low  do  you  see  your  financial  life?  Your 
investments  are  here.  Your  retirement  there. 
Your  mortgage  over  here.  Your  banking  way 
over  there.  Seen  separately  and  managed 
separately,  your  financial  life  can  only  take 
you  so  far.  Now,  there's  a  way  to  go  beyond 
those  limits.  Introducing  Total  Merrill. 

At  the  heart  of  Total  Merrill  is  a  personal 
relationship.  Working  side-by-side  with  our 
clients,  Merrill  Lynch  Financial  Advisors 
see  a  cHent's  life  in  total.  They  help  all  the 
pieces  work  together.  And  they  help  the 
whole  become  something  greater.  To  see  how, 
please  turn  the  page. 


MERRILL  LYNCH 

FINANCIAL  ADVISOR 

LYNEHE  NOLL 
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TOTAL  MERRILL 


INTRODUCING  TOTAL  MERRILL  Wl 


ADVICE  AND  PLANNING 

Does  your  advisor  help  you  assess  your 

financial  goals  and  develop  a  plan  to 

help  achieve  them? 

Does  your  advisor  help  you  understand 

the  probabihty  of  achieving  your  goals 

under  different  market  conditions? 

Do  you  get  the  quality  of 

advice  that  only  teams  of  experts 

in  many  areas  can  bring  you? 


BEYOND  BANKING 

Are  your  short-term  investments 

structured  to  meet  your  personal 

cash  flow  needs? 

Do  you  have  no-fee  online  bill 

payment,  no-fee  checking  and 

free  ATM  withdrawals? 

Are  you  using  a  delayed  debit 

service  to  save  money  even 

after  you've  spent  it? 


ESTATE  PLANNING  SERVICES 

Does  your  estate  plan  contribute 

to  your  financial  well-being, 

as  well  as  your  heirs'? 

Does  your  estate  plan  take  into 

account  your  long-term 

health  care  needs? 

Are  your  estate  plans  up  to  date? 


ADVICE  AND 
PLANNING 


BEYOND 
BANKING 

ESTATE 

PLANNING 

SERVICES 


BUSINESS  FINANCIAL  SERVICES 

Do  you  have  access  to  the  long-term 

capital  and  short-term 

cash  you  need? 

Are  there  any  advantages  to 

tying  parts  of  your  business  to 

your  personal  wealth? 

Do  you  have  a  business  succession 
plan  to  guide  your  company's  future? 


Our  Financial  Advisors  take  the  time  to  understand  a  die 
sion  of  investments  and  find  powerful,  innovative  ways  to 

CALL  A  MERRILL  LYNCH  FINANCIAL  ADVISOR 


BUSINESS 
FINANCIAL 
SERVICES 

i<;^2003  Mernll  Lynch,  Pierce.  Fenner  &  Smith  Incorporated.  Member.  SIPC,  Total  Merrill.  Total  Merrill  riesign  and  We  see  .vour  fmanclal  life  In  total  are  service  marks  of  Merrill  Lynch  &  Co.,  Inc. 


;E  your  financial  life  INTOTALr 


RETIREMENT 


RETIREMENT 

Will  your  investments  generate  the 
income  you  need  to  have  the  lifestyle 
you  want  after  you  stop  working? 

Will  traditional  401(k)s  and  IRAs 
alone  secure  that  lifestyle  for  you? 

What's  the  smartest  way  to  set 
aside  assets  for  philanthropy 
or  to  launch  a  second  career? 


CREDIT  AND 
LENDING 
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TRACKING 
PROGRESS 
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INVESTMENTS 

TRACKING  PROGRESS 

Do  you  have  a  financial  advisor 
who  helps  you  set  definite  goals 
and  provides  regular  reviews? 

Do  you  receive  quarterly  reports 
that  summarize  all  your  holdings? 

During  your  portfolio  review  does 
your  advisor  look  at  your  complete 
financial  picture? 


in  full  and  in  depth.  They  look  beyond  the  single  dimen- 
3grate  and  leverage  all  the  pieces  of  your  financial  life. 

300-MERRILL.  VISIT  WWW.ASKMERRILL.ML.COM 


CREDIT  AND  LENDING 

Have  you  considered  the  benefits  of 
interest-only  home  financing  to 
improve  your  cash  flow? 

Could  a  personal  line  of  credit  provide 
greater  cash  flexibility  than  a  traditional 
loan  or  mortgage  refinancing? 

Have  you  considered  how  refinancing 
your  home  could  help  supplement 
your  retirement  nest  egg? 


INVESTMENTS 

Do  you  have  access  to  a  breadth 
of  investment  options  like  alternative 
investments,  hedge  funds  or 
managed  money? 

Are  you  able  to  choose  from  a  wide 
array  of  fixed  income  investments, 
annuities  and  mutual  funds? 

Is  a  financial  advisor  working 
with  you  to  keep  your  portfolio 
properly  diversified? 


ON  MY  MIND 
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By  Greg  Critser  author  of  fat  land:  how  Americans  became  the  fattest  peopletn  the  world,  published  in  January. 


Don't  Eat  the  Flan 

Since  when  did  it  become  immoral  to  tell  people  they're  eating  too  much? 


BY  NOW  YOU  HAVE  LIKELY  SEEN  NEARLY  EVERY  IMAGINABLE 
headline  about  obesity  in  America.  You've  seen  the  ominous  sta- 
tistical ones:  "Nearly  two-thirds  of  all  Americans  now  over- 
weight, study  says."  Or  the  sensational  ones:  "Two  N.Y.  teens  sue 
McDonald's  for  making  them  fat."  Or  the  medical  ones:  "Adult- 
onset  diabetes  now  soars  among  children." 

But  one  obesity  headline  you 
will  not  see  is  the  one  that  deals 
with  morality.  Specifically,  it  is 
the  one  that  might  read  like  this: 
"Sixth  deadly  sin  at  root  of  obe- 
sity epidemic,  researchers  say." 
This  is  because  gluttony,  perhaps 
alone  among  humanity's  vices, 
has  become  the  first  media 
non-sin. 

I  first  got  a  whiff  of  this  trans- 
formation a  few  years  ago  while 
working  on  a  book  about  obesity. 
Looking  for  a  book  about  food 
and  morality,  I  asked  a  clerk  in  the 
religious  bookstore  at  the  Fuller 
Seminary  in  Pasadena  where  I 
might  find  one  on  gluttony. 

"Hmm,"  he  pondered.  "May- 
be you'd  want  to  look  under 
eating  disorders." 

"But  I'm  not  looking  for  a 
medical  book.  I'm  looking  for 
something  about  gluttony — you  know,  one  of  the  seven  deadly 
sins."  I  was  sure  he'd  point  me  to  Aquinas,  Dante  or  at  least  a 
nice  long  shelf  on  sin.  But  he  didn't. 

"Oh,  why  didn't  you  say  so?"  the  young  man  said,  now  quite 
serious.  "If  we  have  anything  like  that,  it'll  be  over  in  self-help." 

I  then  made  inquiries  about  interviewing  a  professor  who 
might  be  an  expert  on  sin.  I  was  told  there  was  no  one  at  this 
conservative  seminary  who  had  anything  to  say  on  the  subject. 

What  might  be  called  the  "therapization"  of  gluttony  is 
hardly  limited  to  the  sphere  of  conventional  religion.  Of  much 
greater  import  is  the  legitimizing  of  gluttony  in  medicine  and 
public  health.  For  at  least  two  decades  any  suggestion  that 
morality — or  even  parental  admonition — be  used  to  fight  the 
curse  of  overeating  has  been  greeted  like  Ted  Bundy  at  a  Girl 
Scout  convention.  Behind  this  lies  the  notion,  widely  pro- 
pounded by  parenting  gurus,  that  food  should  never  become  a 
dinner-table  battle. 


"Suggest  to  an  'obesity  counselor' that  people 

should  be  counseled  against  gluttony  and  you 

will  be  admonished  as  a  veritable  child  abuser." 


The  operative  notion  here  is  simple:  Telling  people  to  not  e 
too  much  food  is  counterproductive.  Worse,  it  leads  to  "stigmal 
zation,"  which  can  lead  to  eating  disorders,  low  self-esteem  ar 
bad  body  image.  Though  the  consequences  of  being  overweigl 
numerous  and  well  documented,  are  dangerous,  little  if  any  ex, 
dence  supports  the  notion  that  it  is  dangerous  to  stigmatize  ui 

healthy  behavior.  Nevertheles 
suggest  to  an  "obesity  counsels 
that  people  should  be  counseh 
against  gluttony  and  nine  out 
ten  times  you  will  be  admonish* 
as  a  veritable  child  abuser. 

That's  too  bad,  because 
eliminates  a  fundamental — ar 
proven — public  health  tactic, 
the  campaigns  against  unsafe  scj 
and  smoking,  stigmatizir 
unhealthy  behaviors  provt 
highly  effective  in  reducing  risk 
Worse,  this  absence  of  mor 
authority  in  the  realm  of  foe 
leaves  children — everyone,  r 
ally — vulnerable  to  the  one  for 
in  American  life  that  has  no  prol 
lem  making  absolute  claims:  foe 
advertisers,  who  spend  billioi 
teaching  kids  how  to  bug  the 
parents  into  feeding  them  hig! 
fat,  high-sugar  foods.  Combii 
that  with  the  lingering  (albeit  debunked)  1980s  dogma- — th 
"kids  know  when  kids  are  full" — and  you  get,  as  one  nutritioi 
ist-parent  forcefijlly  told  me,  the  idea  that  "kids  have  the  right 
make  bad  nutritional  decisions." 

You  would  have  a  hard  time  selling  that  to  the  one  Westei 
nation  that  apparently  avoided  the  obesity  epidemic:  Franc 
The  French  intentionally  created  a  culture  of  dietary  restraint 
the  early  20th  century,  through  a  state-sponsored  progra 
known  as  puerkulture.  Reacting  to  early  cases  of  childhood  ob 
sity,  health  activists  wrote  parenting  manuals,  conducted  wor 
shops  and  published  books.  Their  advice:  Parents  must  contr 
the  dinner  table;  all  portions  should  be  moderate;  desserts  we 
for  holidays.  Eating  too  much  food  was  a  bad  thing. 

And  therein  lies  at  least  part  of  the  explanation  for  the  le 
endary  leanness  of  the  very  confident  French:  They  were  taug 
as  children  not  to  overeat.  And  they  didn't  even  have  to  look 
the  self-help  section  for  the  advice. 
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Benetton's  blander  ads  haven't  boosted  American  sales. 


MARCH  19,  2001 

Too  Tame? 

TWO  YEARS  AGO  WE  WROTE  ABOUT 
Benetton's  decision  to  jettison  its  gross- 
out  advertising  in  favor  of  tamer  stuff,  in 
an  effort  to  boost  the  brand  in  the  U.S. 
The  strategy  hasn't  worked.  Though 
fresh-faced  teens  now  dominate  Benet- 
ton's ads  and  the  company  no  longer 
showcases  death  row  inmates  and  copu- 
lating horses,  sales  in  the  Americas  in  the 
first  nine  months  of  2002  shrank  17% 
over  the  same  time  period  in  2000. 

The  dismal  retail  atmosphere,  and 
prices  higher  than  those  at  competitors 
like  the  Gap,  haven't  helped  matters. 


Benetton  has  shifted  its 
expansion  strategy  to  Asia, 
with  a  3,000-square-foot 
store  in  Shanghai  and  plans 
for  as  many  as  30  boutiques 
in  Asia  by  2007. 

One  bright  spot  for  Benet- 
ton shareholders:  Italy's  largest 
clothing  maker  is  shedding  its 
moneylosing  sporting  goods 
units.  In  January  Benetton 
made  a  $40  million  deal  to  sell 
Nordica  back  to  Tecnica,  the 
company  that  sold  the  ski 
boot  maker  14  years  ago. 

The  company's  other  unprofitable 
brands  include  Rollerblade  and  Killer 
Loop  snowboards.  Benetton's  shares 
could  use  help.  Benetton  ADRs  are  trading 
at  $18,  down  from  $40  when  our  story 
ran.  — Allison  Pass 

AUGUST  (2. 2002 


Euro  Power 


AS  WE  PREDICTED,  THE  EURO  IS  BEATING 
the  greenback.  Since  our  story  six  months 
ago  Europe's  12-nation  common  cur- 
rency has  risen  from  parity  to  $1.05.  Iraq 
war  jitters,  fear  of  ballooning  budget 
deficits  and  worries  about  the  weak  U.S. 
economy  have  all  contributed.  The  safest 


way  to  play  the  euro's  rise,  we  suggested 
was  to  buy  the  five-year  German  Treasur 
bond,  which  was  denominated  in  euroj 
The  bond  has  appreciated  from  abou 
102  to  104.54.  Add  in  six  months  of  interi 
est,  or  2.25%,  adjust  for  currency  apprecii 
ation,  and  you  get  a  gain  of  about  10°/ 
for  six  months.  Unleveraged  positions  ii 
eurodollar  futures  gained  5%.  But  if  yoi 
used  leverage  and  stuck  out  the  volatil 
movements,  the  returns  were  significani 
But  so  were  the  risks.     — Robert  Lenzne 

DECEMBER  24,  2001 

Playing  the  Yield 
Curve 

A  YEAR  AGO  WE  WROTE  THAT  BANK  O 
America  was  making  a  risky  bet.  Th 
Charlotte,  N.C.  bank  had  reaped  big  wini 
fi-om  riding  a  steep  yield  curve  with  inter 
est  rate  swaps.  We  warned  that  those  win 
could  turn  into  losses  if  short-term  rate 
should  rise  in  2002.  They  didn't. 

Meanwhile,  BofA  has  had  plenty  c 
time  to  unwind  its  wager  in  anticipation  c 
rates  rising  this  year.  Net  received  fixei, 
payments — a  measure  of  the  size  of  it 
bet — have  fallen  from  $45  billion  whe 
our  story  ran  to  $  1 1  billion  at  the  end  c 
the  third  quarter.         — Bernard  Condo 


Flashbacks 


85  YEARS  AGO  IN  FORBES/February  2,  1918 

IVIarKCT  tSUII  Fake  promoters  and  stock  swindlers  are 
abounding  in  the  land.  They  are  finding  newly-rich  artisans  and 
other  workers  easy  prey.  The  mails  are  flooded  with  offers  of 
stocks  ranging  in  price  from  a  cent  to  a  dollar,  sometimes  five 
dollars  or  even  ten  dollars  a  share.  Oil  ventures  are  prime  fa- 
vorites. I  have  received  a  bushel  of  glittering  offers  during  the 
last  few  months.  Some  of  them  are  most  astutely  presented.  The 
unsophisticated  is  made  to  feel  that  he  is  cheating  himself  and 
barring  his  children  from  a  fortune  by  not  grasping  the 
opportunity  tendered. 

SO  YEARS  AGO  IN  FORBES/JANUARY  I.  1953 

Motown  Mastodons  Uke  nine  jostimg  bun  elephants  in 
an  eight-elephant  kraal,  the  automakers  are  always  fighting  for  leben- 
sraum;  before  any  one  can  spread  out,  another  must  first  be  tusked. 
And  growth  is  the  first  law  of  the  Detroit  jungle,  for  the  big  hephalumps 
chomp  twice  as  much  profit  fodder  from  every  sales  dollar  as  the  in- 
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dependents  (10-year  profit  margin  for  GM  and  Chrysler,  14.2%;  for  Nash 
Studebaker,  Hudson,  Packard,  Kaiser-Frazer  and  Willys,  5.7%) 
/n  the  first  nine  months  of  2002  GM's  net  profit  margin  was  1%  an 
Chrysler's,  2.7%. 

30  YEARS  AGO  IN  FORBES/FEBRUARY  15,  1973 

UVOr  A  UdrrOI  Faster  than  ever  before  in  the  history  c 
nations,  the  desert  Kingdom  of  Saudi  Arabia  is  emerging  from  bacJ 
wardness  to  world  power.  Power  that  it  is  accumulating  at  th 
expense  of  the  U.S.  and  the  rest  of  the  industrialized  world.  Pow« 
that  promises  to  be  one  of  the  most  dec 
sive  forces  in  global  politics  and  economic 
for  the  balance  of  the  century.  Beneat 
some  of  the  bleakest  real  estate  imagii 
able,  the  Saudis  lay  claim  to  138  billion  ba 
rels  of  proven  reserves,  about  twice  a 
much  as  anyone  else.  The  royal  family  con 
pletely  controls  the  nation's  wealth,  a  situ; 
tion  that  could  produce  future  discontent 
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They  follow  you  wherever  you  go.  The  enemies  of  wealth — everything 
from  market  risk  to  health  risk  to  business  risk.  And  Prudential  Financial 
understands  them.  After  all,  we've  been  studying  risk  for  more  than 
125  years — anticipating  it,  measuring  it  and  managing  it.  We  can  help 
you  assess  all  the  risks  you  face,  and  introduce  you  to  a  comprehensive 
array  of  solutions  to  help  keep  your  wealth  safe. 


The  big  three:  taxes,  market  volatility 

and  death.  At  Prudential  Financial,  we  can 
help  you  create  a  sound  strategy  for  growing 
and  protecting  your  wealth — minimizing 
taxes,  striking  an  appropriate  balance  of 
risk  and  reward  and  putting  estate  protection 
in  place  for  your  beneficiaries. 

Disability  and  other  health-related 

issues.  Even  greater  than  the  risk  of  dying 
young  can  be  the  risk  of  becoming  disabled 
by  an  accident  or  long-term  illness.  With 
long-term  care  and  disability  income  insurance, 
we  can  help  you  take  steps  to  protect  your 
income,  your  assets  and  your  lifestyle. 

Business  transition,  is  your  business 

prepared  for  the  death  of  an  owner  or  key 
employee?  What  will  happen  to  your  company 
when  you  retire?  Prudential  Financial  has 


the  experience  and  the  resources  to  help 
keep  your  busine.ss  secure,  whether  you're  a 
company  of  two,  or  a  company  of  twenty-five. 

Outliving  your  wealth.  We'll  show  you 

steps  you  can  take  now  to  produce  steady 
future  income,  help  you  invest  while 
protecting  your  principal,  and  create  a 
distribution  strategy  for  your  IRA,  401  (k) 
and  other  retirement  accounts. 

Take  an  important  first  step  toward 
financial  security.  Call  today  to  find 

a  licensed  financial  professional  who 
can  offer  advice  and  solutions  designed 
to  help  protect  your  wealth. 

1-800-THE-ROCKext.967i 

prudential.com 


Prudential  (M  Financial 

•    Crowing  and  Protecting  Your  Wealth® 


utance  and  annuities  issued  by  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  ond  its  affiliates.  Securities  and  investment  advisory  services  offered  through  Pruco  Securities  Corporation 
identiol  Securities  Incorporated,  (members  SIPC).  All  ore  Prudentiol  Financial  companies.  Each  is  solely  responsible  for  its  own  financial  condition  and  contractual  obligations.  Availability  of  disability  income 
g-terfil  care  insurance  varies  by  carrier  and  state. 
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Monster  in  a  Box 

William  Aho's  software  easily  remakes  racy  DVDs  into  family  fare— 
but  scares  the  living  %#!$  out  of  Hollywood. 


WILLIAM  J.  AHO  IS  A  FAN  OF  STEVEN 
Spielberg,  Robert  Redford  and  Steven 
Soderbergh.  And  he  just  might  get  to 
meet  them  soon — in  court. 

Aho's  Salt  Lake  City  software  firm, 
ClearPlay,  is  one  of  several  small  com- 
panies (with  names  like  Clean  Flicks 
and  Play  It  Clean  Video)  fighting  off  a 
suit  in  U.S.  District  Court  in  Denver, 
brought  by  16  famed  Hollywood 
directors  and  eight  large  studios,  for 
selling  cleaned- up  versions  of  popular 
videos  to  squeamish  parents.  Most 
outfits  buy  DVDs  or  VHS  tapes,  excise  or  cover  up 
the  sex,  gore  and  profanity,  then  resell  the  unau- 
thorized edits  at  50%  to  100%  markups.  Recent 
examples:  Spider-Man  and  Lord  of  the  Rings:  The 
Fellowship  of  the  Ring. 

It's  not  exactly  the  kind  of  piracy  you  see  on 
the  streets  of  Shanghai — Spielberg  makes  the 
same  money  he  would  if  the  copy  were  sold 
unbowdlerized.  But  it's  a  likely  violation  of  copy- 
right law,  which  stipulates  that  no  one,  except  the 
copyright  holder,  gets  to  produce  "derivative 
work"  or  adaptations.  A  parody?  No  prob.  You  can 


BY  STEPHANE  FITCH 


See  you  in  court:  Redford,  Soderbergh  and 


review  and  even  quote  from  copyrighted  wc; 

But  doctoring  for  resale  is  a  no-no. 

Aha!  says  Aho.  ClearPlay  doesn't  actually  di 

tor  movies.  It  merely  makes  software  that  makk 

player  do  it  for  you:  Prerecorded  cc' 

mands  instruct  the  DVD  player  to  rr 

here  or  skip  ahead  there.  "To  infrii 

you  have  to  copy,  adapt,  distribr 

publicly  display  or  publicly  perforr' 

copyrighted  work,"  says  ClearPlayi 

torney  Andrew  Bridges,  a  partneJ 

Wilson  Sonsini  Goodrich  &  Ros 
Spielberg.        ,  ,„o„ 

who  won  a   1999  case  agamst 

Recording  Industry  Association  of  America,  wli 

had  sought  to  ban  sales  of  an  early  MP3  digi 

audio  player.  "Muting  and  skipping  doej 

do  any  of  these." 

ClearPlay's  software  is  a  bit  clu: 

because  each  filter,  customized  for  a  spei 

movie,  must  be  downloaded  from  the  \ 

and  works  only  if  you  play  your  DVD 

N'our  PC.  In  the  end  it's  like  watching  a  vi 

with  a  prudish  nanny  who's  seen  this  f  I 

before,  knows  where  the  naughty  bits  are 

covers  your  ears   or  eyes  at  the   ri 


)»=■► 


BBOff 


31 


ttBMil 


Filiru.li  V  3,  ZWi 


•ments.  Since  copyright  law  allows  for  prudish 
inies,  according  to  professor  Doris  Long  of 
icago's  John  Marshall  Law  School,  the  judge  in 
lorado  could  decide  in  ClearPlay's  favor.  Espe- 
Uy,  Long  adds,  since  Aho's  software  doesn't  dub 
/vords  or  alter  scenes. 

That's  deliberate.  Aho  created  his  software 
)und  advice  he  got  from  copyright  attorney 
j]  Goldstein,  who  in  the  1980s  counseled  the 
Dmeys  who  won  the  Supreme  Court  case  free- 
;  people  to  record  TV  shows  and  movies  for  pri- 
e  use.  Goldstein  suggested  Aho  design  a  prod- 
;  that  would  excise,  not  replace,  expletives  and 
de  scenes.  "None  of  this  'bullspit'  or  'sonofa- 
ck'  thing,"  says  Aho,  45.  So  far  he  has  sold  a  few 
)usand  $80-a-year  subscriptions  to  the  service, 
e  provides  the  software;  you  still  have  to  rent  or 
y  the  DVT).) 

So  confident  is  he  about  his  chances  in  court 
it  Aho  has  adapted  his  technology  to  a  DVD 
ryer  that  works  with  a  TV  and  comes  with  hun- 
eds  of  ClearPlay  filters  already  installed.  He 
3wed  off  a  prototype  last  month  at  the  Interna- 
mal  Consumer  Electronics  Show  in  Las  Vegas. 

Hollywood  is  horrified.  Jonathan  Zavin,  the 
;orney  at  Loeb  &  Loeb  who  represents  Time 
arner  Entertainment,  DreamWorks  and  the 
ler  six  studios  suing  ClearPlay,  professes  to  see 
simple  case  of  infringement.  Aho  and 
earPlay,  he  says,  "are  being  clever  about  how 
ey  create  the  new  version,  but  in  effect  it's  the 
me  result."  Go  ahead,  Zavin  says — alter,  edit 
d  even  record  copyrighted  material  for  your 
TSonaJ  use.  But  don't  try  to  get  rich  helping 
tier  people  do  it.  You'll  run  afoul  of  precedents 
;e  the  1996  judgment  against  Michigan  Docu- 
ent  Services,  which  sold  copied  course  packs  to 
IJege  students. 

Wouldn't  Tinseltown  help  its  cause  by  drop- 
ng  this  case  and  buying  outfits  like  ClearPlay 

developing  its  own  versions?  The  big  studios 
iven't  agreed  on  how  or  whether  to  release 
>re-fi-ee  and  sex-free  versions  of  popular  DVDs. 
^ing  a  technology  Hke  ClearPlay's  proliferate 
ovld  spur  more  demand  for  video  rentals  and 
les  with  no  extra  investment  from  Holly- 
ood — and  act  as  a  chill  pill  to  congressional 
jpers  Like  John  McCain  and  Joe  Lieberman. 

Not  likely.  Hollywood  is  terrified  that  if  it 
■ops  or  loses  the  case,  it  could  end  up  with  a 
mily  of  mutated  films — either  porno  versions 

Snow  White  or  a  Driving  Miss  Daisy  with 
:ense  plate  frames  from  Crazy  Bill's  Used  Car 
3t.  It  could  be  as  horrifying  as  taking  a  black- 
id-white  classic  and  colorizing  it.  F 


Bargains,  South  of  the  Border 


Generic  (Brand  Name) 

Amoxicillin  (Amoxil) 
Atenolol  (Tenormin) 
Minocycline  (Minocin) 
Naproxen  (Naprosyn) 
Verapamil  (Calan) 


Antibiotic  49%  less 

Beta-blocker  86%  less 

Antibiotic  21%  less 

Anti-inflammatory  36%  less 

Calcium  channel  blocker  43%  less 


U.S.  Price 

vs. 

Canada  Price 

49%  less 
86%  less 
21%  less 
36%  less 


Sources:  "Generic  Drug  Prices."  Palmer  D'Angelo  Consulting.  Aug.  2002. 


The  Cheap  Drugs  Myth 

Canada  is  offered  up  as  proof  that  price  controls 
would  dramatically  cut  the  cost  of  medicine. 
The  proof  has  some  holes,  by  ira  carnahan 

IN  CANADA  A  THREE-MONTH  PRESCRIPTION  FOR  MERCK'S  CHOLESTEROL 
reducer  Zocor  goes  for  $172.  In  the  U.S.,  patients  who  pay  retaO  fork  over 
$328  for  the  same  pUls.  The  media  are  full  of  such  shocking  comparisons 
aimed  at  demonstrating  that  Canadians,  thanks  to  price  controls,  pay  far 
less  for  medicine  than  do  Americans.  Just  one  problem:  It  isn't  so.  While 
some  high-profile  brand  name  drugs  are  much  cheaper  in  Canada,  other 
lesser-known  drugs  and  generics  are  not.  In  fact,  2 1  of  27  top-selling  gener- 
ics cost  more  in  Canada  than  in  the  U.S.,  reports  a  study  of  lowest  available 

prices  by  Palmer  D'Angelo 
Consulting,  an  Ottawa 
firm  that  works  for  brand- 
ed drugmakers.  For  all  27 
combined,  the  average 
Canadian  premium  is  37%. 
Why?  Just  two  companies 
dominate  the  Canadian 
generics  market,  says  study 
coauthor  Neil  Palmer 

That  lack  of  competi- 
tion is,  ironically,  partly  a 
side  effect  of  Canadian 
drug-price  controls. 
Generic  makers  find  coun- 
tries with  controls  on 
patented  drugs  less  attrac- 
tive. So  fewer  jump  in  when 
a  branded  drug  goes  off 
patent.  The  end  result:  In 
the  U.S.,  generic  drugs  cost 
an  average  of  74%  less  than 
equivalent  brand  name 
drugs;  in  Canada,  generics 
average  just  38%  less. 
Canada's  rules  can  also  discourage  branded  drugmakers  from  discounting 
older  drugs  to  compete.  John  R.  Graham  of  the  Fraser  Institute  in  Vancouver 
explains  why:  Canada's  Patented  Medicine  Prices  Review  Board  typically  sets 
the  maximum  price  for  a  new  drug  by  comparing  it  with  similar  drugs  already 
on  the  market.  So  if  companies  lowered  prices  on  old  drugs,  that  could  cut 
into  profits  on  new  ones,  too. 

How  did  the  myth  of  cheap  Canadian  drugs  gain  such  wide  acceptance?  It 
began  with  a  1992  study  by  Congress'  General  Accounting  Office  and  was  re- 
inforced by  a  1 998  report  from  the  Democratic  staff  of  the  House  Committee 
on  Government  Reform.  Both  studies  were  flawed.  They  compared  only  top- 
seUing  brand-name  drugs,  ignoring  lower-priced  generics  that  now  make  up 
half  of  U.S.  prescriptions.  Furthermore,  prices  in  the  studies  weren't  properly 
weighted  to  reflect  market  share  or  volume  discounts,  argues  Wharton  School 
health  economist  Patricia  Danzon.  Correcting  for  such  flaws,  Danzon  and  Li- 
Wei  Chao,  also  of  Wharton,  found  that  if  Americans  had  paid  Canadian  prices 
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for  the  drugs  they  bought  in  1992,  they 
would  have  saved,  at  most,  13%. 

Yes,  the  Wharton  economists  have  re- 
ceived research  funding  from  the  drug  in- 
dustry, and  yes,  the  price  break  Canadians 
enjoy  has  likely  widened  since  1992.  But  it's 
doubtful  that  Canada's  price  controls  on 
patented  drugs,  as  opposed  to  economics, 
are  the  main  cause  of  lower  prices  there. 

The  truth  is,  notes  the  Fraser  Institute's 
Graham,  all  kinds  of  goods  cost  more  in 
the  U.S.  than  Canada.  A  turbo  Chrysler  PT 


Cruiser  retails  for  $23,100  in  the  U.S.  and 
the  equivalent  of  $17,800  up  north.  Yet 
there's  no  Canadian  Retro  Car  Prices  Re- 
view Board.  Even  bigger  price  differences 
are  common  for  goods  with  high  fixed  costs 
but  lower  variable  costs,  everything  from 
music  CDs  to  online  service.  Prices  are 
lower  in  Canada  because  incomes  there  are 
a  fifth  smaller  and  the  Canadian  dollar  is 
weaker.  Producers  logically  try  to  recoup 
most  of  their  high  fixed  costs  from  wealth- 
ier consumers  and  charge  those  who  can't 


pay  as  much  a  price  closer  to  marginal  co 
There's  another  reason  for  lower  dr 
prices  in  Canada:  lower  liability  costs. 
Canada,  judges — not  juries — typically  ;| 
damages,  and  awards  for  pain  and  sufferii 
are  capped  at  $185,000  U.S.  Such  diffd 
ences  account  for  a  third  to  a  half  of  t 
gap,  a  1997  study  in  the  Journal  of  Law  a,. 
Economics  concluded.  Yet  the  politicial 
and  do-gooders  who  complain  most  abc 
U.S.  drug  prices  are  often  the  least  likely 
favor  reining  in  legal  costs. 


LG3n  GrGGn  MSChinG  should  Ford  Motor  indulge  BHI  Ford's 
environmental  agenda?  Sometimes  it  makes  sense,  by  joann  muller 


Over  the  years  Ford  Motor  Co.  executives 

have  tolerated  William  Clay  Ford  Jr.'s  environmen- 
tal whims— if  only  because  his  name  is  on  the 
building.  But  now  that  Henry  Ford's  great-grand- 
son is  running  the  show,  more  of  these  ideas  are 
coming  to  the  fore.  Case  in  point:  the  Model  U 
concept  vehicle  unveiled  at  the  recent  Detroit  auto 
show.  Dubbed  "the  Model  T  for  the  21st  century," 
the  funky-looking  utility  vehicle  boasts  biodegradable  materials— from  the 
corn-based  tires  and  roof  to  the  seats  stuffed  with  soy-based  foam. 

Then  there's  another  of  Bill  Ford's  pet  projects:  the  world's  largest  living 
roof.  It's  10  acres  of  greenery  planted  on  top  of  Ford's  new  $1  billion  factory 
under  construction  in  Dearborn,  Mich.  The  green  roof  is  a  four-layer,  matlike 
system  topped  with  drought-resistant  sedum.  This  cover  acts  as  a  giant 
sponge,  absorbing  rainfall  and  reducing  polluted  storm-water  runoff.  It'll 
cut  down  on  energy  consumption  by  acting  as  an  insulating 
blanket  in  both  hot  and  cold  weather  And 
the  air  quality  around  the  plant  ought  to 
improve,  too.  Ford  says,  because  the  roof 


will  trap  dust,  absorb  carbon  dioxide  and  release  oxygen  into  the  environme 
All  fine  and  good,  but  is  it  really  worth  the  investment?  Bill  Ford  thir 
so.  "It's  laughable,  until  you  see  the  bottom  line,"  he  says.  It's  costing  Fc 
about  $8  a  square  foot,  or  $3.6  million,  to  install  the  454,000-square-fi 
roof.  A  traditional  asphalt  roof  would  cost  $4  a  square  foot,  or  $1.8  mill 
But  while  green  roofs  might  cost  twice  as  much  to  build,  they  have  be 
shown  in  Europe  to  last  twice  as  long  as  a  conventional  roof.  This  ale 
roughly  offsets  the  additional  investment. 

But  along  with  other  environmental  projects  at  the  600-acre  site,  i 
living  roof  helps  Ford  save  money  in  other  ways,  like  eliminating  the  need 
storm  sewers  and  a  storm-water  treatment  system,  which  could  cost 
much  as  $35  million,  depending  on  federal  regulations.  Instead,  the  liv 
roof  acts  as  a  natural  filtration  system,  with  excess  storm  water  collectinn 
retention  ponds  before  flowing  into  the  nearby  Rouge  River 

Hey,  why  stop  counting  there?  If  the  sedum  provit 
enough  political  cover  to  let  Ford  Motor  s 
200,000  more  2.5-ton  Expeditions  that 
would  have  sold  otherwise,  it's  wo 
$1  billion  in  gross  profit. 


Vura  Division  of  American  Honda  Motor  Co.,  Inc.  Acura,  CL  and  VTEC  are  trademarks 
da  Motor  Ca.  ltd.  Make  an  intelligent  decision.  Fasten  your  seat  belt. 


reducing  the  6-speed,  260-hp  Acura  CL  Type-S.  A  quick-shifting  6-spd.  manual  transmission.  Wow.  A  powerful 
-liter  VTEC"  engine.  Sweet.  A  race-inspired  suspension.  Yeah.  And  a  leather-trimmed  interior  with  deeply  bolstered 
rt  seats.  The  CL  Type-S.  (Your  exclamation  goes  here.)  Call  1-800-TO-Acura  or  visit  acura.com.    (A)/VCLJR/\ 
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Good  for 
TheNFL? 


War  lends  metaphors  to 

football.  Quarterbacks  throw 
bombs  in  the  face  of  a  blitz  while 
linemen  do  battle  in  the 
trenches.  But  is  real  war  good 
for  football  ratings? 

Super  Bowl  viewership,  first 
tracked  in  1970,  climbed  the  next 
two  years  as  the  Vietnam  War 
raged.  The  U.S.  withdrew  from 
Southeast  Asia  in  1973,  and 
viewership  fell  6%  that  year  and 
another  3%  in  1974.  The  Persian 
Gulf  war,  under  way  for  ten  days 
when  Super  Bowl  XXV  was 
broadcast  in  1991,  might  have 
had  something  to  do  with  the  8% 
gain  in  viewers  that  year  (to  80 
million)  against  a  10%  drop  in 
1990  and  1%  gain  in  1992.  "Foot- 
ball has  always  allowed  the  easi- 
est expression  of  American  pa- 
triotism for  fans,"  says  David 
Maraniss,  author  of  a  biography 
of  Vince  Lombardi. 

Okay,  this  isn't  scientific;  the 
popularity  of  certain  teams  and 
the  number  of  males  aged  18  to 
35  are  critical.  Still,  ratings  for 
the  regular  season  are  up  5% 
this  year,  pointing  to  a  91  million- 
member  audience  for  ABC's 
Super  Bowl  broadcast  Jan.  26— 
and  bombs  over  Baghdad  might 
push  the  ratings  even  higher 


% 


—Monte  Burke 
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Frankly  Spea 


Atlanta's  business  leaders  didn't  want  Shirley 
Franklin  for  mayor.  She  won.  Boy,  did  she 
prove  them  wrong,  by  chana  r.  schoenberger 


IN  ATLANTA,  WHERE  BUSINESS  AND  THE 
local  government  haven't  gotten  along  in 
years,  a  shocking  thing  has  been  happen- 
ing: Execs  are  saying  nice  things  about  the 
new  mayor,  Shirley  Franklin,  57.  Even 
more  shocking  because  they  strongly  sup- 
ported her  opponent  in  the  election  and  she 
had  the  audacity  in  her  first  year  to  raise  real 
estate  taxes  by  nearly  50%. 

"I  was  100%  wrong,"  says  R.  Charles  Loud- 
ermUk,  chief  executive  of  Aaron  Rents,  an  At- 
lanta-based furniture  rental  company,  who 
backed  her  opponent,  Robb  Pitts,  when  she  was 
elected  just  over  a  year  ago. 

Why  the  turnaround?  Unlike  her  reviled 
predecessor,  Bill  Campbell,  Franklin  set  out  to 
court  business  leaders,  even  though  they  had 
viewed  her  as  just  an  extension  of  Campbell,  a 
fellow  Democrat  who  had  supported  her  bid. 

"When  I  was  running  for  office,  I  met  with 
75  chief  executives,  and  all  of  them  told  me  they 
felt  as  if  their  help  was  not  wanted,"  she  says.  "I 
recognized  that  it  was  through  business  that  we 
have  a  strong  economy  and  jobs." 

In  the  last  year  she  has  asked  businessmen 
for  advice  on  writing  a  city  ethics  policy, 
increasing  park  space  and  dealing  with  the 
unpopular  water  concessionaire.  United  Water. 


The  Temple  of  Shirley:  Atlanta's   : 
gaga  over  its  businesslike  mayor.  ' 

She  solicited  their  manageme  i 
expertise,  recently  visiting  tl| 
local  utility,  Georgia  Power,  f 
a  two-and-a-half-hour  prim 
on  customer  service.  At  the  ur 
ing  of  the  Buckhead  Coalition 
powerful  business  group,  si 
ordered  potholes  fixed  with 
seven  days  and  had  a  police  st 
tion  moved  closer  to  the  neig 
borhood's  raucous  bars.  WiJ 
the  volunteer  help  of  such  exe^ 
utive-search  firms  as  Spenc' 
Stuart  and  Heidrick  &  Struggki 
she  named  a  newly  retired  De 
executive  to  run  a  $5  billion  a: 
port  expansion  and  a  top  Ui 
lawyer  to  run  her  legal  office 
"It's  a  shocking  state  of  affa 
we've  handed  her,  but  she's  fe 
Lng  up  to  every  one  of  them,"  st 
former  mayor  Sam  Massell, 

Chamber  of  Commerce  tyf 
say  they  love  how  Franklin  toi 
on  Campbell's  free-spending  b 
reaucrats.  She  yanked  employe 
cell  phones,  official  credit  cards  and  gover 
ment  cars.  In  addition  to  halving  her  staff,  s 
lowered  her  own  salary  by  $40,000.  Busine; 
people  even  supported  her  decision  to  raise  r 
estate  taxes  to  balance  the  budget. 

Companies  are  responding  by  anteing 
money.  They  raised  $2  million  for  Franklin 
hire  more  consultants.  Boston-based  consulti 
firm  Bain  &  Co.  donated  a  dozen  staffers 
work  on  the  city's  budget.  The  Robert 
Woodruff  Foundation  gave  $975,000  to  co' 
half  the  cost  of  auditing  the  city's  processes, 
well  as  $400,000  for  the  police. 

FrankUn  had  never  run  for  office  in  Atiani 
nonpartisan  elecfions,  but  she'd  worked  a  nuj 
ber  of  municipal  jobs,  including  serving  as  c 
manager  for  former  mayor  Andrew  Young.  S 
squeaked  into  office  by  188  votes. 

So  far  her  moves  haven't  cost  her  popu 
support,  but  she  knows  it's  still  the  hon< 
moon.  She  inherited  a  fiscal  crisis.  The  city  1 
57,000  jobs  in  2001,  the  aftereffect  of  the  boo !  i 
which  created  70,000  jobs  in  2000.  The  sev  i  ^ 
bill  could  come  to  $3  billion.  Water  privati: ; 
tion  is  a  disaster.  The  goodwill  she's  eng(  I 
dered  has  "bought  her  some  time,  but  she' 
long  way  from  closing  the  deal,"  says  lo 
Republican  pollster  Q.  Whitfield  Ayres. 
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Balancing  protection  and  wealth  management 

enhances  long-term  performance. 


ie  Sun  Life  Financial  business  model  is  one  of  delib- 
[erate  balance:  protection  and  wealth  management. 

knd  it  is  one  of  our  key  strengths.  This  strategic 
diversification  works  through  market  fluctuations 

and  keeps  us  on  course  for  the  long-term. 


The  Sun  Life  Financial  group  of  companies.  Building 
shareholder  value  wherever  we  live,  work  and  do 
business,  with  a  strategic  and  effective  balanced  busi- 
ness model  that  works  hard  in  every  financial  climate. 
Because  from  balance  comes  stability. 


INTEGRITY 


EXCELLENCE       •      CUSTOMER       FOCUS 


UILDING       VALUE 


Visit  us  at  www.sunlife.com 


3  2003  Sun  Life  Financial  Services  of  Canada  Inc.  All  rights  reserved. 
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The  Mogul  Watch 

Is  consumer  confidence  flagging? 
Not  the  confidence  of  big  consumers. 

BY  LEIGH  GALLAGHER 

IT'S  HARD  TO  MAKE  THE  CASE  THAT  THE  HOLI- 
day  season  in  Aspen,  Colo,  is  a  leading  eco- 
nomic indicator — except  perhaps  for  the 
mind-set  of  the  superwealthy.  By  that  measure 
they're  feeling  pretty  good  these  days. 

In  contrast  to  a  muted  2001  holiday  season 
that  suffered  from  Sept.  1 1  shell  shock,  the  days 
between  Christmas  and  Jan.  1  were  booming  this 
year  in  ways  business  owners  say  they  haven't 
seen  since  1997. 

"It  was  bursting  at  the  seams,"  says  Richard  McLennan,  gen- 
eral manager  of  the  St.  Regis  hotel,  which  sold  out  its  257  rooms, 
the  highest  occupancy  it  has  seen  in  three  years.  The  neighboring 
Hotel  Jerome  had  its  best  December  ever,  while  the  famed  Little 
Nell  hotel — where  nonholiday  winter  rates  run  from  $595  to 
$4,400  a  day  and  where  41%  of  holiday  guests  arrived  via  private 
jet — was  sold  out  for  nine  days  straight.  The  hotel  served  more 
Cristal  champagne,  at  $280  a  bottle,  than  in  any  holiday  season  in 
memory,  says  John  Egelhoff,  director  of  sales  and  marketing.  The 
private  Caribou  Club  says  it  sold  out  its  $l,000-per-head  New 
Year's  Eve  dinner  and  had  to  turn  away  200  people. 


What,  me  worry?  The  superwealthy  flocked  to  Aspen  this  past  holiday  season.       ' 

AH  told,  occupancy  rates  for  the  week  were  87%  this  y  j 
compared  with  79%  last  year  and  a  meager  66%  in  2000,  rep(  i 
the  Aspen  Chamber  of  Commerce.  And  the  glitterati  wen  I 
just  schmoozing;  volume  on  the  ski  slopes  was  up  24%  over  I 
year,  says  Aspen  Skiing  Co. 

Dennis  Basso,  Manhattan -based  fur  designer  to  the  rich,  ■  "s 
pleased  as  he  stood  outside  his  newest  retail  outpost,  at  the  >• 
tie  Nell.  In  six  days  Basso  sold  1 1  sable  or  combination  Sc ; 
coats,  the  $40,000-to-$  100,000  price  be  damned.  He  won't  f 
who's  buying,  but  while  chatting  with  Basso  during  the  day  i 
New  Year's  Eve  we  were  interrupted.  "How  late  are  you  open" 
came  the  gruff  but  recognizable  voice  of  Barry  Diller.  '' 


Second-Home 
Blues 

California's  dubious  way 
of  balancing  its  budget: 
Borrow  (interest-free!) 
from  property  owners. 

BY  ASHLEAEBELING 


Lots  of  states  have  been  using  cheesy 

budget  gimmicks  or  hidden  tax  hikes  to  plug  their 
budget  holes.  But  California,  now  facing  a  $35  bil- 
lion deficit,  takes  the  prize. 

Since  Jan.  I  Californians  selling  a  second  home 
or  investment  property  have  been  forced  to  fork 
over  3.3%  of  the  sale  price  to  the  state  at  closing, 
even  if  their  taxable  gain  is  only  $1  and  the  taxes 
that  will  ultimately  be  owed,  9  cents,  "It's  an  invol- 
untary interest-free  loan  to  the  state,"  complains 
Beverly  Hills  tax  lawyer  Henry  Pattiz. 

The  revenue  grab,  buried  in  a  package  passed 
''■"*  September,  expanded  an 
"old  law  mandating  with- 
:  holding  on  sales  by 
nonresidents. 


■A"  Ik 
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Neither  the  old  law  nor  the  new  one  applied 
property  held  by  California  corporations  or  p| 
nerships.  So  smart  out-of-staters  already  I 
their  property  that  way.  Residents,  by  contrt 
were  ambushed. 

The  new  withholding  requirement  doesn't  ajf 
if  you're  selling  your  primary  residence,  if  the  sa 
for  $100,000  or  less,  or  if  you're  selling  at  a  lossi' 
it  is  still  expected  to  trap  300,000  sellers  and 
duce  $225  million  for  California  in  2003.  In  2 : 
the  state  will  have  to  refund  some  of  that  boot  r , 

Sellers  caught  by  this  provision  could  b  \;\ 
with  more  than  just  the  loss  of  their  money  i 
year  Those  with  debt-laden  property  might  n(  9 
left  with  enough  cash  to  pay  off  the  mortgage,  i 
any  excessive  state  tax  withholding,  *.{ 
deducted  on  federal  income  tax  returns,  could  :  • 
ily  throw  them  into  the  wacko  federal  altern;  i 
minimum  tax.  i" 


Sharks  in  the  w 
Pols  staged  a  sneakat 


TRONIC  COMPONENTS  •  Cannon  •  Network  Systems  &  Services 


Weather,  politics,  kids  -  life  needs  discussing. 
And  one  of  every  three  cell  phones  relies  on 
our  switches  and  connectors  to  k^p  up  the 
conversation.  Around  the  world.  /#ound  the  clock. 

ITT  believes  technology  should|>e  seamless. 
Whether  it  provides  voice,  data  c§  video  -  to  a 
cell  phone,  a  submarine  or  a  pro^Be  on  Mars. 

The  results  seem  to  speak  for*|hemselves. 
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Taxing  differences:  Gary  Barber  and 
James  G.  Robinson. 


Oh,  Yeah? 


Hollywood  financier  Gary  Barber  is  appealing  within  the  Inter- 
nal Revenue  Service  a  finding  that  he  owes  taxes  on  $27  million 
of  income  ft-om  allegedly  discounted  stock  he  received  in  1995  as 
a  Morgan  Creek  Productions  executive.  The  IRS  got  on  to  Barber 
{The  Sixth  Sense;  Ace  Ventura,  Pet  Detective)  when  his  former 
boss,  James  G.  Robinson,  reported  the  discount  to  the  feds  in 
1998  and  then  sought  a  tax  refund  citing  the  higher  business 
expense.  Robinson  had  just  repurchased  Barber's  stake  after  a 
nasty  breakup  and  acrimonious  litigation.  The  two  said  then  that 
their  dispute  was  "amicably  resolved."  — Janet  Novack 


Some  Relationship 


Two  years  before  pleading  not  guOty  to  his  own  fi-aud  indict- 
ment, WorldCom  Chief  Financial  Officer  Scott  D.  SuUivan  ac- 
cused Salomon  Smith  Barney  of  dubious,  high-pressure  tactics  in 
handling  stock  options  for  WorldCom  employees.  In  an  Oct.  5, 


2000  letter  to  Solly's  Atlanta  office,  Sullivan  ( 
jected  to  broker  solicitation  and  advice  tl 
"workers  exercise  options  and  hold  the  stock- 
high-risk  tactic.  The  brokerage  replied  its  cc 
tacts  were  proper,  unsuitability  claims  would] 
reviewed  and  that  it  hoped  for  a  "continui 
and  deepening ...  relationship"  with  WorldCo 
No  comment  ft^om  the  writers. — Neil  Weinl 

A  Positive  Fuel  Surcharge 

In  October  2001  Marriott  International  paid  5 
million  for  four  synthetic-fuel  plants.  Althoiji 
the  plants  lost  $32  million  in  third-quarter  20 1 
federal  tax  credits  designed  to  encourage  alteri 
tive  fuels  allowed  the  hotelier  to  boost  earnings 
$23  million,  or  9  cents  a  share,  offsetting  softn 
in  business  travel.  Benefits  are  expected  to  c( 
tinue  to  2007.       —J.N.  and  William  P.  Ban 

Eminent  Domain  in  Bulk 

Costco  Wholesale  won't  allow  a  shareholder  vote  to  bar  new  stc 
on  land  taken  from  imwUling  sellers  through  the  governmei 
threatened  power  of  condemnation.  A  500-share  investor  prop 
uig  the  annual-meeting  ballot  says  Costco  is  a  big  beneficiar) 
such  actions,  which  she  calls  "morally  wrong."  The  company  e 
Her  told  the  investor  that  "probably  dozens"  of  Costco  projt 
have  benefited  somehow  fi-om  eminent  domain  but  says  all  laws 
followed.  Chairman  Jeffrey  H.  Brotman  wrote  that  sharehold 
shouldn't  set  such  limits  on  company  management.       —  W.f 

Some  People  Just  Have  Too  Much  Tim 

On  its  kids-oriented  Barbie  Web  site,  Mattel  posted  a  tongue- 
cheek  poll  about  careers  for  the  43-year-old,  1 -billion-copy  teena 
doll.  Adults  took  this  seriously.  Librarians,  for  example,  put  m 
sages  on  Internet  trade  message  boards  urging  colleagues  to  vote 
their  profession  over,  say,  architect  or  cop.  — W.F 
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Of  the  U.S.'  3,173  county-level  units,  these  have  the  highest  income  per  person.  One  county  somewhat  lacks  humans.        —W.P 


INCOME 


COUNTY 

New  York,  N.Y. 
Pitkin,  a)lo.  ' 

Marin,  Calit. 
Loving,  Tex. 
Fairfield,  Conn. 
Somerset,  N.). 
Westchcstci-,  N.V 
Morris,  N.J. 
'Total  population  of  70. 


PER  CAPITA 

$80,857 
58,205 

55,S82 
55,836 

'^  \<S2S 
3'.),852 

I  :■■■'{ 

■J3S) 


TOTAL  ($BIL) 

$124 

1 
14 

0' 
48 

6 
46 

:4 


INCOME 

COUNTY                           PER  CAPITA                  TOTAL  ($BIL) 

San  Francisco.  Calif.           $47,363                           $37 

San  Mateo,  Calif. 

47,298                          34 

Fairfax,  Va.  &  cities 

47,218                             49 

Bergen,  N.J. 

46,205                          41 

Teton,  Wyo. 

46, 1 79                                1 

Alexandria,  Va^^| 

||P5.780                           6 

Santa  (;icira,  Calif. 

45,587                            79 

Du  Page.  111.           im 

11^5,311                           42 

50 


Sources:  Woo<is  &  Poole  Economics;  Investment  News. 
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itever  It  is  you're  looking  for  in  a  liotel,  find  it  at  Expedia.  From  the  everyday  to  the  out  of  this  world, 
3dia  offers  you  photos,  amenity  lists,  great  rates  and  more.  So  you  can  find  the  hotel  that's  right  for  you. 
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Don't  just  travel.  Travel  Right: 
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Climbing  the  ladder  of  success  takes  stamina,  know-how  and  a  little  luck.  We  have  investment  and  i  ui 

OppenheimerFunds,  Inc.,  one  of  the  country's  leading  asset  r  n< 
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nities  that  can  help.  Not  to  mention  the  investments  managed  by  our  affiliate 
uVe  ready  for  life's  ups  and  downs.  You  can't  predict.  You  can  prepare? 
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A  splay  of  low-slung  brick  buildings  and  orderly  foot- 
paths fills  up  150  peaceful  acres  along  the  Brandy- 
wine  River  in  Wilmington,  Del.  This  site  is  nick- 
named the  Ex  Station,  and  it  has  the  feel  of  a  string  of 
greenhouses,  which  is  fitting — a  century  of  American  innova- 
tion has  germinated  here.  The  Experimental  Station  was  set  up 
a  hundred  years  ago  by  a  gunpowder  maker,  E.L  du  Pont  de 
Nemours  &  Co.  Since  then  the  meandering  research  lab  has 
turned  out  an  arsenal  of  manmade  materials  that  have  defined 
or  annotated  American  life — the  Dacron  polyester  that 
shrouded  the  1970s  in  loud  leisure  suits,  the  painted-on  Lycra 
that  squeezed  the  figures  of  millions  of  women,  the  Mylar  that 
shielded  the  space  shuttle,  the  Kevlar  that  protected  cops. 
The  lab  thereby  turned  a  19th-century  company  into  a 
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DuPont  is  racing  to  propel  its  new  technology  out  of  the  labs.  Can  research 


restore  the  luster  to  the  chemical  giant-and  save  Chad  Holliday's  job? 


•■w.^ 
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DUPONT 


$25-billion-a-year  chemicals  empire. 

And  then  the  ideas  seemed  to  dry  up. 
The  last  time  the  Ex  Station  came  out 
with  a  new  household  name — Stainmas- 
ter  fabric  protection — was  in  1986.  The 
ensuing  years  were  marked  by  an  overem- 
phasis on  "new-and-improving"  its  old 
brands  and  stubborn  faith  in  an  also-ran 
drug  pipeline  as  DuPont's  managers 
made  big  deals — buying  an  oO  company 
in  1981,  a  seed  giant  in  1999.  The  malaise 
at  the  Ex  Station  was  reflected  in 
DuPont's  own  mediocrity.  Its  estimated 
2002  revenue  feU  2%;  earnings,  excluding 
one-time    gains,    were    $1.9    billion, 


amounted  to  a  6%  five-year  compound 
growth  rate. 

Only  25%  of  DuPont's  revenue 
comes  from  products  introduced  in  the 
past  five  years;  at  3M,  one-third  of  sales 
come  from  lines  introduced  in  the  past 
four  years.  It  is  commonplace  on  Wall 
Street  for  investors  to  care  only  about 
short-term  results,  not  investing  for  the 
future,  but  DuPont's  lackluster  shares 
belie  that  theory.  At  $44,  they  go  for  18 
times  expected  2003  net,  while  3M's 
shares  get  a  22  multiple. 

The  mix  of  mediocrity,  malaise  and 
investor  ambivalence  has  made  for  a  diffi- 


cult tenure  for  DuPont's  chief  executi%| 
Charles  O.  (Chad)  Holliday,  54,  a  coi  j 
pany  lifer  and  an  aw-shucks  nice  guy  wlj 
took  on  the  top  job  four  years  ago. 
number  of  institutional  investors  haii 
bailed  out  of  his  stock  in  the  past  t\: 
years.  He  was  pilloried  for  making  ' 
exorbitantly  priced  acquisition  of  a  se : 
company  that  led  to  a  $3  billion  writeci 
In  2001  DuPont's  biggest  union,  wi*] 
6,000  U.S.  employees,  called  for  l\ 
ouster.  If  things  don't  get  better  soon,  V 
unions  one  day  might  be  joined  by  insi 
tutional  investors.  j 

Undaunted,  Holliday  has  set  bd 


Minds  Over  Money 
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comes  to  R&D.  DuPont  ranks 
18th  among  all  U.S.  companiel 
in  research  spending,  trailing 
giants  such  as  IBM  and  Pfizer, 
but  it  outspends  bigger  rivals 
such  as  Dow  Chemical  and 
German  firm  BASF. 


R&O  spending  ($mii) 


$5,290 


$4,847 


Pfizer 


Innovations-in-Waiting 


int's  research  labs  have  been  or^dered  to  focus  on  the  75  moi  i 
«..iising  projects— the  big-swings-at-fewer-things  approach.  Tl  '• 
hottest  projects  are  fuel  cells,  new  types  of  display  screens  using  * 
carbon  nanotubes  and  the  versatile  new  fiber,  Sorona.  DuPont  ha 
produced  the  membranes  used  to  generate  energy  in  one  kind  of  :| 
fuel  cell  for  35  years  using  NASA  technology,  but  in  2001  it  leapec 
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.1  cell  technolo, 
10  to  27  While    j 
,'ork  on  automobile  fii 
ells  continues,  DuPo| 
as  begun  searchi  ~ 
ays  to  make  a  c( 
nail  enough  to  pi 
lobile  phone  for  i 


BASF 
Dow  Chemical 

Rohm  &  Haas 


The  new  corn-based  fiUBf^Bwna,  is  a 
easily  dyeable,  naturally  stretchy  cousi 
that  could  rival  nylon  or  Lycra. 
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)  If  s  really  hard  to  schedule  a  blockbuster  f 


als  for  2003:  sales  growth  of  6% — 
arply  reversing  last  year's  decline — and 
r-share  earnings  growth  of  10%.  Even 
lad  Holliday  forgives  his  many 
ubters.  "People  are  very  legitimately 
dng,  'Are  you  going  to  get  there?' "  says 
slliday.  "It's  really  hard  to  schedule  a 
ackbuster." 

Holliday  is  placing  his  hopes  on  a 
mal  of  invention  at  the  Ex  Station.  A 
■ge  part  of  his  optimism  stems  from  the 
Jiemy  under  way  in  a  cramped,  fabric- 
rewn  office  inhabited  by  an  enzyme 
ecialist  named  Charles  Nakamura.  The 
w-key  scientist  is  working  on  a  radical 


method  to  produce  a  versatile  new  syn- 
thetic fiber  called  Sorona,  a  cousin  to 
polyester.  Aimed  for  use  in  clothing,  car- 
pets and  car  interiors,  Sorona  could  rival 
the  multibillion-dollar  franchises  of 
Dacron  and  Lycra.  Most  fibers  are  based 
on  petroleum,  an  ingredient  with  envi- 
ronmental side  effects  and  volatile  price 
patterns.  Nakamura  works  to  create 
Sorona  from  a  brew  of  corn  and  a  geneti- 
cally engineered  version  of  a  common 
bacterium. 

Sorona  emerges  from  an  effort  by 
Holliday  to  marry  DuPont's  legacy  in 
chemistry  to  breakthroughs  in  bioscience. 


It  could  herald  a  new  generation  of  syn- 
thetics fashioned  from  biological  materi- 
als rather  than  from  oil-based  ingredi- 
ents. And  that  would  do  wonderfvil  things 
to  the  bottom  line  at  DuPont.  It  spends 
$4.6  billion  a  year  on  petroleum  and 
petrochemicals;  a  10%  decline  in  oil  costs 
would  add  16  cents  a  share  to  annual 
earnings.  DuPont  is  expected  to  earn 
$1.98  a  share  in  2002. 

With  a  looming  war  in  Iraq  threaten- 
ing to  destabilize  oU  prices  yet  again,  Hol- 
liday has  challenged  the  2,000  scientists 
and  engineers  at  the  Ex  Station  to  focus 
on  biological  materials  that  are  cheap, 


Chemical  Couture  AH 


DUPONT 

efficient,  biodegradable  and  as  accessible 
as  Iowa's  cornfields.  Holliday  vows  25% 
of  sales  will  come  from  renewable 
resources  by  2010,  up  from  14%  today. 

Along  with  the  new  biomaterials, 
DuPont  is  rushing  to  perfect  superthin 
video  displays,  polymer  circuitry  that 
could  supplant  silicon  and  miniature 
fuel  cells  for  cars;  that  last  effort  has 
sprung  from  a  35-year  project  in  the  lab. 
The  company's  fastest-growing  unit,  the 
electronics  business,  which  makes  the 
resins  that  chipmakers  use  to  etch  semi- 
conductors, is  spreading  into  the  auto- 
motive industry.  Holliday  wants  to 
boost  his  share  of  materials  that  go  into 
cell  phones  from  $1  per  phone  today  to 
$3  in  three  years.  He  also  plans  to  wrap 
all  these  businesses  with  a  layer  of  ser- 
vices revenue.  In  three  years  Holliday 
has  created  a  $100  million  consulting 
business — from  scratch — by  cashing 
in  on  DuPont's  reputation  for  factory 
safety;  its  rate  of  injuries  and  illnesses 
per  hour  worked  is  one-fifth  that  of  typ- 
ical manufacturers. 

As  DuPont  plants  new  seedlings  of 
growth,  it  has  cut  away  once-sacred  busi- 
nesses. In  2001  Holliday  sold  the  drug 
division  to  Bristol-Myers  Squibb  for  $7.8 
billion.  Later  this  year  DuPont  plans  to 
spin  off  its  hallmark  textile  fibers  busi- 
ness, home  to  nylon.  Lycra  and  Stainmas- 
ter,  with  $6.5  billion  in  annual  sales  (see 
box  at  right).  "We're  not  obsessed  with 
size,"  he  says.  "We've  been  reducing  our 
revenue  but  increasing  value." 

Yet  the  DuPont  chief  is  trying  to  puU 
all  of  this  off  without  a  big  increase  in 
spending  at  the  Ex  Station.  Instead  Holli- 
day is  spending  the  $  1 .6  billion  research 
budget  smarter,  overhauling  priorities  in 
the  past  18  months.  Hundreds  of  pet 
projects  have  been  killed,  even  the  three- 
year  struggle  to  genetically  engineer 
plants  to  produce  chemicals.  Most  of  the 
fi-eed-up  money  is  funneled  into  the  75 
most  promising  programs.  Funding  has 
more  than  doubled  for  fuel  cell  work 
and  flat-panel  displays. 

Anything  gee-whiz  must  be  accom- 
panied by  a  solid  marketing  plan. 
DuPont  still  tells  new  recruits  about 
Corfam,  the  failed  shoe  leather  that 
flamed  out  in  the  1960s  despite  a  huge 
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After  DuPont  scientist  Wallace  Carothers  invented  nylon  in  1930,  the  sturdy  j 
fiber  made  silk  an  expensive  anachronism  in  the  hosiery  business.  Eventu-  i 
ally  the  polymer  found  its  way  into  a  host  of  products,  including  carpets,  | 
tires,  cassette  tapes,  conveyor  belts,  hawsers  and  air  bags.  And  DuPont  is] 
still  the  world's  largest  producer. 

But  what  profit  is  there  in  being  the  world's  largest  producer  of  a  com- ; 
modity  that  is  the  subject  of  a  long-lasting  supply  glut?  Factories  are  run- 
ning at  just  three-quarters  of  capacity.  It  appears  that  none  of  the  big  sup- 
pliers—including Solutia,  BASF  and  Honeywell— is  doing  better  than  eking] 
out  a  tiny  profit  margin,  especially  in  apparel  fibers. 

The  worldwide  market,  at  $5.4  billion,  is  growing  5%  a  year,  but  i 

most  of  that  growth  comes  from  developing  Asia,  where  low-cost  \ 

producers  churn  out  nylon  for  car  floor  rugs  and  seats.  In  Japan  j 

producer  Teijin,  facing  a  domestic  market  growing  at  2%  a  year,] 

next  year  will  dissolve  a  nylon  joint  venture  with  DuPont  that] 

dates  back  to  1995.  "There's  not  a  lot  of  money] 

being  made  in  nylon  now,"  says  Ian  Julian  of) 

the  Houston  chemicals  consulting  firm  CMAI. 

The  best  market  is  still  the  automotive  in- 
dustry, where  enterprising  engineers  are  using 
nylon  resins  as  a  lighter  alternative  to  metal  in] 
the  air  intake  manifold  and  other  parts.  Sales 
to  the  car  industry— of  nylon  and  everythini 
else— make  up  20%  of  DuPont's  overall  sales,  so 
the  company  will  keep  its  nylon  resin  business 
when  it  spins  off  the  fiber  and  textile  division  this] 
year.  Textiles  are  a  quarter  of  DuPont's  sales  but  the 
slowest-growing  and  lowest-margin  (1%  last  year)] 
piece  of  the  company.  Having  discovered  nylon  andj 
having  watched  it  turn  into  a  commodity,  DuPont  nc 
longer  wants  to  supply  the  pantyhose  trade.  —C.R.S.] 


promotional  blitz.  Women  wanted 
breathable,  comfortable  shoes  that  would 
last  until  the  next  fashion  trend,  bul 
DuPont  gave  them  hot,  stiff  uppers  thai 
lasted  forever.  DuPont's  labs  also  wer( 
famously  blind  to  opportunities  devel- 
oped at  home,  like  the  gas  chromato- 
graph  and  a  host  of  DNA  sequencing  tech- 
niques now  in  wide  use;  DuPont  though' 
them  too  insignificant  to  market.  "I 

When  Holliday  became  chief  execu- 
tive  few  outside  the  company  had  evei 
heard  of  him.  The  burly  30-year  DuPont 
er,  an  industrial  engineer  by  training 
grew  up  in  Nashville  and  graduated  ir 
1970  from  the  University  of  Tennessee 
He  clocked  in  months  later  at  DuPont' 
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At  Lexus,  we  believe  that  luxury  should 
never  be  coniproniisccl  for  sportiness.  And 
vice  versa.  Which  is  why  the  Lexus  GS  is 
100%  of  both  of  the  above. 

While  making  the  Lexus 
GS  sleek  to  the  eye,  for  , 
instance,  we  also  made  it  \ 
sleek  to  the  wind.  Boasting 
a  drag  coefficient  of  just  0. 
the  Lexus  GS  doesn't  just  go  from  0  to  60 
quickly,  but  amazingly  quietly. 

Playing  a  vital  role  in  its  more-than-capable 
handling  is  a  four-wheel  independent  double- 
wishbone  suspension  system  that  delivers  an 


LUXURY  CAR? 

LET  YOUR 

SENSES 

BE  THE  JUDGE. 


.29, 


incredibly  smooth,  stable  ride  at  high  speeds. 
In  other  words,  you'll  find  yourself  charging 
aggressively  through  hairpin  turns,  while  in 
serene  tranquillity. 

Tlien,  of  course,  there's  the 
impeccably  styled  interior. 
As  G-forces  ease  you  back 
off  the  edge  of  your  seat, 
led  walnut  accents  appear 
around  you,  and  a  reassuring,  luxurious 
leather  trim  presses  against  your  back*  After 
all,  what's  the  point  in  power  if  you're  not 
comfortable  while  enjoying  it? 

So,  is  it  a  sports  car  or  luxury  car?  Well,  yes. 


)url 


Can  an  automobile  delight,  comfort,  fascinate  and  energize  you? 
Take  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 
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•Standard  on  GS  430,  available  on  GS  300.  ©2001  Lexus,  a  Division  of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds  you  to  wear  seatbelts.  secure  children  in  rear  seat, 
obey  all  speed  laws  and  drive  responsibly.  For  more  information,  call  800-USA-LEXUS  (800-872-5398). 
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Old  Hickory,  Tenn.  plastics  factory.  He 
spent  20  years  in  the  fibers  and  chemicals 
businesses  and  ran  the  Kevlar  and  fire- 
retardant  Nomex  brands.  Holliday  put  in 
7  years  more  in  Asia,  eventually  running 
the  region.  He  stLU  rises  at  4  every  morn- 
ing to  check  the  Asian  markets  before 
reaching  his  desk  at  6:30,  where  he  often 
answers  his  own  phone. 

His  headquarters,  in  downtown 
Wilmington  next  to  the  stately  Hotel 
DuPont,  are  close  to  the  mill  where  patri- 
arch Eleuthere  Irenee  du  Pont  started 
making  gunpowder  in  1802.  DuPont's 
heirs,  three  of  whom  sit  on  the  board, 
turned  the  company  into  a  chemicals 
business,  most  famously  with  automobOe 
paints.  Their  real  success  came  from  find- 
ing as  many  applications  as  possible  for 
every  new  molecule  they  created.  Nylon, 
discovered  in  1930,  became  part  of  panty- 
hose, tire  cord  and  carpets.  Lycra, 
invented  in  1958  and  woven  into  gym 
gear  and  clingy  skirts,  was  a  multibillion 


understand  why  people  criticize  it." 

In  pursuing  the  big  bio  payoff, 
DuPont  dusted  off  a  polymer  that  it  first 
worked  on  50  years  ago  at  the  Ex  Station. 
Sorona  had  always  held  high  promise  for 
its  naturally  stretchy  properties,  stain- 
resistance  and  dyeing  ease,  but  its  key 
ingredient,  1,3-propanediol,  was  oil- 
based,  and  nobody  had  ever  figured  out 
how  to  produce  it  economically.  In  1995 
researchers  at  the  Ex  lab  decided  to  let 
Mother  Nature  take  a  whack  at  it.  The 
plan  was  to  feed  corn  sugar,  or  glucose,  to 
genetically  modified  bacteria  that  would 
then  excrete  the  1,3-propanediol. 

Enzymologist  Nakamura  had  a  head 
start:  Because  Sorona  had  already  been 
designed,  he  knew  what  the  target  mole- 
cule looked  like.  But  he  had  few  clues  as  to 
how  to  tinker  with  the  bacterium's  genes 
so  that  its  enzymes  would  convert  glucose 
to  the  cloudy,  apple-cider-colored  1,3- 
propanediol.  He  enlisted  Genencor,  a 
biotech  firm  in  Palo  Alto,  Calif.,  to  help 


run  $1,500  per  ton.  DuPont,  backed  h 
$38  million  Department  of  Energy  gr; 
is  teaming  up  with  San  Diego  enzy 
house  Diversa  to  try  using  corn  stall 
instead  of  just  the  pricier  kernel,  whi 
could  cut  the  raw  material  cost  in  half, 
$35  per  ton.  "We  believe  we  can  grow 
be  in  the  company  of  nylon  and  pel 
ester,"  says  Nakamura. 

Competitors  of  Sorona,  however,  ari 
emerging  quickly.  Royal  Dutch/Shell  is 
working  on  a  similar  fiber  and  is  expected 
to  start  production  this  year. 

DuPont  also  is  flinging  itself  into  dis- 
plays for  cell  phones  and  monitors,  in  a 
bid  to  crack  the  $30  billion  flat-pane 
market.  Down  the  street  from  Naka- 
mura's  lab  on  the  Ex  Station,  scientists 
David  Roach  and  Lap-Tak  Cheng  have 
spent  three  years  working  on  field  emis 
sion  displays,  which  at  2  inches  would  be 
half  as  thick  as  today's  plasma  televisions. 
Their  design  is  a  constellation  of  elec- 
tron-emitting carbon  nanotubes,  each 


)  By  2010  Holliday  wants  25%  of  sales  to  come 

from  renewable  resources,  up  from  14%  today  < — 


seller  by  the  1990s. 

Where  DuPont  went  wrong  was  in 
ventures  outside  synthetics.  In  1981  the 
company  bought  Conoco  as  oil  prices 
spiked  to  $30  a  barrel.  By  the  time  DuPont 
spun  it  off  in  1999,  oil  had  slid  into  the 
teens.  The  poorly  timed  deal — oil  is  now 
at  $32 — drew  sneers.  DuPont's  drug  busi- 
ness never  popped,  with  only  two  win- 
ners, the  blood  thinner  Coumadin  and 
Sustiva,  an  AIDS  drug. 

When  Holliday  took  over  in  1998,  he 
set  out  to  return  DuPont  to  its  roots: 
"We're  a  science  company,  we  always  have 
been."  In  1999,  amid  much  hype  over 
crop  biotech,  he  spent  $7.6  billion,  or  four 
times  sales,  to  buy  the  outstanding  80% 
stake  in  a  seed  company  already  20% 
owned  by  DuPont:  Pioneer  Hi-Bred 
International.  Holliday  insists  his  much- 
derided  purchase  was  necessary  for  his 
push  into  bio-based  products.  He  con- 
cedes it  didn't  make  the  most  objective 
sense,  given  the  later  writeoff:  "I  sure 
wouldn't  take  that  decision  back,  but  I 


splice  in  gene  snippets  from  various  bac- 
teria into  a  docile  version  of  the 
Escherichia  coli  bug,  famous  for  upset 
stomachs.  The  genetic  recipe  worked,  but 
yields  were  too  low,  only  80  grams  per  liter 
of  glucose.  Nakamura  figured  that  replac- 
ing one  of  the  enzymes  in  the  complicated 
metabolic  pathway  would  turbocharge 
production  of  1,3-propanediol.  A  break- 
through came  in  1999,  surprising  Naka- 
mura himself  He  removed  the  gene  that 
coded  for  the  underperforming  enzyme 
and  planned  to  substitute  a  different  gene. 
But  before  doing  that,  he  ran  a  test  run 
using  the  undoctored  E.  coli  gene.  Eureka! 
The  normal  E.  coli  gene  worked  with  its 
designer  neighbors  to  nearly  double  pro- 
duction to  140  grams  of  the  elusive 
1,3-propanediol. 

DuPont  can  now  produce  51  pounds 
of  Sorona  for  every  100  pounds  of  glu- 
cose. The  goal  is  to  begin  commercial 
production  in  two  years.  DuPont  is  mum 
on  how  profitable  Sorona  might  be,  but  it 
plans  to  undercut  polyester,  which  can 


one  the  thickness  of  a  double  helix  o 
DNA,  all  of  which  sit  on  top  of  micro 
scopic  pixels  that  can  be  switched  on  an< 
off^  to  create  a  moving  picture.  The  tubes 
nestled  in  the  millimeter  of  vacuun 
between  glass  planes,  yield  a  brighter  pic 
ture  at  lower  power  than  plasma.  Th 
displays  are  expected  to  go  on  sale  ii 
2005,  costing  $1,500  to  $2,000  for  a  40 
inch  screen. 

"Either  we're  going  to  be  successflil  i 
the  next  two  years,  or  we'll  do  somethin 
else,"  says  Roach.  In  a  joint  venture  wit 
Princeton-based  research  firm  Sarnof 
DuPont  is  looking  for  a  way  to  print  ela 
tronics  onto  plastic  instead  of  the  moi 
expensive  silicon.  "We're  effectively  mal 
ing  displays  the  way  people  make  new; 
papers,"  says  Arthur  Firester,  senior  pre 
gram  director  at  Sarnoff. 

Chad  Holliday  may  get  the  blocl 
buster  he  needs  to  save  the  compan 
He  may  not.  But  he  has  to  try.  There 
no  future  in  making  yesterday 
textile  fibers. 
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Heinekeaalready  faced^^^ 
taxes  in  Rwanda.  It  has  resolve 
and_eJsewheremAfncaiiaLta^^^^^^^^ 
land  another  devastating  bla^ 
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^^  REWING  BEER  IN  RWANDA,  DEEP  IN 
^^m  Africa,  is  a  vat  of  trouble.  Heineken 
j^Mdoes  so  because,  along  with  a 
P^F  handful  of  nearby  countries, 
vanda  is  a  market  with  near-monopoly 
argins.  The  region  adds  meaningfully  to 
b  earnings  of  the  world's  number  three 
ermaker.  But  there  have  been  the  mas- 
:res  and  the  epidemic. 
Nine  years  ago  Rwanda  was  torn  apart 
bloody  genocide  in  which  an  estimated 
iTiillion  people  died  when  ethnic  Hutus 
liUghtered  their  fellow  countrymen,  the 


Clockwise,  from  left:  a  billboard  warning  of 
AIDS;  the  Heineken  brewery;  Dr.  Gerard 
Ngendahimana,  Heineken's  chief  medical 
officer,  consulting  with  an  employee.  (Our 
photographer  was  not  given  access  to  any 
known  HIV  patients,  and  none  is  depicted 
in  any  photos  illustrating  this  article.) 

Tutsis.  More.than  half  of  the  Heineken 
brewery  staff  were  either  killed  or  fled  the 
country.  Only  one  senior  executive,  the  per- 
sonnel director,  returned  to  work  after  the 
massacre.  Rebuilding  the  staff  took  three 
years  and  cost  the  company  $1.5  million 
for  recruitment  and  training. 

That  experience  underlies  what  has 
been  Heineken's  extraordinary  response 
to  the  second  great  regional  disaster,  the 
epidemic  of  HIV/AIDS.  The  $9  billion 
(sales)  Dutch  giant  has  guaranteed  anti- 
retroviral  drug  coverage  not  only  to  its 
staff  of  6,000  in  Africa  but  also  to  their 
immediate  dependents. 

Heineken  is  at  the  leading  edge  of  an 
effort  by  multinationals,  often  undertaken 
grudgingly,  to  forestall  a  vvdpeout  of  Africa's 
labor  force.  This  is  a  corporate  complement 
to  the  lowering  of  drug  prices  that  the 
pharmaceutical  industry  was  pushed  into 
two  years  ago. 


Over  the  past  year  Heineken  has  been 
treating  employees  in  Rwanda  and  neigh- 
boring Burundi,  where  one  in  eight  people 
is  infected  with  HIV.  The  company  is  rolling 
out  the  program  in  four  other  countries — 
the  two  Congos,  Nigeria  and  Ghana.  Coun- 
tries with  rickety  hospitals  and  laborato- 
ries— Sierra  Leone  and  Chad — or  where 
Heineken  has  only  a  minority  stake  in  brew- 
eries— Angola  and  Morocco — will  be  last. 
Just  a  few  years  ago  it  would 
have  been  unthinkable  for 
S  Heineken  to  try  to  fight  AIDS 
■^^  ^  in  the  workplace.  But 
with  the  price  of  anti- 
retrovirals    discounted 
90%  to  $800  per  patient  per 
year  (generics  cost  as  little  as 
$300  a  year),  it  became  man- 
ageable. In  all,  Heineken — 
which  had  net  profits  of  $1.2  bil- 
lion in  is  latest  fiscal  year — expects  to  spend 
$2  million  a  year  treating  workers  in  Africa. 

Bralirwa,  the  beermaker's  local  sub- 
sidiary, has  long  offered  clinics  for  its  em- 
ployees and  their  families,  most  of  whom 
want  treatment  for  malaria,  respiratory  dis- 
orders and  other  problems,  or  regular  med- 
ical checkups. 

The  clinic  in  the  town  of  Kigali,  run  by 
Dr.  Gerard  Ngendahimana,  is  well  suited  to 
the  antiretroviral  effort.  But  success,  even  in 
a  program  as  dearly  needed  as  this  one,  can 
be  halting.  When  Bralirwa  announced  the 
AIDS  policy  in  late  200 1 ,  it  was  in  the  throes 
of  massive  dov«isizing.  A  tax  on  alcohol  im- 
posed in  1999 — fiscal  rigor  demanded  by 
the  International  Monetary  Fund — had 
slashed  sales,  forcing  the  brewery  to  lay  off 
40%  of  its  work  force  over  two  years. 
Bralirwa's  staff  feared  that  the  new  AIDS  pol- 
icy was  a  ploy  to  weed  out  sick  workers,  even 
though  the  test  results  are  kept  confidential. 

"We  thought:  'This  is  too  good  to  be 
true;  where's  the  catch?' "  says  Tharcisse 
Kayiranga,  Bralirwa's  workers'  representa- 
tive, of  the  company's  AIDS  policy. 

There  was  no  catch — ^just  rational  self- 
interest.  If  Heineken  wants  to  keep  brewing 
profits  in  Rwanda,  it  must  keep  key  people 
aUve  and  healthy.  And  if  the  company  offers 
AIDS  drugs  to  executives,  it  can't  leave  out 
cleaners  and  machine  operators. 

To  undertake  a  clinical  effort  is  not  nec- 
essarily to  achieve  it,  however.  To  date,  only 


FORBES"   February  3,  2003      65 


RATiONAL  SELF-INTEREST 


30%  of  the  work  force  in  Rwanda  has  taken 
an  AIDS  test.  The  2 1  workers  and  ten  de- 
pendents who  are  on  antiretroviral  ther- 
apy go  to  great  lengths  to  hide  it  from  their 
colleagues  and  supervisors.  Sick  workers 
often  ask  nurses  to  leave  their  monthly 
stock  of  AIDS  drugs  and  powdered  milk 
(for  HIV-positive  nursing  mothers)  in  their 
cars  so  as  not  to  raise  suspicion  in  those 
who  see  them  leaving  the  doctor's  office. 
Some  employees  won't  set  foot  in  the  brew- 
ery's medical  center;  they  ask  the  company 
physician  to  meet  them  in  bars  to  give 
counseling.  Others  ask  nurses  to  come  to 


hiccups.  If  a  stand-in  worker  on  a  bottling 
Une  can't  s\viftly  fix  a  technical  gHtch,  pro- 
duction drops  fi^om  20,000  bottles  an  hour 
to  15,000,  and  beer  sits  longer  in  the  tanks. 

Heineken  also  wants  to  protect  its  local 
managers.  "If  we  don't  do  anything  and 
say,  'Okay,  let  nature  take  its  toll,'  then 
within  seven  years  20%  of  your  senior 
management  (in  Africa)  is  gone,"  says 
Hans  van  Mameren,  regional  director  for 
Africa  and  the  Middle  East  and  head  of  the 
company's  AIDS  effort. 

Before  the  tax  troubles,  Rwanda  was 
good  territory  for  Heineken,  one  of  ten 


Hans  van  Mameren,  Heineken' 

3  regional  boss,  and  three  employees  in  the  Gisenyi  brewery. 
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^^^^^       "Uur  real  contributmn 
l^^BW     ||  is  showing  other^^^ 
-                      businesses  and    .  . 

their  homes  to  draw  blood  for  an  HIV  test. 

Says  a  worker  with  AIDS  who  won't  be 
named:  "I  am  not  afraid  of  losing  my  job; 
I  am  afraid  of  losing  my  dignity."  Six  work- 
ers who  were  on  the  brink  of  death  are  now 
back  working  fiill  time,  thanks  to  the  drug 
program. 

In  the  lakeside  town  of  Gisenyi,  sur- 
rounded by  banana  plantations,  Heineken 
employs  about  600  workers.  The  company 
lost  ten  people  a  year  on  average  (including 
workers'  spouses  and  children)  in  AIDS-re- 
lated  deaths  before  it  offered  treatment.  In 
2002  only  one  person,  who  refused  treat- 
ment, died. 

AIDS  won't  wipe  out  Bralirwa's  staff  as 
the  genocide  nearly  did.  But  a  dearth  of 
skilled  labor  in  developing  countries  (in 
Rwanda,  half  the  population  is  illiterate) 
means  that  when  a  maintenance  inspector 
or  a  machine  operator  is  out,  the  factory 


governments  that 
a  lot  of  people  can 
be  treated  in  an 
affordable  way." 

African  countries  that  account  for  15%  of 
net  earnings.  The  average  margins  on  its 
20  African  brands  are  30%  to  40%  higher 
than  on  its  European  brands.  Sometimes, 
as  in  Rwanda,  Heineken  NTrtually  owns  the 
market,  and  it's  one  that  is  still  in  its  in- 
fancy. Annual  per  capita  beer  consumption 
in  Europe  is  from  11  to  18  gallons,  but 
most  Africans  can  afford  only  from  1  to  2 
gallons  a  year.  "We  have  a  huge  beer  mar- 
ket ahead  of  us,"  says  Van  Mameren. 

Paying  for  the  drugs  is  the  easy  part  for 
Heineken.  Everything  else  has  been  a  strug- 
gle. Problems  include  bringing  drugs  into 


Nigeria — the  government  imposes  209 
import  duties  on  all  medication — and  per 
^suading  airlines  to  carry  HlV-infectei 
blood  from  countries  like  Sierra  Leonf 
where  there  are  no  labs  equipped  to  carr 
out  AIDS  tests.  (Some  airhnes  refused.) 

Van  Mameren  uses  PharmAccess, 
nonprofit  group  set  up  by  leading  scien 
tists,  to  carry  out  the  program.  Pharm 
Access  trains  local  doctors  to  administe 
the  regimen  of  drug  cocktails.  The  Dutc 
Ministry  of  Development  kicked  in  $1  mil 
Hon  to  help  PharmAccess  get  started. 

Heineken  has  put  out  an  eight-pag 
corporate  HIV/ AIDS  policy  booklet,  but  ii 
medical  staff  still  has  to  make  up  rules  as 
goes  along.  Many  questions  remain  unar 
swered.  Is  a  17-year-old  with  a  job  a  d< 
pendent?  How  about  a  25-year-old  sti 
dent?  Who  is  considered  a  spouse?  In  sue 
countries  as  Nigeria  and  Congo,  it  is  legal  t 
have  up  to  four  wives.  Will  Heineken  pay  1 
treat  extended  families?  How  do  you  pn 
vent  employees  from  reselling  drugs  th 
cost  as  much  as  their  monthly  salaries? 

One  pressing  issue  in  Rwanda,  whe 
the  company  continues  to  lay  off  workei 
is  what  to  do  with  such  former  employee 
Any  infected  with  AIDS  are  treated  for  lil 
even  after  they  are  let  go.  Yet  former  en 
ployees  who  are  not  HIV-positive  and  con 
down  with  malaria  or  the  flu  are  not  sui 
posed  to  get  health  care  benefits.  Nurs 
have  made  exceptions  and  have  given  f 
or  malaria  piUs  to  workers  who  were  la 
off:  How  do  you  justify  treating  AIDS  p 
tients  with  expensive  cfrugs  and  denyi] 
cheap  flu  medication  for  others? 

On  paper,  Heineken  requires  emplo 
ees  to  make  a  token  contribution  ($1C 
month  for  management,  $5  a  month  f 
other  employees)  toward  treatment, 
order  to  motivate  AIDS  patients  to  stick 
their  drug  regimen. 

But  because  of  the  resistance  to  testii 
Matthieu  Valens,  Heineken 's  managing  < 
rector  in  Rwanda,  says  he'll  accept  just 
employee's  signature  on  a  consent  form 
a  commitment. 

But  that's  not  good  enough  for  V 
Mameren.  He's  adamant  that  people  v 
make  the  most  of  treatment  only  if  th 
have  to  pay  for  it,  even  if  the  payment 
minimal.  "We  can't  give  drugs  away  I 
free,  or  we  become  an  NGO." 
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FOR  YEARS  PREM  WATSA  WAS  A  NAME  WHISPERED  IN  AV  i 

The  refusal  of  the  chief  executive  of  Fairfax  Financial  to  talk  to 
vestors,  even  utter  a  sentence  to  a  reporter,  only  deepened 
mystique  around  him.  In  1985  he  had,  at  the  age  of  35,  tai 
control  of  an  insurance  company  in  Toronto,  and  over  the  n 
13  years  he  made  its  share  price  climb  188-fold. 

And  then,  in  1999,  the  music  stopped.  That's  when  he  bou 
TIG  Holdings,  a  New  York  firm  that  s 
ceeded  to  the  property/casualty  busir 
of  Transamerica  of  San  Francisco.  You  < 
make  a  ton  of  money  in  casualty  insurai 
but  you  can  lose  it  just  as  quickly,  if  ] 
underestimate  exposure  on  long-tailed  liabilities  for  something 
workers'  compensation.  TIG  has  had  its  share  of  claims,  and  W; 
has  been  adding  to  reserves  ever  since  he  bought  the  company 
December  he  announced  he  was  shutting  down  much  of  that  bi 
ness  and  boosting  reserves  one  more  time  to  "put  it  behind  us. 
Are  Watsa's  problems  behind  him?  Investors  don't  think 
Shares  of  Toronto-based  Fairfax  dropped  10%  the  day  after  his 
nouncement.  They  have  been  falling  ever  since. 

There's  plenty  of  reason  for  pessimism.  Start  with  Fairfi 
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.7  billion  in  assets.  (All  numbers  have  been  translated  into 
dollars  at  historical  rates.)  A  fifth  of  this  total  consists  of 
ley  owed  to  it  by  other  insurers.  This  $4.3  billion  reinsurance 
t  is  backed  by  no  collateral,  and  6%  is  due  from  reinsurers 
sidered  junk  credits  by  rating  agencies.  Trouble  collecting  on 
reinsurance  could  damage  Fairfax's  $2.3  billion  book  value. 
.-\nother  asset  is  the  $  1  billion  value  of  future  tax  savings  mostly 
n  Fairfax's  loss  carryfonvards.  Much  of  this  isn't  worth  any- 
g  unless  Fairfax  starts  showing  profits  on  its  tax  returns. 
W'dtsa  seems  to  be  scrambling  for  cash.  He  has  debt  coming 
this  year  at  his  holding  company  but  not  enough  cash  to  pay  it 
without  drawing  dividends  fi-om  his  insurance  subsidiaries, 
:hed  warily  now  by  regulators.  VVatsa  says  he's  "comfortable"  he 
collect  fi-om  reinsurers,  and  he  denies  he  has  liquidity  trouble. 
he  must  confront  the  fact  that  Wall  Street  is  uneasy— Fairfax 
■es  trade  at  S75,  half  of  book.  Speaking  to  a  reporter  for  the  first 
e  in  his  career,  he  laments:  "We're  worth  more  dead  than  alive." 
For  most  of  his  career,  Watsa  was  a  charmed  investor.  After  a 
t  as  a  money  manager  at  a  brokerage  firm,  he  went  out  on  his 
1.  His  starter  outfit  was  a  nearly  bankrupt  Canadian  insurer  of 
Jeers  called  Markel,  and  he  got  control  a  few  months  before  its 
;est  rival  collapsed.  ("Totally  lucky,"  he  says.)  He  kept  buying 
irers,  usually  desperate  ones  available  for  less  than  book  value, 
by  1998  was  taking  in  $977  million  a  year  in  net  premiums 
al  premiums  minus  the  amount  spent  on  reinsurance).  Like 
Ten  Buffett,  he  invested  reserves  with  a  flair.  He  sold  half  his 
:ks  before  the  1987  crash — "Luck  again" — then  bet  against  the 
kei  before  the  Japanese  miirket  crashed.  A  decade  later  he  bought 


trouble  at  the  parent  by  selling  $157  million  of  its  shares  below 
book,  the  first  time  he  had  ever  suffered  that  humiliation  with  his 
own  stock,  and  with  plans,  since  aborted,  to  take  Crum  &  Forster 
public.  But  Fairfax  was  able  to  announce,  thanks  to  the  big  bond 
bet,  its  largest  profit  ever  in  the  third  quarter. 

Then  came  his  December  announcement  to  finally  kill  off  the 
TIG  worries  by  discontinuing  most  of  TIG's  new  business.  After  set- 
ting aside  sufiEcient  cash  to  pay  ftiture  claims  on  old  policies,  Watsa 
will  have  the  right  to  extract  from  TIG  its  $793  million  stock  port- 
folio and  deliver  that  to  the  parent  in  Toronto  a  year  from  now. 

But  now  Watsa  has  upped  reserves  a  third  time  in  as  many 
years,  with  only  $245  million  of  Swiss  Re  protection  left.  The 
question  raised  by  Fairfax  bears:  Could  this  drop-by-drop  re- 
serve-boosting be  Watsa's  way  of  buying  time  before  the  true  ex- 
tent of  tig's  underreserving  comes  out?  Watsa's  grab  for  TIG's  eq- 
uity investments  also  doesn't  do  much  for  his  assertion  that 
Fairfax  has  no  problem  paying  its  bills.  He  has  to  pay  $450  mil- 
lion of  debt  and  interest  by  year-end.  Cash  at  the  parent  stood  at 
$356  million  in  the  third  quarter.  So  Watsa  will  have  to  refinance 
debt  or  rely  on  dividends  from  insurance  subsidiaries. 

U.S.  regulators  are  keeping  Watsa  on  a  short  leash.  But  they 
can't  stop  Watsa  from  pulling  money  out  of  three  Fairfax-owned 
offshore  firms  that  reinsure  his  North  American  subsidiaries.  At  the 
end  of  200 1  one  of  the  three,  Dublin-based  ORG  Re,  reported  book 
value  of  $2  billion.  That  is  half  Fairfax's  total  capital,  yet  ORG  mer- 
ited just  a  few  lines  in  the  parent's  107-page  annual  report. 

How  is  org's  money  invested?  Fairfax  shareholders  are  not  told. 
Watsa  says  he  uses  the  offshore  firms  for  "investment  flexibility,"  and 


Prem  Watsa  built  an  insurance  giant  by  buying  up 

companies  trading  at  discounts  to  book  value.  Now  his 
own  is  trading  at  an  embarrassing  discount,  by  Bernard  condon 


s  against  the  S&P  500  before  that  index  fell  in  2000.  Recentiy  he 
k  a  flier  on  long  bonds.  Underwater  three  years  ago  by  $826  mil- 
1,  the  bonds  moved  into  the  black  to  $398  million  by  Sept.  30. 

"Markets  are  very  inefficient,"  Watsa  quips. 

In  buying  TIG — and,  in  1998,  Crum  &  Forster,  a  property/ca- 
Ity  Insurer  formerly  part  of  Xerox — ^Watsa  bit  off  a  huge  piece  of 
,  enough  to  quadruple  his  premium  revenue.  The  problem  was 
t  both  companies  sold  insur;ince  through  independent  agents  fe- 
ed more  on  commissions  than  on  underwriting  risks.  Watsa  fig- 
d  he  was  buying  cheap:  a  combined  $1.5  billion,  three-quarters 
book.  He  also  bought  $1  billion  of  protection  from  Swiss  Re 
linst  unexpected  losses  and  uncoUectable  receivables.  Fairfax 
ck  rose  to  a  peak  of  $420  after  die  last  deal  closed  in  April  1999. 

Then  all  hell  broke  loose.  Watsa  had  to  boost  reserves  and 
w  through  half  of  die  Swiss  Re  safety  cushion  over  the  next 
3  years.  In  2001  he  increased  reserves  by  $600  million,  promis- 

shareholders  that  this  "clearly  put  the  past  behind  us." 

P/C  prices  turned  up  last  year  and  Watsa  set  his  salesmen 
•se.  Markel  increased  net  premiums  60%  in  nine  months.  Vol- 
le  at  Crum  &  Forster,  which  by  September  seemed  to  have 
Tied  around,  was  up  13%.  Watsa  had  raised  suspicions  of  cash 


that  dividends  from  them  are  from  profits  built  over  years,  not  from 
reinsurance  premiums  recendy  sent  offshore  from  North  America. 
He  expects  regulators  to  allow  him  a  "similar"  amount  of  dividends 
from  all  insurance  subsidiaries  as  they  did  last  year — $147  million. 

But  things  could  get  dicey  fast.  Before  allowing  reinsurance 
premiums  to  be  sent  from  the  U.S.  to  the  offshore  subsidiaries, 
regulations  require  Watsa  to  place  an  undisclosed  amount  of  se- 
curities and  $286  million  in  letters  of  credit  at  his  U.S.  insurers. 
He  has  backed  the  letters,  in  turn,  with  bank  lines  of  credit  at  the 
parent.  But  these  come  up  for  renegotiation  each  year.  If  he  isn't 
successful  in  renewing  them,  he'U  have  a  hard  time  keeping  divi- 
dends flowing  from  overseas  subsidiaries  to  the  parent. 

Watsa  says  he  has  "lots  of  choices"  to  raise  cash  should  his 
banks  not  renew  his  lines.  He  could,  for  instance,  try  once  again  to 
take  Crum  &  Forster  public,  raising  cash  for  Fafrfax.  He  could  also 
gamble  again  on  a  stock  index  option  and  hope  to  win  big.  But  he's 
playing  close  to  the  edge  here.  Which  explains  why  he  needs  reg- 
ulators to  release  that  TIG  stock  portfolio  to  Fairfax  in  a  year. 

This  man  of  mystique  may  yet  surprise  us  all,  but  the  market 
is  worried.  Fairfax's  7.75%  bonds  due  2037  recently  traded  hands 
at  50  cents  on  the  doUar.  F 
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EORGE  WIEDEMANN  IS  IN  THE  HOT  SEAT  THE  58-YEAR- 
old  chief  executive  of  Idine  Rewards  Network  is  sit- 
ting on  top  of  a  restaurant  marketing  company  with 
ever-improving  results.  But  Wiedemann,  who  founded 
the  direct  marketing  unit  of  Grey  Global  Group  and 
until  a  few  months  ago  was  running  Responsys,  a  Silicon  Valley 
online  marketing  firm,  does  the  bidding  of  one  of  America's 
most  implacable  bosses:  Chicago  billionaire  Samuel  Zell.  "I 
would  call  working  with  Sam  'intense,'"  says  Wiedemann. 

Just  ask  Wiedemann's  predecessor.  Gene  M.  Henderson.  A 
onetime  direct-marketing  executive  at  American  Express,  Hen- 
derson reshaped  Idine  from  a  moneylosing  subprime  lender  to 
restaurants  into  an  outfit  that  makes  good  money  promoting 
discount  offers  from  restaurants.  There  are  currently  12.5  mil- 
lion members,  who  either  pay  $49  a  year  to  get  a  20%  discount 
when  they  eat  at  one  of  the  9,300  restaurants  that  have  signed  up 
with  Idine  or  join  for  free  and  get  ten  airline  miles  for  each  dol- 
lar they  spend.  That  formula  earned  Idine  an  estimated  $18.7 
million  on  revenue  of  $285  million  last  year  (gains  of  467%  and 
45%,  respectively,  from  2001).  During  his  four-year  tenure  Hen- 
derson lifted  the  company's  market  cap  fourfold  to  $200  million. 

In  September  Zell,  who  owns  18%  of 
Idine  and  had  become  chairman  a  week 
earlier,  pulled  Henderson  into  a  confer- 
ence room  at  Miami  International  Air- 
port and  canned  him.  What  did  Hender- 
son do  wrong?  For  one  thing,  he  had 
favored  a  public  stock  offering  last  sum- 
mer to  raise  additional  capital,  while  Zell 
wanted — and  got  the  board  to  agree  to — 
a  private  offering.  It's  not  a  good  idea  to 
cross  Sam  Zell. 


Running  a  restaurant 
marketing  business- 
even  a  stunningly 
successful  one— can 
be  mighty  tough  fare. 


BY  NATHAN  VARDI 


of  revenue  to  those  that  went  bust  before  members  could  e 
their  way  through  the  loan  on  the  cappuccino  machine. 

The  weakness  was  on  the  consumer  side.  Chasen  ws 
spending  as  much  as  $90  apiece  to  acquire  new  membei 
Many  of  them  apparently  felt  embarrassed  about  waving  a  di 
count  card  in  front  of  waiters  and  dining  companions.  Tram 
media's  competition  was  something  called  Dining  a  la  Caii 
offered  by  a  direct  marketing  unit  of  Montgomery  Ward.  Th 
company  had  a  much  better  system,  in  which  diners  used  the 
usual  Visa,  AmEx  or  some  other  charge  card,  though  the  di 
counts  showed  up  by  check  courtesy  USPS.  Transmedia  sai 
badly  into  the  red,  and  its  stock  collapsed  from  $15  in  1994' 
$2  in  1998. 

Zell,  a  real  estate  genius  who  dabbles  in  restaurants,  came 
as  rescuer.  Over  time  he  invested  $20.6  million  and  got  share 
options  and  an  lOU  bearing  a  junk-loan-level  12.25%  coupo 
Chasen  stepped  aside  and  Wiedemann,  a  ZeU-backed  board  a 
pointee,  recommended  Henderson  to  run  the  business. 

With  Montgomery  Ward  in  bankruptcy,  Henderson  was  at 
to  buy  Dining  a  la  Card  for  $35  miUion  in  cash  and  $6  million 
stock.  He  yanked  5,000  Transmedia  processing  machines  out 
restaurants  and  combined  Dining's  class; 
front-end  product  with  Transmedia's  sup 
rior  back-office  system  that  credited  savin 
on  monthly  charge-card  accounts.  1 
changed  the  name  of  the  company  to  ei 
phasize  dining  rather  than  media  buys.  1 
started  buying  airline  miles  from  the  rr 
jors,  using  them  as  currency  for  diners  w 
find  miles  more  tempting  than  discoun 
Idine  now  spends  something  less  than  $ 
million  acquiring  2  billion  miles  a  year. 


No  Free  Luncli 


Idine  was  the  creation  of  one  Melvin  Chasen,  74,  who 
launched  the  company  in  1984  under  the  name  Transmedia 
Network.  Chasen's  barter  idea:  Buy  discounted  magazine  and 
newspaper  ad  pages  in  bulk  and  trade  them  to  restaurants  for 
dining  credits,  which  would  then  be  sold  to  diners  for  cash.  In 
time,  restaurant  equipment  loans  took  the  place  of  the  print 
ads.  For  every  dollar  Transmedia  lent,  it  would  be  repaid  with 
two  dollars  of  dining  credits,  which  would,  in  turn,  be  sold  to 
consumers  for  $1.60.  On  the  credit  side  Chasen  was  doing  pretty 
well.  By  carefully  choosing  restaurants,  he  was  losing  only  3.5% 


Henderson  cut  the  cost  of  acquiring  members  to  less  than 
apiece  by  attracting  them  in  bulk  instead  of  one  at  a  time, 
struck  deals  with  companies  like  Bristol-Myers  Squibb  and  > 
vartis,  offering  20%  discounts  on  meals  for  traveling  employe 
and  with  Upromise,  allowing  members  of  the  college-savii 
program  to  earn  tuition  money  by  dining  at  Idine-affilial 
restaurants.  He  also  started  a  Web  site  that  enabled  customer; 
register  their  credit  cards  and  find  restaurants  that  offered  c 
counts.  Restaurants  that  didn't  need  financing  but  wanted 
fill  tables  on,  say,  Monday  night,  could  advertise  20%  discou 
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yon  that  night  (and  not  others).  In  this  instance,  for  every 
lar  on  the  tab,  the  restaurant  gets  70  cents;  Idine  collects  30 
Its,  from  which  it  pays  the  diner  20  cents. 
Wiedemann  has  big  expansion  plans.  He  will  soon  offer 
mbers  15%  discounts  at  300  hotels  and  is  talking  to  owners 
golf  courses  and  sports  teams  about  schemes  "for  luring  in 
;tomers  on  slack  days. 

Zell  is  dining  out  on  this  formula.  His  loan  morphed  into 
■ferred,  and  then  he  handed  most  of  that  in  for  cash.  So  far  he 
;  taken  out  $26  million,  including  interest,  while  retaining  an 


equity  stake  worth  $45  million.  There's  more  to  be  made  if 
Wiedemann  can  keep  up  Henderson's  record.  R.L.  Renck  &  Co., 
a  New  York  money  management  firm  that  holds  2.1%  of  Idine 
for  its  clients,  says  the  stock  is  underpriced  at  a  recent  $10.67,  or 
13  times  last  year's  estimated  net. 

Wiedemann  is  a  more  astute  politician  than  his  predeces- 
sor. He  talks  with  Zell  twice  a  week;  this  spring  Idine  will  move 
its  headquarters  from  Miami  to  a  building  in  downtown 
Chicago,  three  floors  above  Zell's  own  office.  Says  Wiedemann: 
"He  will  be  able  to  walk  in  my  office  whenever  he  wants."      F 
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Recrafting. 

The  return 

on  a  great 

investment. 

Return  your  worn  Allen-Edmonds 
shoes  to  their  original  beauty  with 
Allen-Edmonds  Recrafting".  We  use 
the  same  techniques  when  Recrafting 
your  shoes  that  we  used  in  their 
original  construction.  Just  mail  us  your 
worn  Allen-Edmonds  in  a  postage-paid 
RecraftPak'".  For  more  information 
or  your  free  RecraftPak.  visit  your 
nearest  dealer  or  call  1-877-495-5564. 

Men 
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Marketing 


The  family  behind  the 
lint  roller  sheds  part  of  its 
past  to  help  its  products 
stick  with  consumers. 

BY  JOANNE  GORDON 

Brushing 

NICHOLAS  MCKAY  JR.  GREW  UP  HEARING  THE  LEGEND  OF  HELMAC'S  FOUNl 
ing:  One  evening  in  1955  his  parents  were  preparing  to  chaperone  a  hij 
school  dance.  In  an  impromptu  effort  to  get  lint  off  his  black  suit,  Nichol 
McKay  Sr.  wrapped  masking  tape  around  a  cardboard  toilet  paper  roll  ar 
stuck  that  on  a  mangled  wire  hanger.  In  so  doing,  the  electrical  enginei 
fashioned  what  is  believed  to  be  the  world's  first  lint  roller.  Soon  after,  he  patented  tj 
"Lint  Pic-Up"  and  started  Helmac  Products,  named  for  his  wife,  Helen  McKay. 

Helen  McKay  helped  guide  the  company  to  steady  growth  until  her  death  '.\ 
years  later.  For  most  of  that  time  Helmac  was  a  one-product  show.  McKay  Jr.,  a  bra' 
Harvard  Business  School  grad,  joined  Helmac  in  1993  with  ambitions  for  more, 
his  first  few  years  he  introduced  50  new  products,  including  cedar  clothing  bal. 
stain  remover  and  potpourri,  the  better  to  capitalize  on  the  company's  ties  to  retai 
ers  Kmart  and  Wal-Mart.  From  $15  million  when  he  joined,  sales  at  the  Alpharet 
Ga.  outfit  will  climb  to  an  estimated  $75  million  this  year. 

The  McKays'  expansion  push  took  on  new  urgency  in  January  1998,  when  gia 
3M  started  selling  a  lint  roller  that  competed  with  Helmac's  $3.50  (retail)  version.  I 
ther  and  son  turned  to  Landor  Associates,  the  San  Francisco-based  brand  const 
tant,  to  get  ideas  about  how  to  further  diversify  Helmac's  product  mix.  Landor's « 
perts  mentioned  a  more  pressing  problem:  Helmac's  clunky  moniker.  Not  conduc 
to  a  good  image,  they  said. 

As  proof,  Landor — the  same  company  that  suggested  Philip  Morris  become  i 
tria — trotted  out  a  survey  in  which  consumers  were  asked  to  say  what  Helmac  met 
to  them.  Upon  hearing  the  name,  11%  associated  it  with  mayonnaise,  12%  with  h 
mets  and,  worst  of  all  for  the  conservative  McKay  family,  9%  with  fire  and  bri: 
stone.  "I  was  hurt,"  says  McKay  Jr.,  who  became  chief  executive  in  1997.  "The  cc 
nection  with  hell  had  never  occurred  to  me." 

Wasn't  it  time  for  a  slicker  name?  It  was,  but  the  family  agonized  over  the  de 
sion.  Jettison  "Helmac"?  "The  mere  mention  of  changing  it  used  to  create  sue! 
stern  expression  on  Helen's  face  that  it  would  set  even  me  on  my  heels,"  confii 
Larry  McKay,  Helen's  nephew  and  a  company  vice  president. 

In  time  even  the  company's  founder  couldn't  dismiss  the  findings.  As  part 
earning  its  $500,000  fee,  Landor  came  up  with  the  name  Evercare  and  established  t 
consumers  associate  this  appellation  with  hygiene  and  cleaning  supplies.  (Only 
think  of  the  rock  band  or  the  cheap  liquor  Everclear.)  McKay  Sr.  consented  to 
name  switch,  first  on  the  product  line  in  1999,  only  last  month  for  the  corporati 

"Even  when  we  struggled,  we  were  always  a  family  first,"  sighs  McKay  Sr.  "It  & 
dens  me  to  see  the  name  Helmac  disappear." 
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With  a  few 
simple  computer 
components, 
UPS  is  giving  its 
pilots  what 
they've  always 
wanted:  a  view. 
The  impact  on 
air  travel  might 
mean  an  end  to 
those  agonizing 
airport  delays. 

BY  DANIEL  FISHEf 


I  VERY  EVENING  AROUND  MIDNIGHT  THE  SKIES 
around  Louisville  International  Airport  in  Kentucky 
are  filled  with  brown-and-white  United  Parcel  Service 
jets  engaged  in  an  awkward  dance.  Burning  1,000  gal- 
lons of  fuel  an  hour,  they  turn  left  and  right  and  speed 
1  up  and  slow  down  as  air  traffic  controllers  on  the 
ground  try  to  arrange  them  like  a  conga  line  for  their  final  ap- 
proach to  the  runway. 

The  pilots  can't  do  this  by  themselves;  even  if  they  can  see 
the  plane  in  front  of  them,  they  have  no  way  of  knowing  if  it  is 
the  right  one  to  follow.  They  have  radar,  but  it  is  strictly  for  spot- 
ting thunderstorms,  not  other  airplanes.  "They're  totally  blind," 
says  Karen  Lee,  a  veteran  747  pilot  and  manager  of  the  Advanced 
Flight  Systems  division  at  UPS.  "They  cannot  see,  literally  or  fig- 
uratively, any  aircraft  around  them." 


The  ground  controllers  aren't  much  better  off.  They,  too, 
have  radar,  but  the  antenna  over  their  heads  sweeps  the  sky  every 
12  seconds,  leaving  plenty  of  time  in  between  sweeps  for  colli- 
sions between  planes  traveling  at  450  miles  per  hour.  To  prevent 
that,  controllers  must  keep  a  hockey-puck-shaped  safety  zone  at 
least  3  miles  in  diameter  and  1 ,000  feet  thick  around  each  plane. 
If  the  sky  gets  too  crowded,  they  order  incoming  planes  to  throt- 
tle down  from  450mph  to  250mph  hundreds  of  miles  from  the 
airport,  delaying  their  arrival. 

All  these  safety  measures  cost  real  money  to  UPS — and 
FedEx  and  every  commercial  airline,  for  that  matter.  The  8,600- 
employee  sorting  center  in  Louisville,  UPS'  largest  for  air  freight, 
processes  304,000  packages  an  hour  but  could  be  modified  to 
handle  500,000  if  UPS  could  get  the  planes  in  and  out  faster. 

Now  UPS  is  testing  a  technology  designed  to  close  that  gap 
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ind,  possibly,  bring  sweeping  new  efficiencies  to  tlie  entire  air 
laffic  control  system  without  compromising  safety.  In  a  large- 
x:ale  experiment  overseen  by  the  Federal  Aviation  Administra- 
tion, UPS  is  installing  a  computer  navigation  system  on  all  107  of 
its  Boeing  757s  and  767s  that  allows  pilots  to  "see"  other  jets 
without  radar. 

The  system  is  called  Automatic  Depen- 
dent Surveillance-Broadcast,  or  ADS-B,  and, 
like  all  good  technology,  is  elegant  in  its  sim- 
plicity. Each  onboard  ADS-B  set  consists  of  a 
Global  Positioning  System  satellite  naviga- 
tion unit,  two  Pentium  microprocessors, 
some  software  and  a  radio  transmitter-re- 
ceiver— not  much  more  gear  than  you  would 
find  behind  the  dash  of  a  new  Cadillac.  The 


"They  cannot  see, 
LITERALLY  OR 
FIGURATIVELY, 

any  planes 
arouncLthemJ^ 


radio  transmits  a  plane's  speed,  heading,  altitude  and  GPS  coor- 
dinates to  all  other  planes  similarly  equipped,  allowing  each  to 
map  the  traffic  around  it.  Just  as  the  personal  computer  freed 
workers  from  the  tyranny  of  the  mainframe  and  its  persnickety 
administrators,  ADS-B  frees  pilots  from  relying  on  ground  con- 
trollers to  dictate  their  every  maneuver. 

Safety  isn't  being  compromised:  Pilots 
would  still  maintain  the  federally  mandated 
3-mile  separation  between  jets.  But  when 
weather  gets  foul,  controllers  won't  be 
ordering  planes  to  widen  to  5  miles  or  more 
as  they  commonly  insist  on  now. 

For  pilots,  ADS-B's  presence  in  the  cock- 
pit is  a  revolution.  "The  public  thinks  we 
already  have  it,"  says  Robert  Hilb,  a  UPS 
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pilot.  "But  from  an  aviation  standpoint 
this  is  a  major  leap." 

ADS-B  is  a  big  step  toward  what  the 
Federal  Aviation  Administration  calls 
"free  flight, "  in  which  commercial  pilots 
wiU  be  free  to  determine  their  own  routes 
to  mmimize  time  and  friel  usage.  "ADS-B 
technology  in  itself  crosses  a  lot  of 
boundaries  for  us,"  says  Charles  Keegan, 
associate  administrator  for  research  and 
acquisitions  at  the  FAA.  "It  could  have  a 
potentially  huge  impact  on  capacity." 

UPS  executives  expect  an  immediate 
6%  increase  in  throughput  at  the  Louis- 
ville airport  and  as  much  as  a  20%  in- 
crease in  capacity  within  a  few  years. 
Other  carriers  are  watching 
closely.  Continental  AirUnes 
is  testing  similar  technology 
on  its  transatlantic  flights, 
and  Federal  Express,  Air- 
borne Freight  and  other 
freight  carriers  have  partici- 
pated in  earher  ADS-B  tests. 

The  biggest  gains  are 
expected  to  come  in  mar- 
ginal weather  conditions  and 
at  night,  when  the  air  traffic 
system  can  get  bogged  down 
as  controllers  cautiously 
build  more  space  between 
planes.  Later  versions  will 
help  pUots  find  airport  taxi- 
ways  and  avoid  other  planes 
on  the  ground  in  poor 
weather.  Even  tiny  delays,  like 
the  extra  time  pilots  spend 
trying  to  find  the  right  taxi- 
way  in  the  fog  at  O'Hare  in 
Chicago,  can  add  up  to  huge 
backlogs  as  far  away  as  New 
York  as  controllers  order 
delays  in  takeoffs. 

UPS  got  into  the  avionics  business  cir- 
cuitously.  In  1985  it  bought  a  small 
Salem,  Ore.  aviation  technology  com- 
pany, mainly  to  develop  its  package- 
tracking  system.  Only  later  did  it  discover 
that  the  firm's  engineers  were  whizzes  at 
designing  avionics  systems  that  were 
unavailable  or  too  expensive  to  buy  from 
mainstream  suppliers  such  as  Rockwell 
Collins  and  Honeywell.  Since  named  UPS 
Aviation  Technologies,  the  unit  won  a 
contract  in  1998  from  an  air- freight  con- 


sortium to  develop  ADS-B  as  a  standard 
for  transport  planes. 

UPS  has  spent  about  $30  million  on  the 
project  so  far  and  is  the  first  ADS-B  vendor 
to  obtain  FAA  certification  for  commercial 
jets.  One  of  the  biggest  challenges  was 
vmting  software  to  integrate  ADS-B  with  an 
older,  less  sophisticated  coUision-avoid- 
ance  system.  The  old  system  works  by 
monitoring  the  transponder  signal  emitted 
by  most  planes  and  kicks  in  seconds  before 
a  midair  crash,  ordering  one  jet  to  pull  up 
and  the  other  to  puU  down.  ADS-B  alerts 
pilots  to  a  potential  collision  much  sooner, 
but  the  FAA  still  requires  the  old  system 
and  doesn't  allow  competing  displays  in 


of  air  traffic  control.  Over  the  oceai 
where  there  is  no  radar  to  warn  of  iir 
^pending  coUisions,  safety  rules  require 
plane  to  occupy  a  shce  of  sky  100  milf 
long  and  1,000  feet  thick,  severely  Umitir; 
traffic.  That  can't  change  until  all  plaiMJ 
have  more  accurate  navigation  systemi 
The  real  advances  will  come  at  least 
decade  from  now,  when  onboard  coir 
puters  wiU  negotiate,  from  hundreds  < 
miles  away,  the  best  way  for  two  planes  t 
avoid  each  other  in  a  process  similar  1 
the  digital  handshake  between  two  coiB 
puters  sharing  data  on  a  network. 

The  new  technology  will  raise  conflid 
between  pilots  and  controllers.  The  UI 


Narrowing  the  Gap 


ADS-B  allows  planes  to  transmit  their  location  and  speed  to  each  other  in  the  air,  meaning  pilots 
can  safely  fly  closer  together  in  low-visibility  conditions  without  controllers  intervening. 


Plane  A,  with  ADS-B,  follows 
3  miles  behind  plane  In  front. 


^ 


Plane  B,  without  ADS-B 
closes  too  fast  on 
Planes  A  and  C  and  is 
ordered  to  go  around. 


Plane  C,  with  ADS-B,  charts 
course  to  proper  slot  behind  B. 


Control  tower  monitors 
traffic  instead  of  ordering 
-  every  maneuver. 


the  cockpit.  UPS  engineers  had  to  design  a 
way  for  their  computer  to  determine 
which  signal  is  the  most  accurate  and  dis- 
play that  one  on  the  cockpit  terminal. 
Installed,  ADS-B  costs  about  $100,000  per 
jet.  UPS  plans  to  recoup  its  investment 
through  system  efficiencies  and  by  selling 
its  version  of  ADS-B  in  competition  with 
ones  from  larger  avionics  vendors  such  as 
Rockwell,  which  is  still  going  dirough  the 
FAA  approval  process. 

Even  vnth  ADS-B,  jets  will  be  restricted 
to  narrow  lanes  to  reduce  the  complexity 


On  ground 
help  pilots  fmd 
and  avoid  other 


pilots'  union,  for  example,  wants  to  ma 
sure  controUers  remain  ultimately  respo 
sible  for  keeping  planes  apart.  "We  ha 
enough  responsibilities  in  the  cock{ 
already,"  says  Andre  Dressier,  chairman 
the  engineering  and  technology  comm 
tee  at  the  Independent  Pilots  Associatioi 
"The  same  thing  happened  wi 
radar,"  says  UPS'  Karen  Lee.  Radar  vi 
introduced  to  commercial  aviation 
Indianapolis  in  1946.  "It  isn't  like  th 
turned  it  on  and  everybody  instan' 
trusted  it.  People  grew  into  it." 
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BUSINESS  TRIVIA  QUESTION 


Number  4 1 


is  the  company 

that  400,000  businesses  rely  on 
for  e-commerce. 


U  (a)  Verisign 

□  (b)  Verisign 

□  (c)VeriSign 

□  (d)  Verisign 


!  also  the  company  that  enables  7  billion  network  connections  every  day.VeriSign  has  spent  the  last  seven  years  building  a  secure 
stnicture  for  the  Internet.  Wed  like  to  do  the  same  for  your  business. VeriSign  can  help  you  deploy  a  trusted  infrastructure  so  you 
:onduct  secure  communications  and  transactions.  Soon  you'll  know  why  475  of  the  Fortune  500  use  VeriSign. 

I  all  you  need  to  know  about  infrastructure  security  -  and  how  VeriSign's  managed  network  and  security  solutions 

wip  you  -  by  downloading  our  new  Executive  Portfolio  on  Digital  Trust.  Visit  www.verisign.com/securitysolutions  The  vaiue  of  Trust" 


VeriSigiT 


■      PAYMENT  SERVICES     ■     TELECOMMUNICATION  SERVICES     ■ 
NETWORK  AND  SECURITY  SERVICES     ■     WEB  IDENTITY  SERVICES     I 

D  2002  VeriSign,  Inc.  All  rights  reserved.  VeriSign,  the  VeriSign  logo,  and  other  trademari<s,  sen/ice  marks,  arid  logos  are 
registered  or  unregistered  trademarits  of  VeriSign  and  its  subsidiaries  in  the  United  States  and  in  foreign  countries. 


Technology  |  Digital  Tools 


by  Stephen  Manes 


Slick  Fix:  Quick  Pix 


Stack  24  snaps 
into  the  feeder, 

walk  away  and  12 
minutes  later 

you've  got  scans. 


PHOTO  SCANNERS  HAVE  BECOME  COMMODITIES.  LESS 
than  $100  buys  a  unit  that  does  a  fine  job  of  turning 
paper-based  images  into  computer-based  files.  But 
Hewlett-Packard  keeps  looking  for  ways  to  break  out 
of  the  pack,  and  its  versatile  new  $299  Scanjet  5500c 
features  a  clever  low-tech  innovation:  a  lid  whose  automatic 
print  feeder  accepts  standard  3-by-5  and  4-by-6-inch  photos. 
Stack  24  of  your  favorites  in  the  feeder,  walk  away  and  after 
about  12  minutes — 30  seconds  per  shot  for  scans  at  a  reason- 
able 300  dots  per  inch — you'll  find  the  originals  in  the  output 
tray  and  the  scans  on  your  computer. 

It's  a  labor-saver,  but  it  could  be  better.  I  didn't  find  new 
scratches  on  the  prints  I  fed 
through  the  unit,  but  HP  warns 
not  to  feed  the  same  photo 
more  than  five  times — and  to 
avoid  feeding  photos  that  are 
"fragile,  damaged  or  irreplace- 
able." The  software  doesn't 
detect  edges  perfectly,  so  each 
image  typically  has  a  thin  bar  of 
extraneous  pixels  on  two  sides. 
Perfectionists  wiU  want  to  do  a  bit  of  tweaking. 

The  5500c  also  includes  a  separate  holder  for 
scanning  slides  and  negatives.  It  comes  with  a  back- 
light that  helps  you  see  what's  in  each  picture,  but 
again  the  software  falls  short.  Unlike  some  rival  scan- 
ners, the  5500c  isn't  smart  enough  to  split  a  row  of 
negatives  into  individual  pictures.  And  the  software 
is  generally  poor  at  helping  pick  the  right  resolution. 
Unless  you  change  the  200-dots-per-inch  default, 
you  end  up  with  scans  too  small  to  be  enlarged  much 
and  inappropriate  for  archiving,  particularly  if  you 

You  Light  Up  My  Tray  Table 

ON  A  RECENT  FIVE-HOUR  FLIGHT  FROM  SEATTLE  TO  NEW  YORK 
the  overhead  reading  light  died  just  as  I  turned  it  on.  If  only 
I'd  had  Panasonic's  $14.95  Laptop  LED  Lite,  a  little  cylinder 
of  three  bright  white  LEDs  on  a  swivel  clip.  The  light  plugs 
into  a  computer's  USB  port  and  drains  just  two  minutes  of 
battery  power  per  hour  The  30-inch  cord  is  a  bit  short  for 
maximum  placement  flexibiliTy,  and  the  clip  could  be  a  bit 
heavier-duty.  But  the  light  stoys  on  for  hours  with  your 
computer  in  sleep  mode.  Who  r,,  'ds  an  e-book?         —S.M. 
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scan  from  negatives. 

The  documentation  isn' 
much  help.  It  amounts  to  a, 
unhelpful  pamphlet-size  pape 
manual  and  poorly  organize^ 
online  instructions.  "Slide 
should  be  inserted  right-sid 
up,"  recommends  one  screer 
without  offering  a  clue  as  t< 
what  that  might  involve.  Thj 
directions  repeatedly  use  th 
acronyms  "APF"  and  "TMA"  t 
refer  to  the  print  feeder  and  the  slide/negative  holder.  Memo  t| 
HP:  Your  customers  aren't  all  techies  anymore. 

They  may  also  have  sensitive  ears.  This  scanner  literalli 
screams,  particularly  when  the  print  feeder  is  running. 

Like  most  scanners  these  days,  this  one  has  dedicated  bu^ 
tons  for  things  like  making  copies,  but  pressing  them  often  pof 
a  control  panel  up  on  the  computer  anyway,  so  they're  o: 
moderately  helpfijl.  Like  many,  the  5500c  boasts  2,400-dots-pi 
inch  resolution  and  48-bit  color,  and  a  fast  USB  2.0  connects 
that  works  fine  with  machines  with  the  slower  USB  1.0. 


HP  Scanjet  5500c. 


But  is  it  worth  paying  a  premium  for  a  print  feeder? 
you've  got  years'  worth  of  family  memories  you're  dying 
put  online  and  your  time  is  valuable,  you  already  know  t) 
answer.  Otherwise,  go  cheaper  and  save  up  for  a  digit 
camera. 


Forbes 


Stephen  Manes  (steve@cranky.com)  was  cohost  of  Digital 
Duo  and  has  been  covering  technology  for  nearly  two  decad 
Visit  his  home  page  at  wvw.forbes.com/manes. 


MANAGED  PORTFOLIO  REALLY 
AKES  A  LOT  OF  SENSE.  DEPENDING, 
F  COURSE,  ON  WHO'S  MANAGING  IT. 


lity  FundsManager  Program™  provides  you  with  a  model  portfolio  of 
iai  funds.  It's  managed  for  you  on  an  ongoing  basis  by  experts,  based  on  your 
;tment  objectives.  Experts  can  do  a  lot  for  you  and  your  peace  of  mind.  Call, 
,  or  visit  Fidelity.  Because  you're  not  just  invested.  You're  personally  Investedr 


FIDELITY  FUNDSMANAGER  PROGRAM' 


EXPERTLY  MANAGED  PORTFOLIOS 


BASED  ON  YOUR  GOALS 


DIVERSIFIED  TO  HELP  REDUCE  RISK 


CALL  TODAY  FOR  MORE  INFORMATION  ON  FUNDSMANAGER 


30. FIDELITY 


FIDELITY.COM 


88  INVESTOR  CENTERS 


Fideiny 


investments^ 


olio  Advisory  Services™  Fidelity  FundsManager  Program  is  a  service  of  Strategic  Advisers,  Inc.,  a  registered  investment  adviser  and  a 
ity  Investments  company.  Strategic  Advisers  identifies  a  model  portfolio  for  each  customer  based  on  his/her  goals,  risk  tolerance,  and  time 
on.  Results  may  vary.  Certain  restrictions  apply.  This  service  provides  discretionary  money  management  for  a  fee.  3231 47 
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2003  Mutual  Fund  Surve^ 


Beating 

funds  beat  the  majority  of  actively  managed  ^^^^^^ 

But  not  all  these  tutti-frutti  funds  are  created  ^P"^^^^^^ 

Here's  how  to  juice  your  returns  with  them.  ^  <i^^H 


BY  MICHAEL  MAIELLO  AND  JAMES  M.  CLASH 


T  WAS  A  RADICAL  CONCEPT  THAT  VANGUARD'S 

founder,  John  Bogle,  offered  to  the  pubhc  in  1976 

with  the  creation  of  the  Index  500  fund.  He  was 

going  to  sell  you  guaranteed  mediocrity.  This  fund 

would  passively  track  Standard  &  Poor's  index  of  500 

large  companies.  Bogle  would  hire  no  high-priced  stock 

pickers  and  he  would  keep  the  fund's  trading  to  the  tiny 

Itvei  needed  to  accurately  track  the  index. 

i  he  concept  wasn't  an  easy  sell,  and  Bogle's  pet  fund 

got  oft  to  a  slow  start.  But  eventually  people  realized  that 

iIms  passive,  unimaginative  portfolio  was  in  fact  beating  the 

ijorirv  nf  octively  managed  stock  funds.  As  a  group,  of 

i  :vt  managers  could  not  beat  the  market 

-  1  liey  pretty  much  were  the  market.  And  since  they 

s         iiending  lots  of  money  trying  to  beat  it,  they  would 


* 


l'~ 
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lit 


eventually  fall  behind.  History  has  proved  out  this  theo: 
Only  one  in  three  actively  managed  stock  fijnds  in  opa  ^ 
tion  since  1976  has  beaten  the  Vanguard  500. 

Index  funds  are  now  a  giant  business,  v«th  some  $3- 
billion  in  assets  and  323  funds  vying  for  investors'  atte 
tion.  That's  a  vindication  for  Bogle,  but  a  problem  for  t 
would-be  passive  investor.  You  can't  be  so  passive  anymo  ^ 
buying  an  S&P  500  fund  and  putting  the  thing  away  ii 
strongbox  for  25  years.  Now  there  are  choices  to  mal 
What  index  should  you  track,  and  who  has  the  best  vehi 
for  tracking?  There  are  funds  to  track  the  500,  funds 
track  a  broader  market  basket  and  funds  to  track  narrov 
ones,  such  as  S&P  500  "growth"  stocks  and  S&P  500  "vali 
stocks.  You  can  get  index  funds  that  omit  social  undes 
ables  like  tobacco  companies,  and  you  can  get  index 
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t  track  overseas  stocks.  Vanguard  itself  has  some  24 
ex  funds,  including  one  that  just  owns  real  estate  invest- 
tit  trusts,  one  that  just  reflects  small-cap  growth  stocks 
[  fiVe  that  follow  bond  indexes. 

This  article  (with  the  table  on  page  82)  will  help  you 
i  the  best  index  funds  for  your  stock  portfolio.  It  also 
cribes  a  strategy,  advocated  by  one  personal  finance 
fessor,  that  offers  the  tantalizing  prospect  of  beating  the 
rket  with  a  mix  of  market-tracking  index  funds.  As  we 
twice  a  year  in  our  fund  guides,  we  also  rate  all  large 
dc  funds  with  long-standing  records,  both  active  funds 
1  passive  ones,  with  a  grading  system  that  looks  sepa- 
;ly  at  performance  in  bull  and  bear  markets.  The  table 
tock  fund  ratings  begins  on  page  96. 
A  good  strategy,  used  by  many  a  large  pension'  fund,  is 


to  blend  active  and  passive  stock  portfolio  management. 
Make  one  or  more  index  funds  the  core  holdings  in  your 
portfolio  and  plan  on  holding  them  through  thick  and 
thin,  bull  and  bear  markets,  for  many  years.  Then  take 
another  chunk  of  your  stock  market  money  and  invest  it 
actively,  either  seeking  out  fund  managers  with  superior 
records  or  creating  your  own  portfolio  of  stocks. 

First  question  for  the  index  investor  to  ask:  Who  are  the 
legitimate  purveyors?  Plenty  of  phonies  abound,  poisoning 
the  concept  by  charging  high  expenses.  If  you  are  going  to 
pay  a  lot  of  money  for  a  stock  fund,  it  should  not  be  run 
with  guaranteed  mediocrity  as  its  objective.  You  should 
have  at  least  a  shot  at  getting  on  board  with  the  next  Peter 
Lynch.  By  our  reckoning  any  domestic  index  fund  running 
annual  expenses  more  than  50  cents  per  $100  of  assets  is  a 


1  ^R  funds  track  the  S&P  500,  and  some  overcharge  you  for  it. 
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Affordable  Index  Funds:  A  Sampler 

These  have  expenses  below  50  cents  per  $100  of  assets. 


Fund/800  Pho 


California  S&P  MidCap  Index/225-8778 


■  TOTAL  RETURN 

5-YEAR 
1  ANNUALIZED 


-14.2% 


6.9% 


$97 


ANNUAL 
EXPENSES 
PER  $100 


$0.40 


MINIMUM 

INITIAL 

INVESTMENT 


$5,000 


Domini  Inst  Social  Equity /762-6814 


-20.5 


-0.3 


194 


0.30 


2,000.000 


Dreyfus  MidCap  index/373-9387 


-15.0 


5.8 


752 


0.50 


2,500 


15.000   '5 


in 


Fidelity  Spartan  Inti  Index/544-8888 


-16.0 


-2.7 


351 


0.35 


1)1 


Fidelity  Spartan  Total  Market  Index/544-8888 


-21.0 


-0.8 


1,083 


0.25 


15,000 


t 


T  Rowe  Price  Extended  Eg  Marl<et  index/638-5660 


-18.1 


NA 


70 


0.40 


2.500 


Schwab  IntI  lndex-Sel/435-4000 


-15.6 


-3.6 


558 


0.47 


50,000 


Sciiwab  Small  Cap  index-lnv/435-4000 


-22.5 


-0.9 


769 


0.49 


2.500 


Vanguard  500  lndex-lnv/662-7447 


-22.2 


-0.6 


59,672 


0.18 


3,000 


Vanguard  Euro  Stocit  lndex-inv/662-7447 


-18.0 


-2.0 


4,102 


0.30 


3,000 


Vanguard  Pacific  Stock  Index/662-7447 


-9.3 


-4.4 


1,445 


0.37 


3,000 


3.000IB  M 


Vanguard  REIT  index-lnv/662-7447 


3.8 


3.4 


1,765 


0.28 


Wateriiouse  Dow  30/934-4448 


-15.4 


NA 


141 


0.25 


1,000       I II, 


1 


Wilshire  5000  Index-inst/^ 


-21.1 


NA 


20 


0.37 


250,000 


'As  of  Nov.  30,  2002,  ^Phone  888-200-6796.  Returns  through  12/31/02.  Sources:  Upper:  Morningstar 


perversion  of  the  indexing  concept. 

Vanguard  sets  the  standard,  with  a  cost  ratio  of  18  cents  for 
retail  investors  in  its  S&P  500  fund;  large  individual  accounts  and 
institutional  investors  get  even  lower  prices.  You  don't  have  to  go 
with  Vanguard.  S&P  funds  from  Fidelity,  USAA  and  Schwab  are 
all  competitive,  with  annual  costs  within  a  penny  or  two  of  Van- 
guard's; these  are  all,  like  Vanguard's,  no-load  funds.  You  also 
have  the  option  of  buying  an  exchange-traded  fund  like  the  Spi- 
der that  keeps  its  overhead  to  9  cents,  but  note  that  going  onto 
the  exchange  entails  trading  costs  that  erase  some  of  its  seeming 
9-cent  advantage. 

The  Vanguard  Small  Cap  Index  charges  just  27  cents  while 
its  cousin.  Federated  Mini-Cap,  mOks  you  for  $1.05.  Hard  to  see 
why  anyone  would  bother  with  Federated.  What's  the  point  of 
the  Morgan  Stanley  S&P  500  Index  fund,  with  a  5.25%  load  and 
an  annual  expense  burden  of  69  cents?  "Investors  come  to  us  for 


world-class  advice  and  a  wide  range  of  products,"  a  Morgrf'' 
Stanley  spokesperson  responds,  "and  our  fees  reflect  thalf  * 
Bogle,  who  is  retired  from  Vanguard  but  not  from  speaking  oii  ™ 
says,  "I  don't  see  how  the  Morgan  Stanley  directors  at  thd  •i 
funds  can  sleep  at  night."  ^ 

Next  question:  What  index  to  follow?  The  S&P  500  is  a  colle  ^ 
tion  of  bigger  companies,  with  market  capitalizations  rangi'  it 
from  $500  million  to  $300  billion.  There's  a  bigger  world  ol'  i 
there — thousands  of  small  companies  that  don't  make  the  c  <^ 
on  the  S&P  500  selection  committee.  You  can  index  your  way  ir'  "s 
it.  Sixteen  years  after  creating  the  Index  500  fund,  Vanguai  V- 
opened  a  Total  Stock  Market  Index  fund,  designed  to  track  V  '^ 
broad  Wilshire  5000  index.  Fidelity  and  Wilshire  itself  also  of' t 
low-cost  index  funds  with  thousands  of  stocks.  I  *< 

There  are  going  to  be  times  when  the  S&P  500  beats  t  si 
broader  market  and  times  when  it  lags.  In  the  go-go  1990s  t'  ?it 


The  Great  Equalizer 


IT'S  LIKE  THE  DIFFERENCE  BETWEEN  THE 
House  and  the  Senate.  Most  index 
funds,  notably  the  S&P  500,  are 
weighted  by  market  cap.  But  one  index 
fund  has  a  Senate-like  approach  to  the 
S&P  500.  Morgan  Stanley  Value-Added 
Market  Equity  puts  equal  amounts  of 
money  into  each  of  the  500  stocks, 
whether  that's  Microsoft  ($300  billion 
market  capitalization)  or  American 
Greetings  ($1  billion). 

A  trend?  The  15-year-old  Morgan  fund 
has  won  converts  to  its  egalitarian  portfo- 
lio. Though  assets  under  management 
have  held  steady  at  ai  ound  $1  billion  in 
recent  years,  now  Rydex  is  following  Mor- 
gan's lead  and  starting  an  e;;change- 


traded  fund  based  on  the  same  principle. 
Standard  &  Poor's  has  just  introduced  an 
equal-weighted  S&P  500  to  make  copying 
it  easier,  so  there  may  be  more  funds 
based  on  it  soon. 

The  appeal  of  equal  weighting:  Sup- 
posedly it  does  well  in  a  down  market, 
when  (sometimes)  smaller  stocks  fare 
better  than  large.  Since  January  2001  Mi- 
crosoft has  gained  40%,  while  American 
Greetings  is  up  92%.  From  2000  through 
2002  the  Morgan  Stanley  fund  was  down 
an  annualized  2.8%,  while  the  cap- 
weighted  Vanguard  500  Index  was  off 
12%.  The  knock  on  cap  weighting  is  that  it 
overemphasizes  hot  stocks.  Even  now  just 
42  stocks  make  up  half  the  S&P  500. 


But  be  careful  here.  It  is  not 
foreordained  that  equal  weighting  make 
an  index  more  conservative.  What  if  the 
largest  companies  by  capitalization  wer 
stodgy  oils  and  banks,  while  the  midcap 
were  mostly  speculative  tech  companie: 
Then  the  Morgan  Stanley  fund  would  b< 
riskier  than  the  traditional  S&P  500. 

The  Morgan  Stanley  product  is 
extremely  expensive  for  an  index  fund,  a 
$1.60  per  $100  of  assets  annually,  plus  i 
redemption  fee  of  5%  for  the  B  shares.  ^ 
Vanguard's  fund  costs  just  18  cents  yei 
with  no  loads.  And  the  Morgan  Stanley 
fund  is  not  as  tax-efficient:  It  must  be  I 
balanced  regularly,  thus  generating  mo 
capital  gains.  Finally,  remember  that  di 
the  Cisco-Microsoft-AOL  mania  of  the 
1990s  the  Morgan  fund  trailed  the  cap' 
weighted  S&P  500.  —Emily  Lai 


^ 
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Idd  Indexes 

Standard  &  Poor's  index  selection 
has  a  mission  to  ensure  that  S&P 
companies  be  leaders.  If  they  aren't 
1;  Rite-Aid  in  2000),  out  they  go. 
inds  sort  of  cold  and  (appropriately) 
lorate.  But  some  indexes  have  a 
:hy-feely  aspect.  The  Domini  Social 


Equity  fund  tracks  400  companies  that 
are  on  the  side  of  righteousness,  as 
defined  by  certain  agendas. 

The  Vanguard  Pacific  Stock  Index 
has  Japan  plus  Morgan  Stanley's 
Pacific  Index  (Australia,  Hong  Kong, 
Singapore).  Oddly,  no  Korea  or  Taiwan. 
Morgan  Stanley  still  considers  them 
"emerging  markets."  Vanguard's  emerg- 


ing markets  fund  includes  Korea— and 
submerging  Argentina. 

If  you  want  the  Dow,  the  ID 
Waterhouse  Dow  30  tracks  the  famous 
industrial  average.  But  note  that  the 
quirky  Dow  is  not  cap-weighted  or  even 
equal-weighted.  It's  weighted  by  stock 
price.  A  stock  split  forces  the  index 
fund  to  rebalance. 


Index  Beaters 


index  was  on  top,  as  overpriced  technology  favorites  like 
ent  kept  getting  more  overpriced.  In  the  market  collapse 
:e  then,  small  and  medium-size  companies  have  held  up 
er  and  you  would  have  been  better  off  in  index  funds  for 
■n.  (You  could  buy  an  "extended  market"  index  fund  from 
.owe  Price  or  Vanguard,  which  is  more  or  less  the  Wilshire 

0  minus  the  S&P  500,  or  you  could  blend  a  small-cap  and  a 
icap  fund.)  But,  of  course,  you  don't  know  in  advance  when 
company  glamour  stocks  will  shine  and  when  they  won't, 
oundly  passive  strategy  is  to  go  with 
ital  stock  market  index  fund.  That's 
Je's  recommendation. 
Even  this  isn't  full  diversification  for 
leone  with  a  global  perspective.  You 
uld  put  10%  to  25%  of  your  money 
Dad.  Index  funds  exist  that  just  track 
jistream  European  markets  or  Pacific 
s,  and  a  combo  from  Vanguard  that 
:ks  the  Morgan  Stanley  EAFE  index. 

1  might  want  to  put  a  sliver  of  your 
worth  in  an  emerging  markets  fund 
ech,  Brazilian  and  such  stocks), 
pite  the  costs;  Vanguard's  offering 
i  runs  53  cents  a  year  per  $  100. 
Final  question:  Can  a  market  index 
d — or  rather,  a  blend  of  them — beat 
market?  Paradoxical  as  it  seems,  the 
wer  is  quite  possibly  yes.  This  intrigu- 
discovery  comes  from  Craig  Israelsen, 
ofessor  of  consumer  economics  at  the 
iversity  of  Missouri  -Columbia.  He 
ipared  returns  on  the  Vanguard  Total 
dc  Market  Index  fund  with  those  on  a 
'Othetical  mix  of  three  narrower  index 
ds:  the  Vanguard  500,  the  Dreyfus  MidCap,  and  the  Vanguard 
ill  Cap.  Beginning  in  1993  (he  couldn't  go  back  earlier  because 
al  Stock  Market  was  opened  only  in  1992),  the  mix  would  have 
raged  9.6%  yearly,  a  full  point  better  than  the  performance  on 
single  broad-based  fund. 

The  spread,  according  to  Israelsen's  calculations,  would 
'e  been  even  wider  for  someone  investing  money  every 
nth  rather  than  in  a  lump  sum  at  the  beginning.  Assume 
:  investor  was  putting  $300  a  month  over  those  nine  years  in 
al  Stock  Market,  and  another  investor  was  putting  $100  a 
nth  each  into  the  Vanguard  500,  the  Dreyfus  MidCap  and 


These  managed  funds  topped  the  11.9%  return 
of  the  Vanguard  500  Index  since  its  1976  debut. 


AVERAGE 

ANNUAL 

TOTAL  RETURN' 


Fidelity  Magellan  Fund 

19.4% 

Sequoia  Fund 

17.8 

Liberty  Acorn  Fund-Z 

16.4 

Davis  NY  Venture-A 

16.4 

Growth  Fund  of  Amerlca-A 

16.2 

American  Century  Growth-lnv 

15.9 

Mutual  S>iares-Z 

15.9 

VanKampen  Emerging  Growth-A 

15.7 

American  Century  Select-lnv 

15.6 

CGM  Capital  Development 

15.4 

Amcap  Fund-A 

15.4 

VanKampen  Comstock  Fund-A 

15.2 

Pennsylvania  Mutual-lnv 

15.0 

AXP  New  DImensions-A 

15.0 

Value  Line  Leveraged  Growth  Inv 

14.8 

Fidelity  Destiny  Portfolio  1 

14.7 

T  Rowe  Price  Small-Cap  Stock 

14.7 

AIM  Constellation  Fund-A 

14.7 

'Return  from  Aug.  31,  76  to  Dec.  31.  2002. 

Source;  Upper. 

the  Vanguard  Small  Cap.  The  first  saver  would  have  turned  his 
$32,400  investment  into  $49,151,  the  second  into  $44,871 
(before  taxes).  In  percentage  terms:  The  mix  delivered  a  6.1% 
internal  rate  of  return,  the  single  diversified  fund  only  4.3%. 
(These  percentages  are  smaller  than  the  lump-sum  returns 
because  they  reflect  the  fact  that  only  some  of  the  investment 
enjoyed  the  bull  market  of  the  1990s  while  just  about  all  of  it 
was  around  to  suffer  the  crash.) 

Why  might  the  advantage  to  mixed-fund  investing  be  more 
pronounced  for  the  monthly  saver  than 
for  the  lump-sum  guy?  Because  it  takes 
advantage  of  the  fluctuating  popularity 
of  big  companies  vis-a-vis  small  ones. 
When  the  Index  500  fund  is  hot — 
because  Wall  Street  is  infatuated  with 
General  Electric  and  Cisco — the  $100 
buys  relatively  few  shares  of  that  fund; 
the  same  $100  investment  gets  compar- 
atively more  shares  of  a  depressed 
small-cap  fund.  The  popular  term  for 
this  get-more-while-it's-cheap  kind  of 
buying  is  dollar-cost  averaging. 

It  is  debatable  whether  dollar-cost 
averaging  will  enhance  your  return 
owning  any  individual  stock;  the  trad- 
ing trick  is  a  spectacular  flop  on  a  stock 
like  WorldCom  that  goes  down  and 
never  comes  back.  But  unless  you  think 
the  economy  is  coming  to  an  end,  you 
can  reasonably  bet  that  any  diversified 
index,  whether  of  small  or  large  stocks, 
wiD  eventually  rebound. 

Our  recommended  strategy  for 
long-term  savers,  like  401  (k)  holders: 
Set  aside  fixed  monthly  allotments  to  an  assortment  of  at  least 
three  index  funds.  You  could  go  the  Israelsen  route,  or  take  it  a 
step  further  by  adding  a  broad-based  foreign  index  fund.  Big- 
company  stocks  and  small-company  stocks,  U.S.  ones  and  for- 
eign ones,  will  all  have  their  stretches  of  being  in  favor  and  out 
of  favor,  and  you'll  pick  up  the  most  shares  when  they  are  out 
of  favor. 

Sit  back  and  let  these  sums  compound  for  a  long  time.  You'll 
almost  certainly  do  better  than  someone  chasing  after  the  hottest 
funds  of  the  moment,  and  you'll  have  a  good  chance  to  beat 
someone  investing  in  a  single  diversified  index  fund.  F 
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ZEV'NET  is  a  registered  trBdettiark.,. 


)MORROW 


vironmental  benefits 
long-term  thinking 


PRIUS 
MESIERVIsID 

ZI:V«NI=T 


TOYOTA 


At  Toyota,  we're  constantly  exploring 
new  ways  to  help  the  environment  — 
whether  it's  by  lowering  pollution 
levels,  reducing  fuel  consumption  or 
minimizing  traffic  congestion.  Thcit's 
why  we're  particularly  proud  to  be  a 
founding  member  of  ZEV»NET'"  an 
experimental  transportation  network 
that  aims  to  accomplish  all  three. 

Comprised  of  both  zero  and  low 
emission  vehicles,  ZEV»NET  combines 
the  flexibility  of  driving  a  car  with  the 
environmental  advantages  of  mass 
transit.  Participants  in  Irvine,  California 
share  fifty  environmentally  advanced 
Toyotas  for  travel  between  nearby 
train  stations  and  business  parks.  And 
by  driving  an  electric  RAV4  EV,  zero 
emission  e«com  car  or  gas/electric 
Prius,  they're  definitely  doing  what's 
right  for  the  planet. 

Through  community-based  projects 
like  ZEV'NET,  we  aren't  just  improving 
our  cars.  We're  also  improving  the  way 
they're  used — in  neighborhoods  right 
where  you  live.  Talk  about  bringing 
environmental  benefits  closer  to  home. 

www.toyota.com/tomorrow 
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Fund  Survey 


Newsletter 


Vanguard's  Alter  Ego 

The  storied  low-cost  shop  draws  intense  scrutiny  from  Daniel  Wiener's  newsletter,  Wiener's 
sideline:  managing  private  accounts  using  Vanguard  products.  Uh,  the  investing  service  isn't  cheap 


BY  MICHAEL  MAIELLO 


V 


ANGUARD  MAY  BE  MECCA 
for  the  frugal,  do-it-your- 
self mutual  fund  investor. 
But  Brooklyn-based  news- 
letter editor  Daniel  Wiener 
figures  the  fund  family's  customers  still 
need  some  help.  In  the  12  years  since  he 
started,  Vanguard-advising  has  been  a  lu- 
crative business  for  him. 

His  insightfril  monthly  Independent  Ad- 
viser for  Vanguard  Investors,  at  $195  per  year, 
has  40,000  subscribers  and  thus  grosses  $7.8 
million.  For  the  money,  he  delivers  a  steady 
diet  of  news  and  analysis  about  the  fund 
giant,  plus  the  occasional  scoop. 

For  the  newsletter  he  created  four 
model  portfolios,  composed  entirely  of 
Vanguard  products.  He  will  also  manage 
money  in  Vanguard-based  private 
accounts  for  a  fee  of  1%  a  year;  this  comes 
on  top  of  the  expense  burdens  (0.22%  to 
0.60%)  built  into  the  underlying  funds. 
With  $290  million  under  management 
(Vanguard  has  $555  billion),  Wiener 
rakes  in  $3  million  as  a  money  manager. 
Wait.  Isn't  there  something  a  little 
awry  about  paying  this  guy  to  select  your 
Vanguard  funds  for  you?  The  whole  rai- 
son  d'etre  of  the  Valley  Forge,  Pa.  fund 
group  is  to  cut  costs  to  the  nub. 

Wiener,  46,  defends  his  seeming 
defilement  of  the  Vanguard  low-cost 
ethos  as  worth  it — because,  with  his  deep 
knowledge  of  the  company's  funds,  he 
constructs  portfolios  that  deliver  supe- 
rior returns.  According  to  his  figures,  his 
four  model  Vanguard  portfolios  have 
outperformed  the  S&P  500  handily  since 
their  founding.  While  all  his  portfolios 
lost  money  in  2002,  they  at  least  didn't 


lose  as  much  as  the  S&P  did. 

His  most  popular  model,  the  growth 
portfolio,  has  turned  in  a  14.4%  average 
annual  return  since  its  1991  debut,  2  per- 
centage points  better  than  the  S&P;  last  year 
it  lost  17.8%  versus  the  broad  market's 
22.2%  drop.  He  accomplished  this  feat 
using  a  mixture  of  seven  Vanguard  funds: 
one  index  (Growth  Index,  comprising  the 
150  largest  growth  companies),  a  junk 
bond,  an  international  and  four  domestic 
actively  managed  funds.  "It's  true,"  he 
crows.  "I've  beaten  their  vaunted  indexes." 

Since  he  prints  the  four  portfolios' 
asset  allocations  in  the  newsletter, 
Wiener's  subscribers  could  simply  copy 
his  ideas  without  paying  him  the  man- 
agement fee.  What  his  investment  clients 
get  for  their  1%  is  relief  from  the  burden 
of  calling  Vanguard's  800  number  to 
make  switches.  They  also  get  personalized 
portfolios  as  opposed  to  the  models  for 
mass  consumption  published  in  the 
newsletter.  Wiener  designs  the  accounts 
after  consulting  with  his  clients,  who  can 
also  call  him  or  one  of  his  five  account 
managers  throughout  the  year. 

You  don't  have  to  take  Wiener's 
word  for  the  success  of  his  model  port- 
folios. The  Hulbert  Financial  Digest, 
which  assesses  newsletter  track  records, 
comes  up  with  nearly  identical  perfor- 
mance numbers.  Moreover,  Mark  Hul- 
bert, editor  of  the  digest,  says  Wiener 
only  occasionally  rejiggers  the  portfo- 
lios' asset  weightings,  which  can  gener- 
ate capital  gains  for  taxable  accounts. 


Thus,  Wiener  doesn't  much  disturb  th 
generally  high  tax  efficiency  of  whic 
Vanguard  is  so  proud. 

Wiener's  favorite  fund,  Vanguar 
Health  Care,  shows  up  prominently  L 
three  of  his  models.  Managed  for  18  ye; 
by  Edward  Owens,  this  is  the  $15  billio! 
sector  hind  that  convinced  Wiener  that  a 
sector  funds  aren't  evil.  "The  big  problei 
with  sector  funds  is  supposed  to  k 
volatility,"  says  Wiener.  "That's  not 
problem  here."  (See  related  story,  p.  94).i 

Between  March  1992  and  Marc 
2002,  returns  from  the  Health  Care  fun 
had  paradoxically  been  both  higher  the 
and  more  stable  than  those  of  the  flagsh 
Vanguard  500  Index,  which  tracks  tl 
broad  market.  In  that  time  the  500  Ind( 
Fund  had  dipped  as  deep  as  45%  from  i 
high,  while  the  Health  Care  fund  didr 
dip  more  than  22%.  In  the  past  five  yea 
Health  Care  has  averaged  a  return 
14.8%,  among  the  best  in  the  fund  ur 
verse,  while  Index  500  is  down  0.1% 

For  Vanguard  purists,  Wiener's  four 
and  newest  portfolio  is  an  all-index  pro 
uct,  down  16.9%  in  2002.  Since  its  19' 
inception  the  index  portfolio  is  up  ; 
average  8.4%,  trailing  the  S&P  by  2 
points.  This  portfolio  is  dominated  by  t 
Vanguard  Mid  Capitalization  Indt 
which  makes  up  57%  of  the  portfolio, 
smaller  stocks  haven't  been  hit  as  hard 
the  bear  market.  Mid  Cap's  losses  (14.6 
last  year)  are  cushioned. 

Wiener's  odd  decision  to  mana 
money  using  the  products  of  just  o 


"It's  true.  I've  beaten  their  vaunted  indexes." 
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Despite  tough  Stories, 
I  the  fund  family's  doors 
I  stay  open  for  Weiner. 


11%  5-year  annualized  return  for  his  top  model 


IRA  INVESTMENT  OPTION 


Mid-cap  potential. 
Value  approach. 


T.  Rowe  Price  Mid-Cap  Value  Fund  (TRMCX) 
targets  undervalued,  mid-size  companies 
believed  to  be  positioned  for  long-term 
capital  appreciation.  These  stocks  may 
be  less  volatile  than  those  of  start-up 
companies.  However,  they  are  still  small 
enough  to  adapt  quickly  to  change  and 
generally  offer  greater  return  potential 
than  large-caps. 

As  the  chart  shows,  the  fund's  strategy 
has  proven  effective. 

Past  performance  cannot  guarantee 
future  results.  Mid-size  company  stocks 
may  be  more  volatile  than  those  of 
larger  companies. 

Open  an  account  online  through  our 
paperless  enrollment  process,  or  call 
us  today. 


TROWEPRICE.COM/MCV 


How  $10,000  Invested 
Since  Inception  in  the 
Mid-Cap  Value  Fund 
Would  Have  Grown 


$20,000 


6/96  9/96        98 


1-800-541-5854 


TRoweftice 


INVEST    WITH    CONFIDENCE 


■0.09%,  5.20%,  uiuJ  10.38%  dre  the  fund's  average  annual  total  returns  lor  the  1-year,  5-veaf,  and  since-inceplion 
(6/Z8I96!  periods  ended  V']0/02,  resi  eclively.  For  mote  inlotmation,  including  lees,  expenses,  and  risks,  request  a  fund  pro- 
file or  prospectus;  read  it  carefully  before  investing.  For  updated  perlormaiite  information,  please  visit  our  Web  site  or 
contact  a  I.  Rowe  Price  represenlalive.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain 
distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at 
original  purchase.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  I»ICV0653 1 6 
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mutual  fund  company  wasn't  quite  s 
odd  when  he  started  his  self-publishel 
newsletter  back  in  1991.  He  had  jus 
written,  as  the  mutual  funds  editor  fc 
U.S.  News  and  World  Report,  a  stor 
about  the  hassles  investors  faced  in  Xxyi 
ing  to  move  their  money  from  onj  t 
fund  family  to  another.  These  day^  ij, 
switching  fund  companies  isn't  muci 
more  difficult  than  selling  Coca-Coi 
stock  to  buy  PepsiCo's. 

Styling  himself  "an  admiring  critic  | 
of  Vanguard,  Wiener  believes  in  th 
place  enough  to  keep  all  his  family 
money  there,  including  his  mom'i 
Wiener,  who  works  out  of  a  three-stoi 
town  house  where  he  also  lives,  mo: 
tors  the  fund  company  closely.  "It's? 
good  complex,"  he  says,  "but  it's  m 
the  Garden  of  Eden  it's  portrayed  as  i 
most  of  the  financial  press." 

Periodically  Wiener  comes  up  wil 
exclusive  stories  that  embarrass  Vai 

"It's  a  good  complex, 
but  it's  not  the  Garden 
of  Eden  it's  portrayed 
as  in  most  of  the 
financial  press." 


guard.  For  instance,  he  reported  la 
autumn  that  Vanguard's  charitab 
endowment  program's  flashy  featui; 
online  grant  giving,  didn't  protei 
users'  privacy  very  well.  After  Wien' 
reported  this,  Vanguard  corrected  tl 
problem. 

The  fund  group  officially  has  i 
opinion  about  Wiener's  wor 
Spokesman  Brian  Mattes,  though,  d 
missively  points  out  that  only  a  ti 
fraction  of  Vanguard's  17  milli< 
account  holders  are  Wiener  su 
scribers.  In  1993  the  company  su 
Wiener  to  make  him  stop  calling  1 
newsletter  the  Vanguard  Adviser.  I 
complied  and  the  suit  was  dropped. 

Still,  Vanguard  does  allow  Wier 
steady  access  to  its  people.  He  recen 
published  an  in-depth  Q&A  with  Va 
guard  Selected  Value  manager  Jan: 
Barrow.  For  Vanguard  addicts,  insi 
stuff  like  fliat  is  worth  tiie  $  195 — if  r 
a  percentage  fee. 


reach 


AVAyA 


a  higher  plane 
of  communication 


RESSES  CANT  STOP  when  a 
per  moves  to  IP  telephony.  So 
attle  Times  tapped  Avaya  for  a 
rformance  voice  and  data  network 
ble  as  voice  alone. 
state  of  Avaya,  you  get  to  IP  telephony 


on  your  own  path,  at  your  own  pace.  And  •  network.  They'll  even  play  nice  with  your 
here's  the  really  big  news:  for  the  cost  of  a         multi-vendor  environment.  The  Seattle  Times 

standard  PBX  upgrade.  Avaya  Enterprise  Class  ■  saved  over  $180,000  in  related  costs  the 
IP  Solutions  (ECLIPS),  powered  by  Avaya  first  year  alone.  Without  missing  a  deadline. 

MultiVantage™  Software,  are  standards-based.      Visit  avaya.com/ip  to  access  our  ROI  tools  for 
They're  open  to  evolving  your  existing  IP  telephony.  Or  call  866-GO  AVAYA. 


Telephony 


Contact   Centers 


Unified    Communication 


Services 


Seattle  rime&  goe& 


I 


FOR  COST  OF  PBX  UPGRADE! 


Read  all  about  it  in 


OF  AVAYA. 


ayalRfc.  All  Rights  Reserved 

Avaya  Logo,  and  all  trademarts  kJentified  by  "S-  or  "*  are  trademarks  of  Avaya  Inc  and  may 

3d  in  certain  lunsdtctions.  AH  other  trademarks  are  the  property  of  Iheir  respectivi?  owners. 


Fund  Survey    Internet 


I 


The  Web 
Rebound 

Even  an  Internet  stock 
can  turn  into  a  bargain 
if  it  gets  cheap  enough. 


BY  RICHARD  PHALON 


HATS  OFF  TO  PAUL  COOK, 
portfolio  manager  of  the 
Munder  NetNet  Fund. 
Not  for  raw  perfor- 
mance— the  fund  has 
eked  out  a  mere  3.1%  annual  return  over 
its  6Vi  years  in  existence.  He  gets  kudos, 
rather,  for  surviving.  In  March  2000,  for 
example,  Merrill  Lynch  Internet  Strate- 
gies Fund  pulled  in  $  1  billion  on  its  first 
offer.  Some  19  months  later  the  fund's 
assets  had  shrunk  below  $125  million, 
and  Merrill  delivered  the  coup  de  grace 
by  merging  it  into  its  Global  Technology 
Fund. 

Of  the  nine  surviving  Internet  funds, 
Cook's  is  the  largest  (Class  A  share  assets: 
$296  million)  and  one  of  the  oldest.  Over 
the  past  three  years  the  fund  has  turned 
in  an  abysmal  annualized  return  of  nega- 
tive 49%.  But  the  fund  made  money  in 
the  most  recent  quarter.  Have  we  passed 
the  bottom  for  this  discredited  sector? 

We  hesitate  to  suggest  you  buy 
Munder  NetNet  because  of  its  high  fees — 
$2.60  of  annual  overhead  per  $100  of 


assets  and  a  5%  upfront  load.  Still,  the 
very  fact  that  Cook,  40,  has  been  able  to 
stay  in  business  shows  a  pluck  that  shoLild 
serve  him  well  once  his  devastated  seg- 
ment finally  recovers.  So  let's  hear  him 
out,  with  the  notion  that  you  could  skip 
his  fund  and  buy  some  of  his  favorite 
stocks  directly. 

From  the  very  start  Cook  loaded  up 
on  such  pure  Net  plays  as  Amazon.com 
and  Ebay  before  they  became  fashion- 
able. By  spring  1999  Cook  had  pushed 
dot-coms  from  10%  to  35%  of  his  port- 
folio; the  balance  was  in  technology 
stocks,  like  software  and  semiconduc- 
tors. The  Nasdaq  crash,  which  began 
Mar.  27,  2000,  woke  him  up  to  the 
absurdities  of  these  stocks.  He  and  his 
mates  at  the  Birmingham,  Mich. -based 
Munder  group  whittled  down  their  pure 
Internet  exposure  to  14%  of  holdings 
and  closed  the  fund  to  new  money.  They 
got  out  of  doomed  stocks  like  Webvan 
and  Etoys. 

Now  Munder  NetNet  is  buying  again, 
and  dot-coms  are  half  the  portfolio.  The 


fund  has  a  stake  in  Overture  Services, 
search  service  that  competes  with  Googl 
and  sells  at  28.6  times  Cook's  projectiol 
,of  $1.05  in  earnings  per  share  for  200; 
Another  position  is  in  controversial  TM 
Worldwide,  an  online  employee  recruite 
and  favorite  whipping  boy  for  Internr 
short-seUers.  Cook  says  the  recruiter  (S', 
of  his  portfolio)  could  earn  as  much  i 
$  1 .60  a  share.  Not  right  now,  he  adds  cai 
tiously,  but  "in  the  next  few  years." 

TMP,  home  of  the  Monster  job-listir 
site,  is  suffering  from  an  arid  job  mark 
and  a  revenue  falloff,  down  23%  in  ti 
nine  months  ending  Sept.  30  to  $865  mi 
lion.  In  the  red  for  the  12  montr 
through  September,  TMP  at  least  sportS' 
fairly  affordable  enterprise  value  multip: 
of  seven — that's  basically  the  sum  r 
equity  and  debt  divided  by  operatin 
earnings  (net  before  depreciation,  intei 
est,  taxes  and  nonrecurring  items). 

Outside  the  dot-com  universe  Cool* 
fund  owns  Cisco,  which  he  thinks  w 
continue  to  grab  market  share  from  oth 
network  equipment  providers,  ar 
Microsoft,  where  profits  will  be  fueled  I 
its  high  revenue-generating  operatin 
system  and  applications  businesses.  Wh 
doesn't  he  like?  Lucent  and  Nortel,  tv 
telecom  players  that  rely  heavily  on  caj 
tal  spending  by  the  regional  Bells.  T 
outlook  for  this  spending  remains  bleal 

When  the  Net  is  hot,  the  fund  is  h< 
Cook  turned  in  a  resounding  21%  retu 
in  2002's  fourth  quarter.  FeOow  Net  si 
vivor  Ryan  Jacob,  manager  of  the  Jad 
Internet  Fund,  was  up  60%  on  t 
strength  of  stocks  like  online  discou 


Veterans  of  a  Bloody  Conflict 

These  funds  are  poised  for  a  Net  rebound— well,  at  least  something  better  than  now. 


TOTAL  RETURN 


• 
FUNO 

LATEST 
12  MO 

3-YEAR' 

SINCE 
INCEPTION' 

INCEPTION 
DATE 

ASSETS 

11/30/02 
(SMIL) 

PORTFOLIO 
TURNOVER 

ANNUAL 

expense; 

PER  $100 

Amerjndo  Internet  B2B-A 

-34.6% 

NA 

-374% 

5/30/2000 

$1 

144% 

$2.25 

Jacob  Internet  Fund 

-13.0 

-57.1% 

-56.3 

12/14/1999 

41 

1,081 

5.29 

Kinetics  Internet  Emerging  Growth 

-24.7 

-31.3 

-31.3 

12/31/1999 

3 

24 

2.74 

Kinetics  Internet 

-23.4 

-30.5 

21.5 

10/21/1996 

270 

44 

2.37 

Munder  NetNet-A 

-44.6 

-49.2 

3.1 

8/19/1996 

296 

50 

2.60 

ProFunds  Ultra  Internet-lnv 

-58.3 

NA 

-76.1 

6/19/2000 

37 

1,742 

1.95 

RS  Internet  Age 

-43.2 

-35.5 

-30.4 

12/1/1999 

47 

315 

1.85 

Rydex  Internet-lnv 

-4L  5 

NA 

-56.3 

4/6/2000 

34 

2,186 

1.21 

WWW  Internet  Fund 

-48.9 

-52.8 

-9.1 

8/1/1996 

9 

268 

3.47 

Returns  through  Dec.  31,  2002.  'Annualized.  N  \  Not  applicable. 

Source:  Upper. 
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MONEY   MANAGEMENT   IS  WHAT  WE   DO 


'Although    we    also    specialize    in    seven    figure    hand-me-down '  s, 


i  of  mind  comes  from  knowing  your  family  will  be  taken  care  of  long  after  you're  gone.  That's  where 
srger  Berman  can  help.  We  provide  a  wide  range  of  wealth  management  and  trust  services  designed  to 
::t  and  enhance  your  hard  earned  money.  All  from  a  national  company  that's  small  enough  to  give 
mized  service  and  personal  attention,  yet  big  enough  to  offer  expertise  on  asset  allocation,  tax  and  estate 
ing,  trust  services  and  investment  products.  If  you  have  at  least  $2  million  of  investabie  assets,  call 
J8.5473  or  visit  nb.com/trust.  After  ail,  wouldn't  It  be  nice  to  pass  along  more  than  just  your  name? 


MONEY     MANAGEMENT     IS     WHAT     WE      D  O  , 


NEUBERGER    BERMAN 


TRUST     COMPANY,      N.A 


if  Berman.  LLC-  For  more  information,  including  a  list  of  our  offices  nationwide,  visit  nb.com/trust.  ©2003.  All  rights  reserved.  1/03 


ATTHEGREENBRIBfl 


SOME  OF  OUR  DAILY  FLIGHTS 
ARE  MORE  OF  A 


DEPARTURE  THAN  OTHERS. 
'^ -^E  Greenbrier  is  as  t-ujsE  as  the 

(REST  AIRPORT.  AnI)  AS  l-AU  FROM  AN 

INARY  MEETING  SITE  AS  THE  ANCIENT 

)  FASCINATINC;  SPORT  OF  FALCONRY. 

I    6,500'ACRE    MOUNTAIN    ESTATE 

JERS  IMPECCABLE  MEETINCi  FACILITIES, 

i  ATTENTIVE  SERVICE  AND  MORE  THAN 

:«;0  ACTIVITIES  THAT  WILL  MAKE  YOUR 

m's  spirits  soar.  To  PLAN  YOUR 

MEETINC;,   CALL  80O.908.O7OI    OR  VISIT 

WWW.CREENBRIER.COM. 


'i^^ 


Ani erica 's  Resort 


WWW.GREENBRIER.COM 
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Reading  is  a  great  way  to  escape. 
It  helped  this  family  get  out  of  the  projects. 


r  he  National  Center  for  Family 
Literacy  helps  families  with  poor 
literacy  skills  break  the  cycle  of 
intergenerational  poverty.  We  hold 
out  a  hand  and  they  learn  to  piiU 
themselves  up.  Now  we  could  use 
a  hand  as  well.  Cfll  To  help,  please 
call  the  Family  Literac)-  hifoLine  at 
1-877-FAMLIT-l  or  xisit  our  web 


site  at  www.famlit.org. 
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Fund  Survey 


Internet 


broker  E-Trade  Group  and  onlii 
advertising  outfit  ValueClick,  which, 
trading  a  shade  under  book  value. 

Dot-coms  are  still  a  long  way  fro' 
bubble  highs,  though.  Cook's  view 
that,  in  terms  of  significantly  improve 
balance  sheets  and  operating  margir. 
many  are  "reasonably"  priced.  He  tid 
off  the  fundamentals.  Increasing  usa 
by  an  increasing  number  of  suit 
scribers,  particularly  Web-addictii 
teenagers,  will  help  boost  profitabilitj 
Among  other  kickers,  Cook  cites  a  sh| 
in  traditional  advertising  from  pri 
and  TV  to  the  Net,  a  shift  in  conte 
from  free  to  fee,  such  as  Yahoo  m 
charging  for  real-time  stock  quoti 
and  an  ability  of  Web  shops  to  mar 
their  online  catalogs  to  traditio: 
retailing  (you  shop  online  at 
zon.com  and  pick  up  the  order  a1 
Borders  store). 

We  have  heard  before  about  N 
riches  right  around  the  corner.  Isil 
this  the  same  stuff  that  cost  doi 
plungers  billions  and  utterly  vaporir 
much  of  Wall  Street's  credibihty?  Co 
concedes  that  "the  dot-bomb  stigma 
still  with  us."  But  the  difference  too 
is  that  there  has  been  a  shakeout.  Y 
can  even  find  the  occasional  value  pl| 
He  says  NetBank,  a  profitable  onii 
banking  company,  is  trading  at 
affordable  1.3  times  book  value,  wh: 
includes  $2.53  a  share  in  cash. 

"The  tourists  have  all  gone,"  s; 
Cook.  Also  gone  are  the  cheesy  bu 
ness  models  that  consumed  so  mi 
cheap  venture  capital.  Thus  the  pric 
power  of  the  survivors  has  improAlj 
immeasurably,  and  the  post-bubble  ■ 
mate  of  mergers  and  restructuring ! 
brought  the  prospect  of  real  earnii 
all  the  more  closer. 

A  few  dot-coms — Ebay,  for  c 
(4%  of  Munder  NetNet) — aim 
from  scratch  succeeded  in  convert 
rampageous  sales  growth  into  i 
folding  money.  Ebay  seems  o 
landishly  priced  at  close  to  90  tir 
2002  earnings,  but  Cook  is  convin 
this  is  one  online  business  whose  ea 
ings  will  grow  rapidly  enough  to  vir 
cate  believers. 
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You  can't  always  control 

how  they  use  office  supplies, 

but  you  can  control 
overall  costs. 


V 


,.<L.<' 


Here's  a  wake-up  call:  While  office  products  are  typically  12%  of 

supply  budgets,  they  can  account  for  70%  of  transactions.  That  takes  a  lot 

of  your  associates'  tinne.  And  up  to  half  of  their  purchases  may  cost 

15%  more  than  you  expected.  Boise  Office  Solutions  can  help.  Our  unique 

Customer  Insight  Reports^"  show  you  who's  ordering  what,  when  and 

how.  So  you  can  really  control  expenditures.  And  our  easy,  personalized 

ordering  system  saves  valuable  time.  For  eye-opening  proof  on  how 

we  can  save  you  money  call  1-888-B0ISE-88.   Boise.  It  Couldn't  be  Easier.® 


Office  Solutions 


OFFICE   PRODUCTS  •  TECHNOLOGY  •  FURNITURE  •  OFFICE   PAPERS 


Fund  Survey    Strategies 


I 


Risky  Business 

A  new  tool  helps  identify  mutual  funds 
with  risk  levels  that  don't  match  up  to 
their  stated  investment  objectives. 


BY  JODY  YEN 


AT  FACE  VALUE  THE  VANGUARD  HEALTH  CARE 
Fund  seems  like  a  gamble.  It  limits  itself  to  the 
health  care  and  biotechnology  sector,  a  group  that 
is  off  17%  for  the  last  12  months,  as  measured  by 
the  S&P  500  Pharmaceutical  Index.  But,  by  one 
account,  the  Lipper-Barra  Mutual  Fund  Risk  Factor,  very  few 
equity  funds — of  any  type — have  less  risk. 

The  Lipper-Barra  Mutual  Fund  Risk  Factor  is  a  joint  venture 
between  Barra,  a  Berkeley,  Calif  financial  consulting  firm  and 
data  provider,  and  Lipper,  the  mutual  fund  data  company.  The 
two  outfits  analyze  each  stock  in  a  fund's  portfolio  for  90  differ- 
ent fundamental  and  technical  attributes. 

Lots  of  risk-measures  are  available  to  investors,  but  almost 
aU  of  them  are  based  on  the  past;  beta,  for  example,  compares 
past  price  movements  with  past  movements  in  a  stock  market 
index.  The  Lipper-Barra  risk  calculation  is  unusual  in  looking 
at  the  future  as  well.  Among  other  things,  it  looks  at  earnings 
estimates  of  stocks  in  a  portfolio  to 
judge  riskiness. 

Lipper  and  Barra  take  the  risk 
data  for  all  of  a  fund's  stocks  and 
calculate  three  portfoUo-weighted 
risk  metrics — on  a  scale  of  0  to 
100 — fc-  each  fund:  overall,  macro 
and  classification  risk. 

Vanguard  Health's  risk  factor 
relative  to  all  stcck  funds  (overall 
risk)  is  only  3.  In  odier  words,  just 
3%  of  all  equity  funds  could  have 
less  projected  r-sk  for  the  next  12 
months  than  this  fund.  Vanguarc' 
Health's  so-called  macro  risk  score 
is  2 1 ,  meaning  that  the  fund  has  a 
greater  degree  of  exposure  to 
uncertainty  than  2 1  %  of  all  sector 
funds.  Perhaps  most  telling  is  that 


this  fund's  classification  risk  score — risk  relative  to  aU  healt 
care  funds — is  just  4. 

We  won't  know  for  another  year  whether  Vanguard  Health 
low  Lipper-Barra  risk^cores  were  accurate  in  predicting  that  th 
fimd  will  be  significantly  less  volatile  than  most  other  flmds  ov( 
the  coming  12  months,  but  the  fund's  current  scores  accurate! 
reflect  its  recent  performance.  The  fund  shows  a  negative  retur 
of  1 1.4%  for  the  past  12  months,  against  -22.1%  for  the  S&P  50( 

The  fund's  beta  for  the  past  year,  0.55,  confirms  Vanguan 
Health's  low  volatility  relative  to  the  market.  But  beta  looks  on! 
at  the  fund's  overall  performance,  not  the  attributes  of  its  undei 
lying  stocks,  and  it  teOs  nothing  about  what  might  he  ahead  fc 
the  fund. 

Aside  from  helping  investors  find  growth-oriented  fiinds  wit 
relatively  low  risk,  the  Lipper-Barra  tool  can  also  identify  seen 
ingly  safe  funds  that  aren't  so  safe.  For  example,  Gabelli  Blue  Q 
Value-AAA — whose  mission  is  to  invest  in  undervalued  bli 
chips — ^would  seem  to  be  a  relatively  conservative  investmeDJ 
But  the  Barra  scores  indicate  that  this  fund  is  riskier  than  92% 
all  equity  funds.  Even  worse,  it  has  a  classification  risk  of  9* 
meaning  it  is  hard  to  find  another  large  cap  value  fund  that  has 
higher  degree  of  risk.  How  so? 

This  fund  is  loaded — roughly  34% — with  financial  servio 
and  telecom  stocks.  For  example,  telecom  equipment  manufei 
turer  Lucent  Technologies  makes  up  4%  of  the  fund's  holding 
Lucent  hasn't  been  profitable  since  2000,  which  is  reflected  in 
$1.70  stock  price.  While  financial  services  companies  haver 
shown  the  same  kind  of  losses,  stocks  such  as  J.P.  Morgan  Cha 
and  Citigroup  have  declined  more  than  25%  in  the  past  ye; 
Given  these  companies'  exposure  to  suits  from  disaffectt 
investors,  their  volatiUty  in  coming  years  is  likely  to  be  high. 

We  dug  through  the  Lipper-Barra  risk-factor  data  and  can 
up  with  the  following  ten  funds  that  appear  to  contradict  tht 
stated  investment  styles.  The  first  five  funds  are  supposed 
have  a  conservative  bent  but  carry  higher  risk  factors  than  ma' 
of  their  peers.  The  second  group  is  the  opposite:  Their  Lippe 
Barra  scores  point  to  low  levels  of  risk. 


Are  All  Funds  Equal? 

Despite  negative  returns  for  these  funds,  they  don't  carry  equal  amounts  of  risi<. 


FUND/INVESTMENT  STYLE 

UPPER-BARRA 

OVERAU 
RISK  FACTOR 

1-YEAR 
TOTAL  RETURN 

ASSETS 

11/30/02 
(SMIL) 

ANNUA 
EXPENS 
PER  $11 

High- Risk- Factor  Funds 

API  Trust-Yorktown  Classic  Value/undervalued  stocks 

85 

-40.1% 

$14 

$3.73 

Gabelli  Blue  Chip  Value-AAA/undervalued  blue  chips 

92 

-31.7 

30 

1.75 

Kelmoore  Strategy  Fund-A/large  cap  stocks 

94 

-24.0 

78 

1.76 

Legg  Mason  Focus  Trust/common  stocks  and  convertibles 

96 

-9.1 

154 

1.90 

Shaker  Fund/small  and  midsize  growth 

96 

-48.5 

12 

2.16 

Low-Risk-Factor  Funds 

'fidelity  Select-Food  &  Agriculture/food  agriculture 

1 

-6.7 

102 

1.24 

Fidollty  Select-Natural  Gas/natural  gas 

15 

-9.6 

133 

1.17 

MFS  International  Value-l/65%  of  assets  in  foreign  stocks 

5 

-70 

40 

2.oe 

Prudential  Pai  ific  Growth  Fund-A/Pacific  region  securities  17 


-11.4 


26 


2.6C 


Vanguard  Health  Care/health  care 


-11.4       14,115 


0.31 


Results  through  Dec.  31.  2002.  Sources:  Lipper-Barra  Mutual  Furtd  Risk  Factor  Momingstar 
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Smart  Bargains 

Performance  is  fleeting;  costs  are  ongoing.  We  look  at  both. 


BY  FEI  MEI  CHAN 


GOLD  FUNDS  WERE  ONE 
of  the  best-performing 
groups  last  year,  with  the 
average  fund  in  this  cate- 
gory returning  63%.  But 
none  rates  a  Best  Buy  notation  in  our  lat- 


est performance  rankings.  Funds  have  to 
score  high  in  both  risk-adjusted  perfor- 
mance over  five  years  and  in  cost  efficiency 
to  be  deemed  Best  Buys.  Gold  funds  fall 
short  on  both  counts. 

Risk  is  one  problem.  Just  two  years  ago,  in 
2000,  gold  funds  lost  an  average  17%.  The  oc- 


casional superior  returns  in  years  like  2002  c 
not  make  up  for  this  kind  of  volatility. 

Overhead  is  the  other  problem:  As  a  grot 
gold  funds  show  annual  expenses  averagir  i 
$1.96  per  $100  in  assets.  This  compares  wiil 
$  1 .03  for  all  stock  fiands  in  our  survey.        j 

Our  Best  Buy  rating  formula  for  stodj: 
and  junk-bond  funds  gives  equal  weight  -l 
costs  and  to  risk- adjusted  performance.  Fi , 
high-grade  bond  funds,  where  manageriJ 
skills  are  not  so  pertinent,  costs  are  weigh( - 
more  heavily.  "Cost"  is  the  expense  ratio  pi  - 
a  fifth  of  the  sales  load. 


MARKET 

PERFORMANCE 

UP      DOWN 

Fund/800  PHONE 

TOTAL 
RFTIJRN 

ASSETS 
11/30/02 
($MIL) 

WEIGHTED 

AVERAGE 

P/E 

MEDIAN 

MARKET 

CAP 

($BIL) 

ANNUAL 

EXPENSES 

PER 

$100 

minimunJ 

INITIAL  j 
INVESTMEI 

5-YEAR 
ANNUALIZED 

l-VEAR 

Stock  Funds                                                                                                                             | 

F 

A* 

T  Rowe  Price  Capital  Appreclation/225-5132 

8.9% 

0.5% 

$1,856 

28 

$74 

$0.86 

$2,5tfS< 

C 

A 

Dodge  &  Cox  Stock  Fund/621-3979 

76 

-10.5 

13,859 

27 

10.1 

0.54 

2,500. 

B 

A 

Mairs  &  Power  Growth  Fund/304-7404 

77 

-8.1 

872 

24 

13.9 

0.76 

2,5001 

C 

A* 

Longleaf  Partners  Fund/445-9469 

73 

-8.3 

4.974 

NA 

9.1 

0.92 

10,000, 

•c 

A 

Parnassus  Equity  Income/999-3505 

9.0 

-3.7 

259 

26 

9.9 

1.00 

2,008; 

c 

A+ 

Clipper  Fund/776-5033 

10.8 

-5.5 

5,014 

17 

29.7 

1.08 

5,000 

•c 

B 

Jensen  Fund/221-4384 

78 

-11.0 

1,039 

25 

23.5 

1.00 

1.0001 

•B 

•A 

Meridian  Value  Fund/446-6662 

16.9 

-13.4 

1,210 

26 

2.9 

1.12 

1,000  . 

•A 

•C 

Fidelity  Mid-Cap  Stock/544-6666 

6.1 

-276 

5,440 

28 

2.8 

0.94 

2,5001 1 

A 

c 

Vanguard  Primecap  Fund-lnv/662-7447 

3.9 

-24.6 

15,520 

34 

13.5 

0.50 

25,000  j 

C 

A 

Weitz  Value  Fund/232-4161 

9.2 

-17.1 

3,364 

NA 

4.6 

1.06 

25.000 

•c 

A 

Weltz  Partners  Value/232-4161 

9.4 

-170 

2,425 

NA 

5.5 

1.08 

25,00C 

B 

C 

Vanguard  Explorer  Fund-lnv/662-7447 

3.3 

-24.6 

4,086 

27 

1.0 

0.72 

3.000 

D 

A 

Pennsylvania  Mutual-lnv/221-4268 

70 

-9.2 

739 

25 

0.5 

0.99 

2,00C 

•B 

B 

T  Rowe  Price  Mid-Cap  Growth/225-5132 

4.8 

-21.2 

6,024 

30 

3.6 

0.89 

2,5^ 

•A 

0 

Janus  Mercury  Fund/525-8983 

3.7 

-29.0 

5,327 

26 

173 

0.89 

2,50C 

A 

D 

Fidelity  Independence/544-6666 

4.5 

-15.8 

4,444 

24 

15.1 

0.97 

2,50c| 

C 

A 

Meridian  Growth/446-6662 

72 

-178 

333 

26 

1.6 

1.02 

1,00C  T 

D 

B 

Matrix  Advisors  Value/366-6223 

5.6 

-20.7 

73 

28 

276 

0.99 

1,00(1 

•D 

A 

Target  Small  Cap  Value/225-1852 

4.7 

-8.5 

154 

24 

1.1 

0,87 

25,00(| 

Bakinccd  Funds                             '                             '                                                                 | 

c 

A 

Oodge  &  Cox  Balanced  Fund/621-3979 

8.0 

-2.9 

7,834 

27 

10.0 

0.53 

z.m 

F 

A+ 

Vanguard  Wellesley  lncome-lnv/662-7447 

70 

4.6 

8.388 

22 

23.0 

0.33 

3,00( 

A* 

0 

Fidelity  Convertible  Securities/544-6666 

9.2 

-13.9 

1,421 

28 

2.2 

0.81 

2.« 

C 

A 

Oal<mark  Equity  &  lncome-l/625-6275 

10.9 

-2.1 

2.574 

24 

4.0 

0.98 

1,00( 

A 

B 

Janus  Balanced  Fund/525-8983 

71 

-6.6 

3,994 

24 

31.3 

0.85 

2.59< 

B 

B 

Vanguard  STAR  Fund/662-7447 

3.9 

-9.9 

Z498 

NA 

NA 

0.40 

1.001 

B 

B 

Fidelity  Balanced  Fund/544-6666 

5.2 

-8.5 

6,714 

24 

13.6 

0.69 

2.S|I 

C 

B 

Vanguard  Wellington  Fund-lnv/662-7447 

4.6 

-6.9 

22,929 

25 

179 

0.36 

3,001 

A 

D 

,..     ...  ^-_,  ..,j^.^  Sscurttlos/662-7447 

3.7 

-9.4 

291 

NA 

NA 

0.71 

3,001 

F 

A* 

.  992-6757 

5.0 

9.4 

76 

18 

0.6 

0.69 

3,001 

A 

C 

1                                  need  Fund/999-0887 

71 

-9.4 

138 

27 

24.1 

1.15 

2.501 

C 

B 

Pax  World  fiai.nced  Fund/767-1729 

5.0 

-8.9 

1,053 

31 

11.5 

0.94 

25 

c 

B 

Vanguard  T.     Managed  Bala  »ced/662-7447 

3.8 

-71 

417 

26 

31.0 

0,19 

10,00 

A 

C 

Transamerica  -remler  ealanced-l/892-7537 

70 

-9.2 

139 

27 

13.8 

1.21 

1,00 

Five-year  return 

Sources:  Forbes 

12/31/97  through  12/31/02:  one-vear  return  12/31/01  through  I2/3I/OJ 

Upper:  Mormogslar. 

*.  •Fund  rated  for  three  periods 

only;  maximum 

allowable  grade 

A.  NA;  Not  available. 

1 

96 
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B    E    S   ■    Hebru-iry  3,  200 ' 

id 

Survey  International  btock  best  buys 

IMCE 

Fund/800  PHONE 

TOTAL 

RFTIIRN 

ASSETS 

11/30/02 
(SMIL) 

WEIGHTED 

AVERAGE 

P/E 

MEDIAN 

MARKET 

CAP 

($BIL) 

ANNUAL 

EXPENSES 

PER 

$100 

MINIMUM 

INITIAL 

INVESTMENT 

5-YEAR 
ANNUALIZED 

l-YEAR 

1  Funds 

c 

Exeter  Worid  Opportunities  Series-A/466-3863                 5.3  % 

-11.7  % 

$77 

24 

$3.3 

$1.21 

$2,000 

c 

Atlas  Global  Growth/933-2852                                             5.0 

-22.8 

96 

25 

10.5 

1.40 

2,500 

B 

Vanguard  Global  Equity/662-7447                                     4.6 

-5.6 

245 

22 

4.5 

1.08 

3,000 

A 

Tweedy,  Browne  Global  Value/432-4789                             5.5 

-12.1 

4,237 

20 

3.3 

1.37 

2,500 

D 

Credit  Suisse  Gl  Post-Venture  Cap-Com/927-2874            2.8 

-34.5 

57 

25 

1.9 

1.65 

2,500 

B 

Capital  World  Growth  &  Income-Ay421-4120                     5  8 

-71 

10,668 

21 

10.5 

0.78 

250 

D 

Janus  Worldwide  Fund/525-8983 

-0.4 

-26.0 

13,793 

21 

375 

0.87 

2,500 

C 

New  Perspective  Fund-A/421-4120                                     5.2 

-16.1 

24,843 

26 

28.5 

0.78 

250 

A 

Purisima  Total  Retum/841-0199                                       3.9 

-22.0 

193 

24 

27.0 

1.50 

25,000 

B 

Fidelity  Global  Balanced/544-6666                                      3  3 

-6.1 

91 

24 

10.6 

1.29 

2,500 

0 

Citizens  Global  Equity-Standard/223-7010 

0.7 

-21.4 

129 

25 

30.2 

1.84 

2,500 

C 

Fidelity  Worldwide  Fund/544-6666                                  -0.4 

-18.8 

690 

25 

175 

1.12 

2,500 

c 

T  Rowe  Price  Global  Stock/225-5132 

-0.5 

-20.8 

66 

26 

33.8 

1.20 

2,500 

Foreign  Funds 

A 

Standish  International  Equity/^ 

2.8 

-6.5 

57 

NA 

NA 

1.00 

100,000 

•B 

Fidelity  Diversified  lntemational/544-6666                        4.3 

-9.4 

7107 

22 

75 

1.21 

2,500 

A 

Harbor  lnternational-lnst/422-1050                                  1.3 

-6.4 

3,742 

16 

23.0 

0.91 

100,000 

•A 

Oakmark  International  Fund-l/625-6275                             4.9 

-8.5 

1,669 

NA 

NA 

1.30 

1,000 

B 

Vanguard  International  Value/662-7447 

0.1 

-13.4 

1,155 

19 

11.3 

0.64 

3,000 

B 

Fidelity  IntI  Growtti  &  Income/544-6666                           1.6 

-9.9 

932 

23 

11.0 

1.14 

2,500 

•A 

Preferred  International  Value/662-4769                            2.4 

-76 

225 

18 

6.3 

1.26 

1,000 

•B 

Wm  Blair  International  Growth-N/742-7272                       8.0 

-15.2 

654 

NA 

NA 

1.60 

5,000 

•C 

American  Century  IntI  Growth-lnv/345-2021 

-0.3 

-19.2 

2,892 

21 

14.7 

1.21 

2,500 

•B 

Bernstein  Tax-Managed  IntI  Value/^ 

0.7 

-8.5 

2,707 

NA 

79 

1.25 

25,000 

A* 

Fidelity  Canada  Fund/544-6666 

3.0 

-4.3 

79 

21 

6.0 

1.33 

2,500 

C 

Vanguard  International  Growth-lnv/662-7447 

-2.1 

-178 

6,051 

19 

12.7 

0.61 

3,000 

C 

T  Rowe  Price  International  Stock/225-5132 

-3.7 

-18.2 

4,763 

24 

28.9 

0.90 

2,500 

c 

Fidelity  Overseas  Fund/544-6666 

-3.3 

-19.4 

3,059 

22 

24.7 

1.18 

2,500 

• 

European  Funds 

c 

Fidelity  Europe  Fund/544-6666 

-4.0 

-25.5 

955 

22 

2.5 

1.06 

2,500 

B 

Vanguard  European  Stock  lndex-lnv/662-7447 

-2.0 

-17.9 

4,877 

20 

376 

0.30 

3,000 

B 

BBH  European  Equity/625-5759 

-2.1 

-18.3 

57 

19 

36.9 

1.24 

100,000 

B 

T  Rowe  Price  European  Stock/225-5132 

-1.9 

-18.7 

672 

22 

32.1 

1.09 

2,500 

Pacific  Funds 

D 

Japan  Fund-A/535-2726 

3.8 

-8.4 

270 

30 

77 

1.33 

2,500 

C 

T  Rowe  Price  New  Asia/225-5132 

0.1 

-9.4 

598 

18 

4.9 

1.22 

2,500 

•F 

T  Rowe  Price  Japan/225-5132                                        -3.9 

-16.9 

106 

29 

9.2 

1.25 

2,500 

B 

Vanguard  Pacific  Stock  lndex-lnv/662-7447                    -4.4 

-9.3 

1,741 

25 

9.4 

0.37 

3,000 

ear  return  12/31/97  through  12/31/02;  one-year  return  12/31/01  through  12/31/02.  -Fund  rated  for  three  periods 
ospectus  call  212-756-4097.  NA:  Not  available.  Sources:  Forbes:  Upper;  Morningstar. 

only;  maximum 

allowable  grade  A.  'For  prospectus  call  888-782-6347 
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MARKET 

PERFORMANCE 

UP      DOWN 

/ 

Fund/800  PHONE 

TOTAL 
RETURN 

SEC 

YIELD 

ASSETS 

11/30/02 

($MIL) 

AVERAGE 

MATURITY 

(YEARS) 

ANNUAL 

EXPENSES 

PER 

$100 

MINIMul 

initial! 
investmeI 

5-YEAR 
ANNUALIZED 

1-YEAR 

Taxable-U.S.  Treasui\' 

c 

B 

Vanguard  Short-Term  Treasury-lnv/662-7447 

6.7  % 

8.0  % 

2.1%  ^ 

$4,000 

2.3 

$0.29 

$3,000 

A+ 

D 

Vanguard  Intermed-Term  Treasury-lnv/662-7447 

8.4 

14.1 

3.2 

4,584 

5.4 

0.29 

3,000 

A+ 

F 

Vanguard  Long-Term  Treasury-lnv/662-7447 

8.5 

16.7 

4.8 

2,146 

10.3 

0.29 

3,000: 

A+ 

D 

American  Century  Target  2005-lnv/345-2021 

76 

10.1 

2.1 

426 

3.1 

0.59 

2,500 

Taxabie-Ginnie  Mae 

B 

B 

Vanguard  GNMA  Fund-lnv/662-7447 

7.3 

9.7 

5.4 

27,171 

4.1 

0.25 

3,OO0!j| 

C 

B 

Fidelity  Ginnie  Mae/544-6666 

6.8 

8.7 

4.3 

6,606 

2.9 

0.60 

2,5001 

C 

B 

American  Century  GNMA-lnv/345-2021 

6.7 

8.4 

5.2 

2,126 

1.5 

0.59 

2,50Ct 

B 

C 

T  Rowe  Price  Summit  GNMA/225-5132 

6.8 

9.0 

3.6 

108 

3.9 

0.60 

25,000 1 

Taxable-junk 

1 

c 

A+ 

Columbia  High  Yield-Z/547-1707 

4.0 

1.2 

6.1 

677 

4.4 

0.85 

^'0Q|| 

B 

A 

Fidelity  Capital  &  Income/544-6666 

0.4 

-0.4 

9.8 

2,624 

NA 

0.81 

2.5mI 

D 

A 

T  Rowe  Price  High  Yield/225-5132 

2.9 

3.1 

9.9 

2,277 

NA 

0.83 

2,50o| 

D 

A 

Vanguard  High  Yield  Corp-lnv/662-7447 

2.4 

1.7 

8.3 

7062 

4.5 

0.27 

3,00lJ 

Taxabie-Shon-'ierm 

1 

c 

B 

Vanguard  Short-Term  Bond  lndex-lnv/662-7447 

6.7 

6.1 

2.7 

3,089 

2.5 

0.21 

3,(Xffi| 

c 

B 

Vanguard  Short-Term  Federal-lnv/662-7447 

6.9 

76 

3.3 

3,481 

2.1 

0.31 

3,00(| 

D 

A 

FFTW  Limited  Duration/762-4848 

6.3 

5.9 

4.1 

166 

NA 

0.30 

ioo,oool 

D 

A 

Vanguard  Short-Term  Corp-lnv/662-7447 

6.3 

5.2 

4.9 

11,524 

2.3 

0.24 

s.oool 

Taxable- Medium- Teni! 

1 

c 

B 

Federated  Mortgage-IS/341-7400 

77 

8.6 

3.7 

368 

2.6 

0.32 

100.00l| 

A 

C 

TIAA-CREF  Bond  Plus/223-1200 

75 

10.5 

3.8 

357 

4.7 

0.30 

1,50{ 

A+ 

D 

Vanguard  Intermed-Term  Bond  lndex-lnv/662-7447 

78 

10.9 

5.2 

2,951 

5.8 

0.21 

3.00C 

B 

C 

Vanguard  Total  Bond  Market  lndex-lnv/662-7447 

7.1 

8.3 

5.1 

24,515 

4.6 

0.22 

3,000 

Taxable -Long- Term 

1 

A+ 

F 

Vanguard  Long-Term  Bond  Index/662-7447 

8.3 

14.4 

5.5 

750 

10.2 

0.21 

3,00C 

B 

D 

Eclipse  indexed  Bond^ 

6.9 

10.0 

3.6 

146 

NA 

0.50 

1,000 

A+ 

F 

Vanguard  Long-Term  Corp-lnv/662-7447 

73 

13.2 

5.9 

4,246 

10.4 

0.32 

3,00t 

A 

D 

Excelsior  Managed  Income/446-1012 

6.9 

9.4 

4.9 

282 

NA 

0.87 

50, 

Mi:nici|."'jl-Shoii-  Ici  u: 

1 

D 

A* 

Vanguard  Limited  Term  Tax-Exempt-lnv/662-7447 

4.9 

6.3 

3.5 

5,242 

2.8 

0.19 

3,00(1 

L      D 

A 

Fidelity  Spartan  Short-Intermediate  Muni/544-6666 

4.9 

6.6 

2.3 

1,632 

3.0 

0.49 

10,001 

F 

A* 

USAATax-Exempt-Short-Term/365-8722 

4.5 

5.0 

2.8 

1,223 

2.0 

0.48 

3,0011 

D 

A 

Schwab  Short/Intermediate  Tax-Free/435-4000 

4.8 

77 

2.4 

141 

3.7 

0.49 

2,501 

'vkMii^ipjj  -  Mcdiuiii--'!'; 

1' 

c 

B 

Dreyfus  Basic  Intermed  Muni  Bond/782-6620 

5.8 

8.2 

3.3 

132 

3.7 

0.45 

10,00 

c 

A 

Vanguard  Intermediate-Term  Tax-Ex-lnv/662-7447 

5.4 

79 

3.4 

11,687 

4.7 

0.19 

3,00 

c 

A 

Fidelity  Spartan  Intermed  Muni  Income/544-6666 

5.7 

9.0 

3.3 

1,726 

5.2 

0.46 

10,00 

A 

C 

Fidelity  Spartan  Municipal  Income/544-6666 

6.1 

10.4 

3.8 

4,744 

7.2 

0.47 

10,00 

-  ■  ,';iv.'!pal-  loiig-Tei'n, 

1 

A* 

D 

Vanguard  Insured  Long-Term  Tax-Ex-lnv/662-7447 

6.1 

10.0 

4.5 

2,882 

72 

0.19 

3,00 

fk* 

D 

Vanguard  l-onR-Term  Tax-Exempt-lnv/662-7447 

5.9 

10.1 

4.7 

2,055 

73 

0.19 

3.d0 

H* 

D 

Harris  Ir  right  Tax-Exempt  Bond-N/982-8782 

6.3 

11.1 

4.2 

121 

NA 

0.52 

1.00 

C 

B 

Vanguard  High  Yie'd  Tax  Exempt-lnv/662-7447 

5.2 

73 

5.2 

3,908 

71 

0.19 

3,00 

X'banicii' }]  (            L,ue 

1 

c 

A 

Vanguard  Cabt  ii,.-p  .nodlato  T-E-lnv/662-7447 

5.9 

9.2 

3.4 

2,591 

5.4 

0.17 

3, 

A 

C 

Fidelity  Spar!  no  Vio.ss  Muni  Income/544-6666 

5.8 

9.7 

3.7 

1,956 

6.9 

0.47 

10. 

A 

C 

Vanguard  NJl    -:   ■  r .  T  :/-Ex-lnv/662-7447 

6.1 

9.9 

4.6 

1,555 

6.6 

0.20 

3, 

A 

D 

Vanguard  NY  Lo,         luT;,'  txompt-inv/662-r447 

6.1 

10.8 

4.3 

2,151 

6.6 

0.20 

3, 

A 

C 

Vanguard  Penn  Lor  f-Term  T-E-lnv/6e>2-7447 

6.1 

10.1 

3.7 

2,426 

6.7 

0.20 

3. 

Five-year  return  7/31/97  through  7/31/02;  une-year  return  12/31/01  Ihrongr  ^2/31/02. 
Sources-  Forbes.  Upper:  Momingstar 

'For  prospectus  call  866-23 

2-5477.  NA:  Not  available. 
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American  Persistence 


Our  process  is  consistent  and  repeatable.  teams  to  find  the  undervalued  opportunities  in  the 


If  only  your  swing  were  that  way. 


marketplace.  The  results  speak  for  themselves.  If 


After  30  years  of  managing  fixed-income  investments,  only  there 


our  method  for  analyzing  bonds  is  dialed  in.  Consistent  were  a  tour 


and  repeatable,  it's  a  rigorous  screening  process  for   bond 


that  is  designed  to  allow  our  portfolio-management  investing. 


Overall  Morningstar  Ratings'" 

Ginnie  Mae 

•  ••• 

Inflation-Adjusted  Bond 

•  •••• 

Tax-Free  Bond 

•  ••• 

Overall  Momingftar  Ratings'  as  of  10/31/02.  Cinme  Mae  ami  Inflation-Adjusted  Bond  funds  rated  for  the  overall  period  among  274  Intermediate  Government  bond 
funds  Tax-Free  Bond  fund  rated  for  the  overall  period  among  131  Mum  National  Interm  hondfimds.  Past  performance  is  no  guarantee  of  future  results. 

trri'estinent  returns  and  principal  values  mayfiictimte  and  redemption  vahte  may  be  more  or  less  than  original  cost. 

For  the  most  atrrent  performance  information,  please  call  us  or  visit  our  Web  site. 

For  each  fund  with  at  least  a  S-year  history,  Morningstar  calculates  a  Morningstar  Rating'  based  on  a  Morningstar  Risk-Adjusted  Return  measure  lliat  accounts  for 
variation  in  a  fund's  monthly  performance  I  including  the  effects  of  sales  charges,  loads  and  redemption  fees),  placing  more  emphasis  on  dotimward  variations  and 
rewarding  consistent  performance.  Vie  top  10%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  receive  4  stars,  the  neat  35%  receive  3  stars,  the  next  22.5% 
receree  2  stars  and  tlie  bottom  10%  receive  1  star  (Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately,  which  may  cause  slight  variations 
in  the  distribution  percentages.)  Vie  Overall  Morningstar  Rating  for  a  fund  is  derived  from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-  and 
10-year  i  if  applicable!  Momnigstar  Rating  metrics.  Vie  funds  had  the  following  ratings  for  the  3-,  5-  and  10-year  periods,  respectively.  Ginnie  Mae  3, 3, 4  out  of  274, 240, 
102  Inlemieduite  Government  bond  funds.  Inflntion-Adiusled  Bond  4,  5,  NA  out  of  274,  240,  NA  Intermediate  Government  bond  funds.  Tax-Free  Bond  4, 5, 4  out  of  131, 
112  40  Mum  National  Interm  bond  funds.  Morningstar  Rjitmg  is  for  the  investor  share  class  only;  other  classes  may  have  differenl  performance  characteristics 

Please  call  1-877-44-AMCEN  or  visit  iuivxv.americancentury.com  to  obtain  a  prospectus  with  more  complete  information^  including  charges,  expenses  and 
mihimums.  Be  sure  to  read  it  carefully  before  you  invest  or  send  money. 

American  Century  Investment  Semices,  Inc.  ©  2002  American  Century  Services  Corporation 


American 
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Investment  Managers 


Fund  Survey    The  Big  Picture 


The  Good,  the  Bad  and  the  Relatively  Pretty 

Measured  by  long-term  performance,  turnover  or  investment  strategy,  these  funds  stand  out. 


BY  TRICIA  MCGINNIS 


WITH  THE  S&P  500  TURNING  IN  A  NEGATIVE 
22%  return  last  year  (dividends  in- 
cluded), defining  a  top-performing 
mutual  fund  is  all  relative.  That's  why  we 
prefer  to  take  the  long  view  and  rate 
equity  fund  performance  over  four  consecutive  up  and  dov«i 
market  cycles.  The  stock  funds  in  the  tables  below  have  been 
around  since  October  1990,  the  start  of  the  first  period  for 
which  we  measure  bullish  performance. 

Over  this  12-year  stretch,  the  best  stock  fund  among  those 
with  at  least  $100  million  in  assets  is  FPA  Capital,  which  returned 
21.1%  (annualized)  versus  1 1.5%  for  the  S&P  500.  Managed  by 
Robert  L.  Rodriguez  since  1984,  this  small-company  fund  has  a 


FORBES  A  rating  in  both  up  and  down  markets.  Rodriguez's  stra 
egy  held  up  in  2002,  during  which  the  fund  lost  only  4%. 

FPA  Capital's  holdings  include  Thor  Industries,  a  manufac 
turer  of  recreational  vehicles,  up  86%  last  year,  and  discour 
clothing  retaUer  Ross  Stores,  up  32%.  On  average,  stocks  held  b 
this  fund  sell  for  18  times  estimated  earnings  and  have  a  price-tcl 
sales  ratio  of  only  0.4.  The  fund  sports  a  low  23%  ann 
turnover  rate  and  annual  expenses  of  $0.84  per  $100  invested 

Shelling  out  more  money  for  so-called  expert  fund  manage; 
didn't  guarantee  better  performance.  One  example,  from  tl: 
table  on  funds  with  high  expenses:  Spectra  Fund-N,  whi 
charges  a  hefty  $  1 .98  for  each  $100  invested  but  shows  a  negatiil 
return  of  36%  for  2002.  I 


Best  long-term 

Worst  long-term 

ANNUALIZED  TOTAL  RETURN 
10/31/90 
FUND                                                                   TO  12/31/02 

ASSETS 

11/30/02 

(SMIL) 

FUND 

ANNUALIZED  TOTAL  RETURN 

10/31/90 
TO  12/31/02 

ASSETS 

11/30/02 

(SMIL) 

FPA  Capital  Fund 

21.1% 

$642 

Comstock  Capital  Value-A 

-3.1% 

$129 

'       Invesco  Leisure-lnv 

18.6 

734 

Alger  Fund-Small  Capltalization-A 

3.6 

140 

Calamos  Growth-A 

18.3 

2,324 

Invesco  Growth-lnv 

3.6 

505 

Fidelity  Low-Priced  Stock 

18.3 

15,540 

Hancock  Large  Cap  Growth-A 

3.7 

201 

Mairs  &  Power  Growth  Fund 

18.0 

872 

Phoenix-Oakhurst  Strategy  Fund-A 

4.6 

105 

Biggest  net  cash  inflows  latest  12 

months 

Biggest  net  cash  outflows  latest  12 

months 

FUND 

TOTAL  RETURN 

UTEST 

12  MONTHS 

ESTIMATED 

NETFLOr 

(SMIL) 

FUND 

TOTAL  RETURN 

UTEST 

12  MONTHS 

ESTIMATED 
NCT  FLOW' 

(SMIL) 

Dodge  &  Cox  Stock 

-10.5% 

$5,493 

Fidelity  Magellan  Fund 

-23.7% 

-$4,092 

Fidelity  Low-Priced  Stock 

-6.2 

3,820 

Janus  Fund 

-27.6 

-3,453 

American  Funds  Growth-A 

-22.0 

3.174 

American  Century  Ultra-lnv 

-23.1 

-2,875 

Clipper  Fund 

-5.5 

2,559 

Janus  Twenty 

-24.0 

-2,111 

Van  Kampen  Comstock-A 

-19.6 

1,301 

Hdelity  Growth  &  Income 

-18.1 

-1,938 

Largest  market  caps 

Smallest  market  caps 

FUND 

TOTAL  RETURN 

UTEST 

12  MONTHS 

MEDIAN 

MARKET  CAP 

(SBIL) 

FUND 

TOTAL  RETURN 
UTEST 

12  MONTHS 

MEDIAN 

MARKET  CAP 

(SMIL) 

North  Track  S&P  100  Plus-A 

-23.6% 

$111.1 

Babson  Enterprise  Fund 

-3.4% 

$203 

Janus  Twenty  Fund 

-24.0 

106.6 

Heartland  Value  Fund 

-11.5 

293 

Dreyfus  Appreciation  Fund 

-17.1 

92.5 

Safeco  Growth  Opportunities 

-36.9 

312 

1 

SB  Diversified  Large  Cap  Growth-A 

-25.3 

89.2 

Eclipse  Small  Cap  Value 

-3.3 

332 

1 

Reynolds  Blue  Chip  Growth 

-36.6 

79.4 

Pennsylvania  Mutual-lnv 

-9.2 

470 

1 

Highest  expense  rUt  i 

Lowest  expense  ratio 

FUND 

TOTAL  RETURN 

UTEST 
■    12  MONTHS 

ANNUAL 
EXPENSES 
PER  $100 

FUND 

TOTAL  RETURN 

UTEST 

12  MONTHS 

ANNUAL 
EXPENSES 
PER  $100 

Spectra  Fund-N 

-36.0% 

$1.98 

Vanguard  Windsor  ll-lnv 

-16.9% 

$0.42 

Federated  Kaufmann-A 

-21.4 

1.95 

Vanguard  Growth  &  Income-lnv 

-21.9 

0.45 

ING  Growth  Opportunities-A 

33.2 

1.80 

Vanguard  Windsor  Fund-lnv 

-22.3 

0.45 

Alliance  Quasar  Fund-A 

-Si8 

1.79 

Vanguard  Equity  Income-lnv 

-15.7 

0.46 

Legg  Mason  Special  Invest-P 

-8  y 

1.79 

Fidelity  Destiny  Portfolio  1 

-22.8 

0.48 

Only  actively  managed  diversified  stock  funds 
Sources  Forbes:  Upper:  Morningstar 

.  in  operatioi'  si     e  lO/31/SO  with  at  least  $100 

million  in  assets  were  considered  for  this  section.  Through  11/30/02. 
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UNTIL  NOW,  THIS  WAS  AS 


:reative 

^S  THINGS 


J   THE   SUPPLY  CHAIN 


ANAGEMENT  BUSINESS 


Let's  face  it,  the  term  "creative"  is  seldom 
used  to  describe  supply  chain  management 
companies.  But  if  creativity  means  finding 
innovative  solutions  to  familiar  problems,  it's 
the  perfect  way  to  describe  Menlo  Worldw/ide. 
By  combining  the  most  inventive  minds  in 
the  business  with  leading  technology,  global 
reach  and  operational  excellence,  we're 
finding  more  intelligent  ways  for  companies 
to  source  supplies,  manage  inventories  and 
distribute  products  around  the  world.  We  call 
it  perpetual  innovation:  continually  creating 
new  -  and  often  unique  -  opportunities  to 
generate  value  from  our  customers'  supply 
chains.  It  results  in  things  like  better  visibility, 
decreased  cycle  times  and  lower  overall 
cost.  Find  out  what  a  creative  approach 
to  supply  chain  management  can  do  for 
your  business.  Visit  menloworldwide.com. 


^ 


MENLO 

WORLDWIDE 


RY    FORWARDING 


LOGISTICS      •     VECTOR    SCM      •     EXPEDITE!      •     TECHNOLOGIES      •     TRADE    SERVICE 


Fund  Survey 


Stock 


Scorecard 

Wm  2003  be  bullish  or 
bearish?  You  need  to  know 
how  funds  do  in  either  kind 
of  market.  Check  our  ratings. 


FIDELITY  SELECT  TECHNOLOGY 
delivered  a  132%  return  to 
investors  in  1999.  Since  then 
this  fund,  and  many  others, 
have  not  had  a  positive  year. 
Over  the  last  five  years  Select  Tech  has 
averaged  a  mere  3%  a  year. 

Moral:  Don't  just  look  at  how  a  fund 


has  done  recently;  see  how  it  perforins  j 
different  market  environments.  Hemfl 
our  separate  grades,  awarded  on  a  cun' 
>(the  top  5%  get  A+),  for  UP  and  DOW  j- 
markets.  The  funds  in  these  tablw- 
are  the  largest  by  assets;  for  nioi(|- 
funds  and  rating  information  go  tH- 
www.forbes.com/fundsurvey.  !»• 


MARKET 

PERFORMANCE 

UP      DOWN 

Fund 

iniAl  RETURN 

5-YEAR 
1-YEAR         ANNUALIZED 

ANNUAL 

EXPENSES 

PER 

$100 

MAHKtl 

PERFORMANCE 

UP      DOWN 

A     ▼ 

Fund 

TDTAI  RFTIIRN 

,i 

1-YEAR 

5-YEAR 
ANNUALIZED 

c 

C 

AAL  Capital  Growth  Fund-A 

-22.8%         0.7% 

$0.95 

C 

C 

AXP  Stock  Fund-A 

-22.2  % 

-2.9  % 

1 

•  c 

C 

AALMidGapStock-A 

-15.9            0.4 

1.23 

A 

F 

AXP  Strategy  Aggre$sive-A 

-32.2 

-5.2 

:li 

•B 

C 

ABN  Amro/Chicago  Capital  Growth-N 

-19.4             3.6 

1.09 

D 

C 

AXP  Utilities  Fund-A 

-21.5 

-1.2 

A* 

D 

AIM  A^ressive  Growth  Fond-A 

-22.6          -2.1 

1.17 

B 

C 

Baron  Asset  Fund 

-20.0 

-2.6 

C 

D 

AIM  Blue  Chlp-A 

-26.4           -3.4 

1.28 

D 

A 

Berger  Small  Cap  Vaiue-lnv 

-15.6 

8.3        '     ) 

B 

0 

AIM  Charter  FiniM 

-16.1           -1.4 

1.16 

•B 

C 

BtecidtocklndexEqwtHnvA 

-22.7 

-1.3       i    [ 

A 

D 

AIM  Constellation  Fund-A 

-24.8           -2.4 

1.14 

•D 

B 

BlackRock  Large  Cap  Value  Equity-lnv  A 

-24.3 

-3.3        1     J 

C 

B 

AMMMCapCoreE^ity-A 

-11.1            6.8 

1.39 

A 

C 

Braitdywine  Rind 

-21.7 

0.3            \ 

B 

D 

AIM  Premier  Equity  Fund-A 

-30.9          -2.5 

1.08 

A 

C 

Calamos  Growth-A 

-15.9 

17.3            1 

B 

D 

AIM  Select  Equity  Fund-A 

-29.6          -1.6 

1.24 

•F 

A 

Catamos  Market  Neutral-A 

6.6 

9.8 

r 

A 

D 

AIM  Summit  Fund 

-30.1           -4.4 

0.89 

D 

B 

Calvert  Social  Inv-Equity-A 

-14.9 

5.5             J 

B 

D 

AIM  Weingarten  Fund-A 

-31.5          -8.4 

1.21 

D 

A 

Capital  Income  BuiMer-A 

0.6 

5.2 

r 

•A 

D 

Alger  Fund-Capital  Appreciatlon-A 

-35.2          -1.6 

1.40 

C 

C 

CDC  Nvest  Targeted  Equity-A 

-28.8 

-2.6 

[ 

A 

D 

Alger  Fiind-LargeCap  &rowtihA 

-32.8          -0.6 

1.26 

c 

A+ 

CfipperFund 

-5.5 

10.8 

t 

G 

6 

Alliance  Growth  &  Income-A 

-26.6             1.9 

1.09 

•F 

A+ 

Cohen  &  Steers  Realty  Shares 

2.8 

3.0        '    1" 

A 

D 

AlHance  Growth  Fund-A 

-28.6          -6.7 

1.28 

B 

D 

Columbia  Growth  Fund-Z 

-33.5 

-4.8 

r 

B 

D 

Alliance  Mid-Cap  Growth-A 

-32.7          -9.6 

1.22 

•F 

•A 

Columbia  Real  Estate  Equity-Z 

3.1 

3.7            \ 

•A 

0 

Alliance  Premier  Growth-A 

-32.4          -4.5 

1.53 

A 

D 

Columbia  Special  Fund-Z 

-24.5 

1.5 

A* 

F 

Alliance  Technology  Fund-A 

-42.9          -2.2 

1.58 

B 

D 

Credit  Suisse  Capital  Apprec-Com 

-32.1 

-1,9       :    1" 

C 

B 

Amcap  Fund-A 

-18.7            5.6 

0.71 

•B 

B 

Davis  Financial  Fund-A 

-19.0 

1.9 

r 

•B 

C 

American  Century  Equity  Growth-lnv 

-20.3           -1.3 

0.68 

B 

C 

Davis  New  York  Venture-A 

-172 

1,7              I 

A* 

F 

American  Century  Giftrust 

-21.4           -71 

1.00 

D 

B 

Delaware  Decatur  Equity  Income-A 

-19.0 

-2.0 

r 

B 

D 

American  Century  Growth-lnv 

-26.1          -1.1 

1.00 

•A 

•D 

Delaware  Select  Growth-A 

-32.8 

-0.9            f 

B 

C 

American  Century  Heritage-lnv 

-16.0            2.1 

1.00 

A+ 

D 

Delaware  Trend  Fund-A 

-20.2 

4.2 

f 

•B 

C 

American  Century  Inc  &  Growth-lnv 

-19.4           -0.1 

0.68 

C 

A 

Dodge  &  Cox  Stock  Fund 

-10.5 

76            f 

C 

C 

American  Century  Select-lnv 

-22.8          -0.9 

1.00 

•B 

C 

Domini  Social  Equity 

-20.7 

-0.8 

- 

A 

D 

American  Century  Uhra-lnv 

-23.1             0.0 

0.98 

C 

B 

Dreyfus  Appreciation  Fund 

-171 

1.6 

•D 

A 

American  Century  Value  Fiffld-lnv 

-12.7            3.9 

1.00 

•B 

C 

Dreyfus  Basic  S&P  500 

-22.3 

-0.8 

A 

D 

American  Century  Vista-lnv 

-20.9             1.3 

1.00 

B 

c 

Dreyfus  Disciplined  Stock 

-22.9 

-1.9        '    f 

D 

A 

American  Mutual  Fund-A 

-12.2            3.2 

0.59 

A* 

D 

Dreyfus  Founders  Discovery-A 

-33.0 

2.4 

1 

•B 

C 

AmSouth  Large  Cap-A 

-23.3             1.8 

1.26 

A 

D 

Dreyfus  Founders  Growth-A 

-29.2 

-76            f 

D 

B 

AmSomhVatae  Fund-A 

-29.3          -1.1 

1.35 

0 

C 

Dreyfus  Fund 

-22.1 

-2.7 

1 

D 

A* 

Ariel  Appreciation  Fund 

-10.4             73 

1.26 

•D 

C 

Dreyfus  Growth  &  Income 

-25.1 

-2.3        ,    1 

D 

k* 

Ariel  Fund 

-5.2            76 

1.19 

•C 

B 

Dreyfus  MidCap  Index 

-15.0 

5.8 

1 

•C 

G 

Armada  Equity  GrowtthA 

-28.4           -2.3 

1.17 

D 

B 

Dreyfus  Premier  Core  Value-A 

-24.4 

0.3            9 

C 

C 

AXPBhMCMp  Advantaged 

-22.8          -3.4 

0.89 

B 

B 

Dreyfus  Premier  New  Leaders-A 

-11.5 

2.8           1 

D 

B 

AXP  Diversified  Equity  Income-A 

-18.4             0,1 

0.95 

B 

0 

Dreyfus  Premier  Third  Centnry-A 

-29.3 

-4.6            1 

B 

0 

AXP  Equity  SelectA 

-13.8            2.5 

1.16 

C 

C 

Dreyfus  S&P  500  Index 

-22.5 

-1.1 

- 

D 

B 

AXP  Equity  Valuc-A 

-26.0          -3.0 

1.03 

•B 

c 

Eclipse  Indexed  Equity 

-22.0 

-0,6 

A 

D 

AXP  Growth  Fund-A 

-24.1          -6.3 

0.99 

B 

c 

Enterprise  Growth-A 

-23.3 

-0.4 

- 

i 

B 

C 

AXPNawDimensions-A 

-21.5            0.4 

1.06 

•C 

B 

Evergreen  Capital  Growth-A 

-23.2 

1.1 

Results  through  Dec  31.  2002.  •Fund  rated  for  three  ( 
Sources.  Forbes:  Upper:  Morningstar. 

>eriods  only:  maxlinum  allov 

/able  grade  A. 

■  1 
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|.id  Survey    Stock 

Fund 

TDTAl  RFTIIHN 

ANNUAL 

EXPENSES 

PER 

$100 

MARKET 

PERFORMANCE 

UP      DOWN 

▲       ▼ 

Fund 

TOTAL  RETURN 

ANNUAL 

EXPENSES 

PER 

$100 

1-YEAR 

5-YEAR 
ANNUAUZED 

1-YEAR 

5-YEAR 
ANNUALIZED 

:    Evergreen  Emerging  GrowttHl 

-26,2% 

-4,4% 

$1.05 

D 

A 

Fidelity  Value  Fund 

-9.2  % 

3.7% 

$0.81 

EviripMS  Eipity  Immm-A 

-12.6 

0.3 

1.33 

•B 

C 

Rfth  Third  Equity  Index4 

-22.5 

-1.1 

0.86 

Evergreen  Grtiwiti  &  Income-A 

-17.0 

-4,4 

1.56 

•B 

D 

Fifth  Third  Quality  Growth-A 

-32.7 

-2.3 

1.34 

Evergreen  Omega  Funtf-A 

-26.7 

-0.4 

1.31 

•D 

B 

First  American  Equity  Income-A 

-18.1 

1.1 

1.00 

Evergreen  Stock  Selector -A 

-22  5 

-3  7 

0,96 

•B 

C 

First  American  Equity  Index-A 

-22.5 

-1.1 

0.60 

ExcaWwHMME^Mty 

-20.6 

-0.7 

0.97 

•C 

D 

First  American  Large  Cap  Core-A 

-25.3 

-3.2 

1.20 

Excelsior  Vahie  t  Restnicturing 

-233 

4,1 

0.94 

D 

B 

First  American  Large  Cap  Value-A 

-20.9 

-2.9 

1.05 

FMmM  taMricaa  L«aders-A 

-20.5 

-0.6 

1.12 

C 

B 

First  American  Mid  Cap  Core-A 

-15.4 

1.8 

1.20 

Federated  Capital  Appreciation-A 

-133 

48 

1.23 

•C 

B 

First  American  Small  Cap  Core-A 

-18.0 

3.4 

1.19 

i 

MmiM  Equity  biconw-A 

-19.2 

-2.7 

1.10 

A 

A 

FPA  Capital  Fund 

-3.9 

7.9 

0.84 

Federated  Growth  Strategies-A 

-26.8 

-1,9 

1.27 

D 

A* 

Franklin  Balance  Sheet  Invest-A 

-6.0 

5,5 

0.96 

IMMntid  MBranHhn 

-21.4 

3.6 

1.95 

B 

D 

Franklin  Capital  Growth-A 

-25,4 

-0.1 

0.94 

Federated  Max-Cap  Index-is 

-224 

-10 

0  34 

C 

C 

Franklin  DynaTech  Fund-A 

-19.9 

1.3 

1.00 

Federated  Stodc  Trust 

-19.1 

0.9 

0.99 

D 

A 

Franklin  Equity  Income-A 

-15.1 

1.3 

1.00 

FideliTy  Adv  Equity  Growtfi-T 

-30,6 

-1,0 

1.29 

•A 

D 

Franklin  Flex  Cap  Growth-A 

-24.9 

3.0 

1.00 

Fidelity  Adv  Equity  Income-T 

-15.6 

1.5 

1.22 

D 

B 

Franklin  Growth  Fund-A 

-24.4 

-0.4 

0.96 

ridelity  Adv  Growtli  Oppors-T 

-22,4 

-71 

0.93 

D 

A 

Franklin  Mutual-Beacon-A 

-11.4 

4.9 

1.13 

FUrfty  Adv  Mue  Strategies-T 

-26.3 

1.9 

1.36 

D 

A 

Franklin  Mutual-Qualified-A 

-13.0 

3.9 

1.14 

Fidelity  Aggressive  Growth  Fund 

-412 

-8,0 

0.97 

D 

A 

Franklin  Mutual-Share$-A 

-11.2 

4.1 

1.12 

Fidelity  Asset  lllbM«(r-&mrth 

-14.0 

0.7 

0.81 

•F 

A^ 

Franklin  Real  Estate  Secs-A 

1.7 

2.7 

0.96 

Fidelity  Blue  Chip  Growth 

-253 

-14 

0.76 

D 

A 

Franklin  Rising  Dividends-A 

-1.8 

4.7 

1.36 

FIdedty  Cspitil  Appraciatl6N 

-21.3 

0.3 

0.94 

•A 

D 

Franklin  Small-Mid  Cap  Growth-A 

-29.6 

-0.1 

0.89 

Fidelity  Contrafund 

-9.6 

3.9 

0.96 

F 

A 

Franklin  Utilities  Fund-A 

-10.5 

1.3 

0.80 

FIdedty  Desfwy  PoflfoM  1 

-22.8 

-7.6 

0.48 

C 

B 

Fundamental  Investors-A 

-17.3 

2.5 

0.65 

Fidelity  Destiny  Portfolio  II 

-15,4 

12 

0,60 

c 

B 

Gabelli  Asset  Fund 

-14.3 

4.5 

1.36 

Fidelity  DisciplimdEqyIty 

-18.6 

0.1 

0.85 

B 

D 

Gabelll  Growth  Fund 

-33.8 

-3.1 

1.40 

Fidelity  Dividend  Growth 

-20.4 

4.9 

0.98 

c 

B 

Gabelli  Value  Fund 

-15.9 

5.8 

1.40 

Fidelity  Equity -IncoiM 

-17.2 

0.6 

0.69 

D 

B 

Gartmore  Total  Return  Fund-A 

-17.4 

-1.6 

1.15 

Fidelity  Equity-Income  II 

-154 

1.6 

0.67 

F 

A 

Gateway  Fund 

-4,9 

4.4 

0.97 

Fidelity  Fifty  FMid 

0.3 

7.2 

1.12 

B 

C 

Goldman  Sachs  Capital  Gravrth-A 

-24.9 

0.0 

1.43 

Fidelity  Fund 

-223 

0.0 

0.59 

•B 

C 

Goldman  Sachs  Core  US  Equity-A 

-21.5 

-1.4 

1.14 

1 

Fidelity  Growth  &  Inceme 

-18.1 

0.6 

0.69 

•F 

A* 

Goldman  Sachs  Small  Cap  Value-A 

-76 

3.7 

1.51 

Fidelity  Growth  Company 

-33.4 

1.2 

0.98 

B 

C 

Growth  Fund  of  America-A 

-22.0 

71 

0.71 

FideMy  hidepuMleiKe 

-15.8 

4.5 

0.97 

B 

0 

Guardian  Park  Avenue-A 

-21.6 

-4.6 

0.83 

Fidelity  Low-Priced  Stock 

-6.2 

8.3 

1.02 

•C 

C 

Hancock  Core  Equity-A 

-22.8 

-1.7 

1.47 

Fidelity  Magellan  Fund 

-23.7 

0.3 

0.89 

B 

0 

Hancock  Large  Cap  EquHy-A 

-378 

-1.4 

1.23 

Fidelity  Mid-Cap  Stock 

-276 

6.1 

0.94 

•D 

A* 

Hancock  Regional  Bank-A 

-2.9 

0.6 

1.35 

-19.9 

10.4 

1.01 

•A 

D 

Hancock  Small  Cap  Growth-A 

-31.5 

-3.1 

1.50 

Fidelity  OTC  Portlolio 

-23,3 

0.6 

1.14 

D 

B 

Hancock  Sovereign  Investors-A 

-18.7 

-0.5 

1.10 

Fidelity  Real  Estate  Investment 

5.8 

4.2 

0.84 

A 

D 

Harbor  Capital  App-lnst 

-30.7 

-1.2 

0.67 

Fidelity  Select -Biotechnology 

-40.5 

6.4 

1.11 

A 

D 

Hartford  Growth  Opportunities-L 

-28.3 

0.6 

1.04 

rNlelity  Select-Computers 

-42.0 

0.6 

1.19 

B 

A 

Heartland  Value  Fund 

-11.5 

5.3 

1.29 

Fidelity  Select-Electronics 

-50.5 

1.6 

0.99 

A 

D 

IDEX  Janus  Growth-A 

-30.7 

-1.5 

1.49 

Fidelity  Select-Health  Care 

-18.0 

5.5 

0.99 

D 

B 

Invesco  Core  Equity-lnv 

-19.8 

-1.0 

1.02 

Fidelity  Select-Software/Comp  Svc 

-23.4 

9.8 

1.09 

A 

D 

Invesco  Dynamics-lnv 

-33.1 

-2.6 

1.21 

Fulelity  Select-Technology 

-378 

3.0 

1.19 

A 

B 

Invesco  Financial  Services-lnv 

-15.6 

1.9 

1.27 

Fidelity  Sinall  Cap  Independence 

-20.8 

-1.2 

0.86 

B 

F 

Invesco  Growth-lnv 

-41.2 

-14.9 

1.55 

Hdelity  Spartan  500  Index 

-22.2 

-0.7 

0.19 

B 

B 

Invesco  Health  Sciences-lnv 

-25.2 

3.0 

1.31 

Fidelity  Stock  Selector 

-21.3 

-1.9. 

0.67 

A 

B 

Invesco  Leisure-lnv 

-15.4 

11.7 

1.40 

- 

Fidelity  Trend  Fund 

-20.9 

-1.4 

0.78 

•A 

D 

Invesco  Small  Co  Growth-lnv 

-31.4 

-0.1 

1.45 

Fidelity  Utilities  Fund 

-26.6 

-4.2 

0.94 

A* 

F 

Invesco  Technology-lnv 

-472 

-6.7 

1.37 

ts  through  Dec.  31.  2002.  'Fund  rated  for  thre 
;es.  Forbes.  Upper.  Morningstar. 

e  periods  only 

maximum  all 

owable  grade  A 
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Fund  Survey 


Stock 


MARKET 

PERFORMANCE 

UP      DOWN 

A 

Fund 

TOT/ 

RFTIIRN 

ANNUAL 

EXPENSES 

PER 

$100 

MARKET 

PERFORMANCE 

UP      DOWN 

A     ▼ 

Fund 

TdTAl  RFTIIRN 

1 

1-YEAR 

5-YEAR 
ANNUALIZED 

1-YEAR 

5-YEAR    ■ 
ANNUALIZED 

\ 

D 

B 

Invcsco  Total  Return-lnv 

-12.4% 

-1.3% 

$1.49 

F 

c 

MSUtilities-A 

-19.7  % 

-1.6% 

C 

B 

Investment  Co  of  America-A 

-14.5 

4.0 

0.57 

C 

B 

MS  Value-Added  Market-Eqarty-A 

-15.5 

2.6 

•A 

F 

Janus  Enterprise  Fund 

-28.3 

-2.3 

0.92 

B 

B 

Muhlenkamp  Fund 

-19.9 

4.8 

B 

D 

Janus  Fund 

-27.6 

-1.4 

0.84 

•B 

C 

Munder  Index  500-A 

-22.6 

-1.1 

•A 

C 

Janus  Growth  &  Income 

-21.5 

4.0 

0.87 

•A 

D 

Nations  MidCap  Growth-lnv  A 

-36.5 

-3.0 

•A 

D 

Janus  Mercury  Fund 

-29.0 

3.7 

0.89 

D 

B 

Nations  Value-lnv  A 

-19.3 

-1.7 

A 

D 

Janus  Twenty  Fund 

-24.0 

0.8 

0.84 

B 

C 

NB  Focus  Fund-lnv 

-36.4 

-1.0 

A 

D 

Janus  Venture  Fund 

-27.2 

0.6 

0.87 

C 

A+ 

NB  Genesis  Fund-lnv 

-3.0 

6.9 

•C 

B 

Jensen  Fund 

-11.0 

78 

1.00 

c 

C 

NB  Guardian  Fund-lnv 

-25.7 

-4.5 

C 

C 

JP  Morgan  Growth  &  Income-A 

-17.8 

-2.5 

1.30 

c 

B 

NB  Partners  Fund-lnv 

-24.8 

-3.4 

•D 

A 

Lazard  Small  Cap-Open 

-178 

-0.2 

1.13 

B 

D 

New  Economy  Fund-A 

-26.0 

-0.7 

B 

B 

Legg  Mason  Special  lnvest^P 

-8.7 

6.5 

1.79 

C 

C 

Nicholas  Fund 

-21.8 

-4.6 

B 

C 

Legg  Mason  Value  Trust-P 

-18.9 

5.1 

1.68 

•B 

•C 

Northern  Growth  Equity 

-23.3 

-0.5 

B 

A 

Liberty  Acorn  Fund-A 

-13.8 

72 

1.42 

•D 

A 

Oakmark  Fund-I 

-14.4 

1.0 

•B 

C 

Liberty  Equity  Growth-T 

-271 

-1.6 

1.31 

C 

C 

One  Group  Diversified  Equity-A 

-24.3 

-1,4 

•C 

B 

Liberty  Growth  &  Inc-A 

-21.7 

3.9 

1.31 

•C 

B 

One  Group  Diversified  Mid-Cap-A 

-18.1 

1.5 

1 

•C 

B 

Liberty  Large  Cap  Core-T 

-25.1 

-2.0 

1,34 

•B 

C 

One  Group  Equity  Index-A 

-22.5 

-1,1 

C 

C 

Liberty  Large  Company  index-Z 

-22.1 

-0.8 

0.49 

•B 

•D 

One  Group  Large  Cap  Growlh-A 

-28.6 

-4.6 

C 

B 

Liberty  Select  Value-A 

-12.3 

5.3 

1.22 

•D 

B 

One  Group  Large  Cap  Value-A 

-22.9 

-2.1 

•D 

A 

Uberly  Small  Cap-T 

-8.6 

5.6 

1.42 

•A 

C 

One  Group  Mid  Cap  Growth-A 

-20.4 

5.7 

•A 

•C 

Liberty  Young  Investor-Z 

-24.6 

-3.9 

1,08 

•D 

A 

One  Group  Mid  Cap  Value-A 

-13.2 

4.1 

C 

A* 

Longieaf  Partners  Fund 

-8.3 

73 

0.92 

B 

C 

Oppenheimer  Capltat  Apprec-A^ 

-26.3 

2.3 

i 

D 

A 

Longteaf  Partners  Small-Cap 

-3.7 

6.1 

0.96 

A 

D 

Oppenheimer  Discovery  Fund-A 

-24.1 

-2.9             ( 1 

D 

B 

Lord  Abbett  Affiliated  Fund-A 

-18.8 

2.9 

0.80 

B 

D 

Oppenheimer  Growth  Fund-A 

-25.7 

-4.1 

A 

D 

Lord  Abbett  Developing  Growth-A 

-29.5 

-4.2 

1.24 

A 

C 

Oppenheimer  Main  St  Grow  &  Inc-A 

-19.4 

-0.5 

D 

A* 

Lord  Abbett  Mid-Cap  Value-A 

-9.7 

9.2 

1.22 

D 

B 

Oppenheimer  Quest  Value-A 

-18.9 

-1.6 

C 

C 

Lutheran  Brotherhood  Fund-A 

-24.6 

-3.5 

0.96 

C 

C 

Oppenheimer  Total  Return-A 

-178 

-01            1 

A 

D 

Mainstay  Capital  Appreciation-A 

-31.6 

-4.2 

1.10 

A+ 

F 

PBHG  Growth  Fund 

-30.4 

-74         isi 

•B 

C 

Mainstay  Equity  Index  Fund-A 

-22.7 

-1.4 

0.97 

D 

A 

Pennsylvania  Mutual-lnv 

-9.2 

70 

1 

D 

B 

Mainstay  Value  Fkind-A 

-22,2 

-3.0 

1.20 

C 

D 

Phoenix-Engemann  Capital  Crow-A 

-25.4 

-79 

1 

B 

A 

Mairs  &  Power  Growth  Fund 

-8.1 

77 

0.76 

B 

D 

Pimco  Growth  Fund-A 

-29.2 

32             1 

A 

C 

Managers  Special  Equity 

-22.0 

1.5 

1.30 

C 

A 

Pimco  Renaissance  Rind-A 

-26.1 

8.3 

1 

F 

A 

Merger  Fund 

-5.7 

6.9 

1.34 

•A 

D 

Pimco  Target  Fund-A 

-32,8 

17             1 

•B 

•A 

Meridian  Value  Fund 

-13.4 

16.9 

1.12 

D 

B 

Pioneer  Equity  Income-A 

-17.0 

0.9 

1 

D 

B 

Merrill  Lynch  Balanced  Capital-D 

-13.7 

-0.5 

0.82 

C 

C 

Pioneer  Fund-A 

-20.3 

1.1             1 

C 

B 

Merrill  Lynch  Basic  Value-0 

-17.0 

0.9 

0.81 

B 

D 

Pioneer  Growth  Shares-A 

-34.9 

-7.4 

1 

•A 

D 

Merrill  Lynch  Fundamental  Growth-D 

-28.9 

-0.5 

1.18 

C 

A 

Pioneer  Mid  Cap  Value-A 

-12.0 

3,2 

1 

C 

B 

Merrill  Lynch  Heahhcare-D 

-22.4 

9.0 

1.52 

D 

B 

Pioneer  Value-A 

-18.8 

-3.1 

1 

B 

A 

Merrill  Lynch  Small  Cap  Value-D 

-23.3 

76 

1.25 

•B 

C 

T  Rowe  Price  Blue  Chip  Growth 

-24.2 

-0,5             12 

B 

D 

MFS  Capital  Opportunities-A 

-30.5 

-1.5 

1.18 

F 

A^ 

T  Rowe  Price  Capital  Appreciation 

0.5 

8.9 

-»! 

A* 

D 

MFS  Emerging  Growth-A 

-35.4 

-78 

1.18 

•D 

B 

T  Rowe  Price  Dividend  Growth 

-18.5 

-0.7 

A 

D 

MFS  Mass  Invest  Growth  Stock-A 

-28.4 

-0,6 

0.94 

0 

A 

T  Rowe  Price  Equity  Income 

-13.0 

2.5 

C 

C 

MFS  Mass  Investors  TVust-A 

-22.0 

-3.1 

0.91 

C 

C 

T  Rowe  Price  Equity  Index  500 

-22.2 

-0.8 

•A 

D 

MFS  Mid  Cap  Growth-A 

-475 

-0.6 

1.39 

D 

B 

T  Rowe  Price  Growth  &  Income 

-23.8 

-1.5 

P 

B 

D 

MFS  Research  Fund-A 

-24.8 

-3,1 

0.99 

B 

C 

T  Rowe  Price  Growth  Stock 

-23.0 

1,6 

•C 

C 

MFS  Utilities  Fund-A 

-24.3 

-1.2 

1.03 

•B 

B 

T  Rowe  Price  Mid-Cap  Growth 

-21.2 

4.8 

B 

D 

MS  American   .siortunities-A 

-22.5 

-0.1 

0.81 

B 

C 

T  Rowe  Price  New  America  Growth 

-28.5 

-5.6 

- 

D 

•B 

B 

D 

MS  Dividend  Gri  -'<iA 

-18.7 

-1.5 

0.73 

F 

A 

T  Rowe  Price  New  Era 

-6.3 

3.3 

MS  Growth-A 

-28.0 

-1,7 

1.18 

A 

C 

T  Rowe  Price  New  Horizons 

-26,6 

-0.3 

•B 

B 

MS  Health  Sciences  A 

-23,0 

9.0 

1.44 

A* 

F 

T  Rowe  Price  Science  &  Technology 

-40.6 

-8.0 

D 

B 

MSStrategist-A 

-15.5 

2.0 

0.88 

C 

B 

-14.2 

3.4 

Results  through  Dec,  31,  2002.  -Fun.!  rated  for  throe  periods  only;  maximum  allowable  grade  A.  'Reflects  performance  of  Oppenheimer  Regency  prior  to  June  1991  merger. 
Sources:  Forbes:  Upper:  Morr\ir)gstar. 
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"Homework  always  comes  before  success. 
In  the  dictionary  and  in  the  stock  market. 


ff 


Top  Picks  2003 


.M.UM. 

iufiria.Z(W3 

! 

H 
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all  today  and  mention  offer  code:  MHWFBS 
D  get  Standard  &  Poor's  Top  Picks  for  2003 


CONTACT  US  AT: 

1.800.tdwaterhouse 
tdwaterhouse.com 

Online  trades  as  low  as 

$9.95 


As  a  matter  of  fact,  homework  comes 
before  a  lot  of  words.  Words  like 
independence,  judgment  and  peace- 
of-mind.  So jf  you're  confident 
making  your  own  investment 
decisions,  and  you're  looking  for  a 
place  where  you  can  sit  down  and  do 
your  homework,  then  you're  looking 
for  TD  Waterhouse. 

It's  a  place  with  the  financial 
tools  that  Do-It- Yourself  investors 
need.  Like  our  Online  Retirement 
Planner,  so  you  can  plan  for  the 
future  you  want  to  live.  Objective, 
unbiased  research  including 
Standard  &  Poor's  Five  STARS 
Stock  Reports.  And  more  free  news 


and  research  than  you'll  find  just 
about  any  place  else.  Plus  access  to 
continuously  streaming  real-time 
quotes^  to  keep  you  on  top  of  the 
market — and  your  money. 

And  service?  You  can  get  the 
answers  you  need  online,  by  phone, 
or  at  a  branch  near  you.  All  of  which 
makes  TD  Waterhouse  the  best  value 
in  investing.  No  wonder  we've  been 
ranked  #1  for  the  Do-It- Yourself 
investor  by  SmartMoney-  Magazine. 


Waterhouse 


You're  in  Control. 


iTD  Watertiouse  Investor  Services  Jnc,  Member  NYSE/SIPC  Access  to  services  and  your  account  may  be  affected  by  matet  conditions,  system  performance  or  (01  other  reaso 

more  Trades  over  2500  stiares  incur  a  1  cent  per  share  ctiarge  for  ttie  entire  order  Call  or  see  tdvvatertiouse.com  for  complete  commission  fee  schedule.  Offer  valid  for  nevii  customers  viitio  open  individualf^^ 

ship  and  corporate  accounts  are  not  eligible  Funds  transferred  from  existing  TD  Waterhouse  accounts  are  not  eligible.  One  offer  per  person;  U.S.  residents  only:  void  where  prohibited;  free  trades  are  valid  for  30  days  from  account  opening;  standard  terms  and  conditions 

iffer  subject  to  change  at  any  time  without  notce  Third  party  research  obtained  from  sources  deemed  reliable;  however  TD  Waterhouse  does  not  guarantee  its  accuracy  or  completeness  and  makes  no  warrantes  with  respect  to  results  to  be  obtained  from  its  use. 

ning  real-tme  quotes  available  depending  on  trading  activity.  'SmartMoney  Magazine,  August  2002.  SmartMoney  is  a  registered  trademark.  SmartfVloney  is  a  joint  publishing  venture  of  Dow  Jones  &  Co.,  Inc.  and  Hearst  Communicatons  Inc. 
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Fund  Survey 


Stock 


MARKET 

PERFORMANCE 

UP      DOWN 

Fund 

TOTAI  RETURN 

ANNUAL 

EXPENSES 

PER 

$100 

MARKET 

PERFORMANCE 

UP      DOWN 

A     T 

Fund 

TflTAI  RFTIIRN 

jl 

1-YEAR 

5-YEAR 
ANNUALIZED 

1-YEAR 

5-YEAR     • 
ANNUALIZED 

E<| 

D 

A+ 

T  Bowe  Price  Small-Cap  Value 

-1.8% 

4.9% 

$0.89 

c 

B 

Sound  Shore  Fund 

-15.4% 

1.0  % 

C 

C 

T  Rowe  Price  Spectrum  Growth 

-19.8 

0.4 

0.87 

•B 

C 

SPDRs 

-22.5 

-0.8 

C 

B 

Prudential  Equity  Fund-A 

-22.9 

-2.9 

0.93 

•B 

C 

SSgAS&P  500  Index 

-22.3 

-0.8 

D 

B 

Prudential  Utility  Fund-A 

-26.0 

-1.2 

0.80 

•C 

0 

State  SrResearch  Investment-A 

-271 

-2.9            J 

D 

B 

Prudential  Value-A 

-21.9 

-1.1 

1.08 

•C 

C 

STI  Classic  Capital  Appreciation-lnv 

-22.5 

0.2 

•D 

•B 

Putnam  Asset  Allocation  GrowthnA 

-14.8 

-0.3 

1.30 

•C 

B 

Sn  Classic  Growth  &  Income-lnv 

-19.8 

0.4 

•B 

C 

Putnam  Capital  Appreciation-A 

-23.8 

-5.0 

1.08 

•D 

A 

STI  Classic  Value  Income  Stock-lnv 

-15.8 

-0.5 

D 

A 

Putnam  Equity  Income^ 

-12.9 

2.0 

0.97 

B 

B 

Strong  Advisor  Common  Stock-Z 

-19.3 

3.2 

D 

B 

Putnam  Fund  for  Growth  &  Inc-A 

-19.1 

-1.0 

0.82 

•A 

D 

Strong  Growth-lnv 

-25.3 

-0.2 

C 

B 

Putnam  Health  Sciences-A 

-20.4 

1.7 

1.00 

B 

D 

Strong  Large  Cap  Growth-lnv 

-29.9 

-2.8 

B 

D 

Putnam  Investors  Fund-A 

-23.8 

-3.8 

0.98 

B 

C 

Strong  Opportunity-lnv 

-270 

3.1        1       ^ 

A^ 

F 

Putnam  New  Opportunities-A^ 

-30.6 

-5.4 

0.98 

C 

B 

Third  Avenue  Value 

-15.2 

4.3 

! 

A* 

F 

Putnam  OTC  &  Emerging  Growth-A 

-32.8 

-15.0 

1.24 

•C 

A 

Thompson  Plumb  Growth  Fund 

-20.4 

8.5 

•D 

B 

Putnam  Utilities  Growth  &  Inc-A 

-23.9 

-4.7 

1.05 

•B 

B 

TorrayFund 

-13.0 

2.3 

A 

D 

Putnam  Vista  Fund-A 

-30.7 

-4.2 

1.00 

•D 

A 

TWeedy,  Browne  American  Value 

-14.9 

1.7 

A 

D 

Putnam  Voyager  Fund-A 

-26.5 

-1.7 

0.96 

A+ 

F 

USAA  Mutual-Aggrossive  Growth 

-30.6 

-2.9 

•A 

F 

Putnam  Voyager  ll-A 

-29.2 

-5.8 

1.10 

C 

D 

USAA  Mutual-Growth 

-31.8 

-73               ) 

•C 

A 

Royce  Low  Priced  Stock-biv 

-16.3 

11.5 

1.49 

•C 

B 

USAA  Mutual-Growth  &  Income 

-21.3 

-1.6 

1 

•D 

A 

Royce  Premier  Fund-lnv 

-7.8 

71 

1.19 

D 

B 

USAA  Mutual-Income  Stock 

-19.0 

-1.0              1 

•D 

A+ 

Royce  Total  Retum-lnv 

-1.6 

75 

1.24 

•D 

B 

Vanguard  Dividend  Growth 

-23.2 

-2.8 

A* 

F 

RS  Emerging  Growth 

-40.2 

3.4 

1.37 

F 

A 

Vanguard  Energy  Fund-lnv 

-0.6 

4.9 

C 

C 

Russell  Diversified  Equity-S 

-22.3 

-2.7 

0.99 

D 

A 

Vanguard  Equity  Income-lnv 

-15.7 

1.8 

C 

C 

Russell  Quantitative  Equity-S 

-23.1 

-0.7 

0.98 

B 

C 

Vanguard  Explorer  Fund-lnv 

-24.6 

3.3 

I 

D 

A+ 

Russell  Real  Estate  Secs-S 

3.3 

4.0 

1.18 

B 

C 

Vanguard  Extended  Mkt  bidex-lnv 

-18.1 

-1.5 

B 

B 

Russell  Special  Growth-S 

-19.2 

1.0 

1.27 

C 

C 

Vanguard  500  Index-lnv 

-22,1 

-0.6              1 

•A 

•D 

RydexOTC-hiv 

-38.6 

-1.4 

1.08 

B 

C 

Vanguard  Growth  &  Income-lnv 

-21.9 

-0.3 

C 

C 

Safeco  Equity  Fund 

-26.3 

-4.1 

0.94 

•A 

D 

Vanguard  Growth  Equity 

-30.9 

-3.9 

B 

B 

Salomon  Brothers  Capital-A 

-24.6 

6.8 

1.07 

•A 

D 

Vanguard  Growth  Index-lnv 

-23.7 

-1.1        i 

C 

B 

Salomon  Brothers  Investors  Value-A 

-21.8 

2.0 

1.03 

B 

A 

Vanguard  Health  Caro-lnv 

-11.4 

14.8 

•C 

C 

Schwab  Small  Cap  Index-Select 

-22.4 

-0.8 

0.38 

B 

D 

Vanguard  Morgan  Growth-lnv 

-23.5 

-1-1        i      . 

C 

C 

Scudder  Blue  Chip-A 

-22.7 

-3.3 

1.22 

A 

C 

Vanguard  Primecap  Fund-lnv 

-24.6 

3.9 

B 

D 

Scudder  Capital  Growth  Fund-A 

-29.6 

-3.4 

1.16 

B 

C 

Vanguard  Small-Cap  Index-lnv 

-20.0 

-0.8 

B 

A 

-18.5 

2.5 

1.27 

•B 

C 

Vanguard  Total  Stock  Mkt  Index-lnv 

-21.0 

-0.8 

D 

C 

Scudder  Growth  &  Income-A 

-23.7 

-6.0 

1.02 

B 

D 

Vanguard  US  Growth-lnv 

-35.8 

-9.7 

B 

D 

Scudder  Growth-A 

-29.8 

-75 

1.02 

•C 

B 

Vanguard  Value  Index-lnv 

-20.9 

-0.9              j 

•B 

D 

Scudder  Large  Company  Growth-A 

-29.9 

-4.7 

1.28 

C 

B 

f^uiguard  Windsor  Fund-lnv 

-22.3 

1.4 

C 

B 

Scudder  Large  Company  Value-A 

-16.8 

-0.9 

1.11 

C 

B 

Vanguard  Windsor  ll-lnv 

-16.9 

0.6 

A* 

F 

Scudder  Technology-A 

-38.9 

-1.4 

1.03 

D 

A 

VanKampen  Comstock  Fund-A 

-19.6 

5.1        \ 

C 

C 

Security  Equity  Fund-A 

-23.6 

-3.7 

1.02 

A* 

F 

VanKampen  Emerging  Growth-A 

-33.2 

1.8 

B 

C 

Selected  American  Shares 

-17.1 

2.4 

0.94 

B 

D 

VanKampen  Enterprise  Fund-A 

-29.6 

-5.8 

A 

D 

Seligman  Capital  Fund-A 

-33.3 

1.8 

1.08 

C 

B 

VanKampen  Growth  &  Income-A 

-14.7 

">       1 

A* 

D 

Seligman  Communications  &  Info-A 

-36.8 

-0.9 

1.44 

C 

C 

VanKampen  Pace  Fund-A 

-25.4 

-5.3 

D 

B 

Sentinel  Common  Stock-A 

-170 

-0.6 

1.06 

C 

B 

Victory  Diversified  Stock-A 

-22.8 

3.3 

C 

A* 

Sequoia  Fund 

-2.6 

78 

1.00 

C 

B 

Waddell/Reed  Accumulative-A 

-23.0 

3.8 

A 

C 

SB  Aggressive  Growth-A 

-32.7 

11.0 

1.17 

C 

C 

Waddell/Reed  Core  Investment-A 

-22.0 

0.9 

D 

B 

SB  Appreciation  Fiind-A 

-17.0 

2.3 

0.92 

A 

D 

Waddell/Reed  New  Concepts-A 

-276 

2.7 

— 

C 

B 

SB  Fundamental  Value-A 

-26.5 

4.0 

1.02 

A* 

D 

Waddell/Reed  Science  &  Tech-A 

-26.8 

12.0 

i 

C 

C 

SB  Growth  &  Income-A 

-22.9 

-3.1 

1.17 

B 

D 

Waddell/Reed  Vanguard-A 

-20.4 

2.3 

>* 

B 

G 

SB  Large  Cap  Core-A 

-271 

-0.8 

1.34 

C 

A* 

Wasatch  Core  Growth 

-22.9 

10,6 

D 

B 

SB  Large  Cap  \Mue-A 

-26.3 

-2.9 

0.89 

B 

A 

Wasatch  Small  Cap  Growth 

-23.4 

11.7 

D 

B 

SB  Premium  Total  Retum-A 

-13.3 

-0.1 

1.08 

D 

A 

Washington  Mutual  Investors-A 

-14.8 

2.6 

Results  Through  Dec.  31,  2002  "Fund  rated  for  th 
annual  $10  account  maintenance  fee.  Sources:  F 

ree  periods  only;  maximum 
orbes:  Upper:  Morningslar. 

allowable  grade  A. 

'Reflects  performance  of  Information  Sciences  prior  to  Marc 
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'ad  Survey    Stock/B 

alanced 

'    Fund 

TOTAl  RFTURN 

ANNUAL 

EXPENSES 

PER 

$100 

MARKET 

PERFORMANCE 

UP      DOWN 

▲     T 

Fund 

TOTAI  RFTURN 

ANNUAL 

EXPENSES 

PER 

$100 

1-YEAR 

&^YEAR 
ANNUALIZED 

1-YEAR 

5-YEAR 
ANNUAUZED 

F    Wein  Partners  VaJue 

-17.0  »o 

9,4% 

$1,08 

A 

D 

Mainstay  Total  Return  Fund-A 

-178  % 

0.5  % 

$1.21 

¥fiitz  ViIm  Rnd 

-17.1 

9.2 

1.06 

D 

A 

MFS  Total  Retum-A 

-5.6 

5.0 

0,88 

Wells  Fargo  SIFI  Special  Hni-A 

-13.7 

-0.6 

1.25 

C 

C 

Nations  Asset  Allocation-lnv  A 

-15.1 

1.1 

1,28 

White  Oak  GnwtbStKk 

-40.0 

-4.5 

0.95 

C 

B 

Nations  Convertible  Secs-lnv  A 

-9.6 

5.2 

1,25 

WM  GrDWtti  &  Income-A 

-20,4 

1,1 

0.92 

c 

A 

Oakmark  Equity  &  Income-I 

-2.1 

10.9 

0.98 

WMWutCMStUuitrA 

-22.4 

9.0 

1.01 

c 

C 

One  Group  Balanced  Fund-A 

-12.2 

1.9 

1.14 

Balanced  Fundi 

C 

B 

One  Group  Investor  Balanced-A 

-78 

3.0 

0.48 

F 

A 

One  Group  Inv  Conservative  Growth-A 

-2.3 

3.8 

0.48 

AIM  Balanced  FumHk 

-179 

-14 

1,01 

C 

C 

Oppenheimer  Capital  Income-A 

-16.2 

0.2 

0.98 

Mbacc  labKad  SInraHi 

-10.7 

4.4 

1.10 

B 

C 

-6.6 

2.0 

0.95 

Americaii  AAdvantage  Balanced-f  A 

-76 

22 

084 

B 

c 

Oppenheimer  Multiple  Strategies-A 

-10.6 

2.8 

1.15 

ABMndflnnKM  ■  WM  ■ 

-6.3 

6.2 

0.68 

A 

D 

-19.9 

4.9 

1.47 

American  Century  Balanced  Fund-lnv 

-9,5 

17 

0,90 

C 

C 

Oppenheimer  Quest  Oppor  Value-A 

-176 

0.3 

1.51 

AMricM  CMitwy  Sttat  ABw-AeHm 

-14.0 

3.0 

1.20 

C 

B 

Pax  World  Balanced  Fund 

-8.9 

5.0 

0.94 

American  Century  Strat  Alloc -Con-inv 

-49 

4,3 

1,00 

B 

0 

Phoenix-Oakhursf  Balanced  Fund-A 

-11.6 

3.3 

1.00 

AXFMMa««dMKaliw4 

-12.6 

-0.6 

0.97 

0 

B 

Phoenix -Oakhurst  Income  &  Growth-A 

-77 

1.7 

1,26 

AXP  Mutual  Fund-A 

-15.3 

-5,0 

0.87 

A* 

F 

Pimco  StocksPlus-A 

-20.2 

-0.4 

1.05 

i 

CaboMS  CoovMrtMe  FuwM 

-4.6 

8.1 

1.20 

C 

C 

TRowe  Price  Balanced  Fund 

-8.5 

2.8 

0.83 

Calanios  Convertible  Growtli  &  Income-A 

-4,1 

12.5 

1.30 

c 

B 

T  Rowe  Price  Personal  Strategy  Bal 

-77 

3.2 

1.02 

CKvwt  Smal  hn-MMKcM 

-12.5 

0.3 

1.20 

B 

D 

Prudential  Active  Balanced-A 

-12.2 

1.2 

1.11 

CCM  Mutual  Fund 

-16,9 

-33 

1,10 

B 

0 

Putnam  Asset  Allocation  Balanced-A 

-12.3 

1.1 

1.15 

-13.0 

1.9 

0.67 

D 

A 

Putnam  Asset  Allocation  Conserv-A 

-3.4 

2.8 

1.33 

Delaware  Balanced  Fund-A 

-158 

-4,0 

1,30 

B 

D 

Putnam  Convertible  Income-Growth-A 

-5.5 

-0.4 

1.01 

Mc«&C«iMMmdFM 

-2.9 

8.0 

0.53 

D 

B 

George  Putnam  Fund  of  Boston-A 

-8.4 

2,2 

0.96 

Dreyfus  Lifetime  tSruwtli  &  Inc-lnv 

-121 

1,0 

1.13 

C 

C 

Schwab  MarketTrack  Balanced 

-9.8 

2.0 

0.50 

-17.6 

-1.1 

1.25 

B 

0 

ScudderBaianced-S 

-15.1 

1.3 

0.77 

Eclipse  Asset  Manager 

-11.7 

2,8 

0.83 

A* 

F 

Scudder  Flag  Inv  Value  Builder-A 

-18.9 

2.2 

1.09 

rmgwityMiiO 

-10.5 

1.1 

0.97 

B 

D 

Scudder  Total  Retum-A 

-15.7 

0.3 

0.99 

-11.9 

-0,8 

1.34 

D 

A 

SB  Allocation  Balanced-A 

-75 

2.2 

0.67 

FMtnM  Stock  &  BOOM 

-10.3 

1.5 

1.31 

C 

D 

SBBalanced^ 

-14.2 

-1.2 

1.11 

rideiityAdvBaUnced-T 

-9.1 

0.3 

1.20 

B 

C 

State  St  Research  Asset  Allocation-A 

-15.7 

3.1 

1.41 

HMty  Asset  Managw 

-8.1 

3.6 

0.73 

C 

B 

Sn  Classic  Balanced  Fund-lnv 

-8.9 

3,4 

1.33 

Fidelity  Balanced  Fund 

-8,5 

52 

b69 

A 

D 

SunAmerica  Balanced  Assets-A 

-16.0 

-0.5 

1.44 

FiMHy  CanertMa  Sot  w  ilm 

-13.9 

9.2 

0.81 

B 

0 

TIAA-CREF  Managed  Allocation 

-12.1 

2.0 

0,39 

Tidelity  Freedom  2000 

-1,8 

5.7 

0,08 

A* 

F 

UBS  Tactical  Allocation-A 

-22.9 

0.0 

0.89 

HdeMy  Freedom  2010 

-6.8 

5.0 

0.08 

A 

C 

USAA  Invest-Balanced  Strategy 

-10.1 

4.2 

1.02 

ridelity  Freedom  2020 

-13,7 

3.0 

0,08 

A 

0 

Vanguard  Asset  Allocation-lnv 

-15.4 

2.1 

0.44 

^jMHy  Freedom  2030 

-17.3 

1.7 

0.08 

B 

c 

Vanguard  Balanced  Index-lnv 

-9.5 

2.9 

0.221 

ndelrty  Freedom  Income 

-0,3 

5,2 

0.08 

A 

D 

Vanguard  Convertible  Securities 

-9.4 

3.7 

0.71 

Fioeaty  Puritan  Fund 

-79 

3.3 

0.64 

D 

A 

Vanguard  Uf  eStrategy  Conservative  Gr 

-5.4 

4.0 

0.28 

-16.6 

1,1 

1.34 

B 

C 

Vanguard  Lit  eStrategy  Moderate  Growth 

-10.3 

2.5 

0.28 

First  American  Balancetf-A 

-12.2 

0.9 

1.22 

B 

B 

Vanguard  STAR  Fund 

-9.9 

3.9 

0.40 

Franklin  Income  Fund-A 

-1,1 

3,8 

0,72 

C 

B 

Vanguard  Tax-Managed  Balanced 

-71 

3.8 

0.19 

Hartfard  Advisers  Fund-A 

-13.2 

2.4 

1.22 

F 

A* 

Vanguard  Wellesley  Income-lnv 

4.6 

70 

0.33 

1 

IDEX  Janus  Balanced-A 

-72 

6.5 

1.64 

C 

B 

Vanguard  Wellington  Fund-lnv 

-6.9 

4.6 

0.36 

lnca«t  tari  ef  America-A 

-4.4 

4.1 

0.61 

B 

B 

VanKampen  Equity  &  Income-A 

-8.3 

6.7 

0.82 

Invesco  Balanced  Fund-lnv 

-170 

-0.3 

1.22 

A 

D 

VanKampen  Harbor  Fund-A 

-11.5 

3.7 

0.99 

Janns  Balanced  Fmd 

-6.6 

7.1 

0.85 

C 

B 

Victory  Balanced  Fund-A 

-10.5 

2.6 

1.25 

Liberty  Asset  Allocation-T 

-15.5 

-0.1. 

1.33 

D 

A+ 

Waddell/Rced  Asset  Strategy-A 

3.3 

8.3 

1.41 

UbertyFond-A 

-12.1 

-0.7 

1.13 

G 

B 

Waddeil/Reed  Continental  Inc-A 

-9.3 

1.7 

1.21 

Mainstay  Convertible-A 

-8.9 

4.9 

1.29 

A+ 

F 

Waddell/Reed  Retirement-A 

-20.4 

0.6 

1.21 

- 

Its  through  Dec.  31,  2002.  -Fund  rated  for  three 
ces.  Forbes.  Upper:  Morningstar 

>  periods  only 

maximum  all 

jwable  grade  A 

'May  impose  annual  $10  account  maintenance  fee. 
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Fund  Survey 

Balanced/Global 

MARKET 

PERFORMANCE 

UP      DOWN 

Fund 

TOTAL  RETURN 

ANNUAL 

EXPENSES 

PER 

$100 

MARKET 

PERFORMANCE 

UP      DOWN 

▲    T 

Fund 

TOTAl  RFTIIRN                     * 

1-YEAR 

5-YEAR 
ANNUALIZED 

1-YEAR 

! 

5-YEAR    • 
ANNUALIZED 

A 

D 

Wells  Fargo  Asset  Allocation-A 

-12.9% 

2.3% 

$0.99 

B        D 

Janus  Worldwide  Fund 

-26.0% 

-0.4  % 

B 

C 

WM  Equity  Income-A 

-12.8 

3.8 

0.97 

C       G 

Uberty  Newport  Global  Equity-A 

-20.6 

-4.3          "' 

A 

C 

WM  Strategic -Balanced-A 

-9.4 

5.9 

1.02 

C        D 

Mercury  Global  Holdings-A 

-28,7 

-5.7 

Global  Stock  Funds 

D       A 

Merrill  L;ach  Global  Allocation-D 

-8.0 

5.4 

B        D 

Merrill  Lynch  Global  Growth-D 

-30.6 

-4.2 

A 

D 

AIM  Global  Aggressive  Growtti-A 

-16.6 

-3.0 

1.87 

A       C 

Merrill  Lynch  Global  SmallCap-D 

-170 

12.5 

B 

C 

AIM  Global  Financial  Services-A 

-17.5 

5.9 

1.85 

C       C 

Merrill  Lynch  Global  Value-0 

-25.1 

-2.0 

B 

D 

AIM  Global  Growth-A 

-19.9 

-4.1 

1.68 

B       B 

Merrill  Lynch  Natural  Resources  Trust-D 

0.8 

8.4 

D 

A+ 

AIM  Global  Health  Care-A 

-22.7 

9.0 

1.75 

F       A 

Merrill  Lynch  Utilities  &  Telecom-D 

-19.6 

-0.4 

A+ 

F 

AIM  Global  Science  &  Technelogy-A 

-44.0 

-173 

1.98 

D       B 

MFS  Global  Asset  Allocation-A 

-7.7 

0.4 

B 

C 

AIM  Global  Trends-A' 

-9.5 

3.8 

2.00 

G       B 

MFS  Global  Equity-A 

-11.5 

0.9 

C 

C 

AIM  Global  Utilities  Fund-A 

-26.0 

-4.2 

1.12 

A       D 

MFS  Global  Growth-A 

-19.6 

0.4 

B 

D 

Alliance  Global  Small  Cap-A 

-27.4 

-75 

2.62 

F        A+ 

MFS  Global  Total  Return-A 

0.0 

3.7 

D 

A 

American  Century  Global  Gold-lnv 

73.0 

8.4 

0.88 

A*      F 

Montgomery  Gl  Tech,  Tel  &  Media-R 

-30.7 

-4.2 

B 

C 

Atlas  Global  Growth 

-22.8 

5.0 

1.40 

C       B 

MS  Global  Dividend  Growth  Secs-A 

-13.0 

0.2 

D 

B 

AXP  Global  Balanced-A 

-10.4 

-1.0 

1.45 

D       B 

MS  Global  Utilities-A 

-20.7 

2.5 

B 

D 

AXP  Global  Growth-A 

-23.4 

-4.6 

1.18 

B       C 

New  Perspective  Fund-A 

-16.1 

5,2 

B 

B 

AXP  Precious  Metals-A 

60.7 

70 

1.78 

B       C 

Oppenheimer  Global  Fund-A 

-22.4 

4.9 

C 

B 

Capital  World  Growth  &  Income-A 

-71 

5.8 

0.78 

A        D 

Oppenheimer  Global  Growth  &  Inc-A 

-270 

4.3 

C 

C 

CDC  Nvest  Star  Worldwide-A 

-16.4 

-0.9 

2.12 

B       B 

Oppenheimer  Gold  &  Special  Mins-A 

42.5 

10.5 

B 

D 

Citizens  Global  Equity-Standard 

-21.4 

0.7 

1,84 

D        B 

Oppenheimer  Quest  Global  Value-A 

-177 

0.3 

A 

D 

Credit  Suisse  Gl  Post-Venture  Cap-Corn 

-34.5 

2.8 

1.65 

C       C 

Phoenix-Aberdeen  WW  Oppors-A 

-17.6 

-0.2 

A+ 

F 

Credit  Suisse  Global  Tech-Com 

-39.0 

2.9 

1.67 

B        B 

Pimco  RCM  Global  Healthcare-D 

-26.6 

12.2               ,: 

C 

C 

Dreyfus  Premier  WW  Growtb-A 

-16.7 

-0.1 

1.15 

B       C 

TRowe  Price  Global  Stock 

-20.8 

-0.5              1 

A 

D 

Eaton  Vance  Information  Age-A 

-20.9 

2.9 

1.99 

A        D 

Prudential  Global  Growth-A 

-24.6 

-1,7                ■ 

B 

B 

Eaton  Vance  WW  Health  Sciences-A 

-25.9 

14.0 

1.89 

A       G 

Prudential  Natural  Resources-A 

20.1 

10.7              1 

D 

C 

Evergreen  Global  Lcaders-A 

-21.2 

-2.0 

1.76 

D       A 

Purisima  Total  Return 

-22.0 

3.9              J 

A 

D 

Evergreen  Global  Opportunities-A 

-20.7 

1.8 

1.77 

A       D 

Putnam  Global  Equity-A 

-22.5 

-4.1              1 

C 

A 

Evergreen  Precious  Metals-A 

72.4 

11.7 

1.92 

D        B 

RS  Contrarian 

1.4 

-0.9              Z 

B 

C 

Exeter  World  Opportunities  Series-A 

-11.7 

5.3 

1.21 

A       D 

Scudder  Global  Discovery-S 

-20.1 

1.8              1 

C 

B 

Fidelity  Adv  Natural  Resources-T 

-11.5 

2.2 

1.45 

C        B 

Scudder  Global Fund-A 

-172 

-1.4                i 

D 

B 

Fidelity  Global  Balanced 

-6.1 

3.3 

1.29 

D       A 

Scudder  Gold  &  Precious  Metals-A 

66.4 

9.8               1 

C 

A 

Fidelity  Select-Gold 

64.3 

10.7 

1.29 

B       C 

Security  Global  Fund-A 

-24.2 

4.6         :      J 

C 

C 

Fidelity  Worldwide  Fund 

-18.8 

-0.4 

1.12 

B       D 

Seligman  Global  Growth-A 

-31.1 

47              1 

D 

A* 

First  Eagle  SoGenGlobal-A 

10.2 

9.7 

1.39 

C       D 

Seligman  Global  Smaller  Cos-A 

-25.2 

-75              1 

D 

A* 

First  Eagle  SoGenGold-A 

107.0 

15.5 

2.70 

A*      F 

Seligman  Global  Technology-A 

-33.0 

0.7              1 

B 

C 

First  Investors  Global  Fund-A 

-21.3 

-2.2 

1.77 

A       D 

Smallcap  World  Fund-A 

-22.3 

-2.5          .a 

B 

D 

Franklin  Global  Communications-A 

-34.4 

-12.9 

1.27 

C       D 

SB  Hansberger  Global  Value-A 

-19.7 

-5.3              1 

C 

C 

Franklin  Global  Health  Care-A 

-34.4 

-2.3 

1.22 

B        C 

State  Sf  Research  Global  Resources-A 

5.0 

2.3               ?' 

c 

A 

Franklin  Gold  &  Precious  Metals-A 

37.4 

10.3 

1.13 

C       C 

Templeton  Capital  Accumulator 

-17.4 

0.9              j 

F 

A 

Franklin  Mutual-Discovery-A 

-9.4 

4.8 

1.37 

C        C 

Templeton  Global  Opportunities-A 

-21.8 

-2.7               ..« 

D 

B 

Fremont  Global  Fund 

-13.0 

-0.4 

0.93 

D       B 

Templeton  Global  Smaller  Cos-A 

-8.8 

-4.3 

A 

D 

Gabelli  Global  Growth 

-24.8 

-0.1 

1.75 

C        B 

Templeton  Growth  Fund-A 

-9.5 

3.3         ; 

A 

D 

-29.6 

0.6 

1.52 

C       C 

Templeton  World  Fund-A 

-12.1 

1.0 

C 

D 

Hancock  Global  Fund-A 

-25.6 

-10.8 

2.14 

0        A 

IWeedy.  Browne  Global  Value 

-12.1 

5.5          : 

) 

B 

D 

IDEX  Janus  Global-A 

-270 

-1.3 

1.63 

F        A 

UBS  Global  Balanced-A 

-3.0 

2.8 

C 

A 

ING  Precious  Mctals-A 

66.7 

10.5 

1.96 

D        B 

UBS  Global  Equity-A 

-15.7 

-0.6              L 

A 

D 

ING  Worldwide  Growth-A 

-270 

0.7 

1.85 

D       B 

US  Global  World  Precious  Minerals 

83.4 

-2.1 

D 

B 

Invesco  Adv  Global  Health  Sciences-A 

-273 

1.3 

2,33 

F        A 

USAA  Invest-Cornerstone  Strategy 

-8.3 

-0.2 

» 

A 

invesco  Gold  &  Precious  Metals-lnv 

59.6 

2.8 

2.10 

B        A 

USAAInvest-GoldFund 

676 

15.1 

A* 

F 

-51.0 

-10.8 

1.70 

C       G 

USAA  Invest-World  Growth 

-16.0 

-2.3 

Results  through  Dec.  31.  2:002.  'Reflects  perform! 
Sources:  Forbes:  Upper.  Morningslar. 

ince  of  Aim  Global  Consume 

r  Products  prior  tc 

)  August  2001  merger.  ^Account  closing  fee  of  $10. 
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'grity  quality  solutions 


What's  it  worth? 

In  today's  business  climate, 

what  has  value  is  less  clear  than  ever 

before. .  .all  the  more  reason  for  values  to 

take  on  even  greater  importance. 

At  Atlas,  we  built  our  company  on  the 

values  of  integrity  and  quality  in  providing 

customer  solutions. 

The  core  of  what  made  us  a  world  leader  in 

our  industry  now  serves  as  a  foundation 

for  a  full  range  of  business  solutions. 

What  IS  the  value  of  values?  A  lot. 

Because  values  based  on 

integrity  quality  and  solutions  are 

the  currency  of  the  future. 


Atlas. 


1-800-847-6683 


global  relocation  •  benefits  •  recmiting  •  logistics  •  travel 


,  ;;Make  the  best  executive  decision... 
advertisiljn  The  MNI  Executive  Network. 


877.ASK.4MNI 


MEDIA    NETWORKS. INC 


Local  Ads.  National  Mags. 


www.mni.com 


At  McKesson,  we  offer  solutions  that  enable  healthcare 
providers  to  deliver  the  best  possible  care.  From 
healthcare  supply  solutions  that  facilitate  the  timely 
delivery  of  medication,  to  automation  and  information 
solutions  that  define  the  very  future  of  our  industry, 
we're  committed  to  reducing  costs  and  enhancing  the 
quality  of  patient  care.  For  our  24,000  employees,  it's  a 
chance  to  be  a  part  of  something  that  ultimately  offers 
peace  of  mind  to  millions  of  people  and  their  families. 
For  you,  it's  the  ability  to  make  a  real  difference  by 
doing  what  you  do  every  day.  That's  the  Power  of  You. 

McKesson  Corporation  offers  a  wealth  of  opportunity 
for  individuals  with  a  desire  to  make  a  difference  in 
providing  industry-leading,  integrated  healthcare 
services  and  solutions.  Individuals  with  the  passion  to 
be  a  part  of  our  entire  continuum  of  patient-focused 
care.  It's  you  and  McKesson— empowering  healthcare. 
Visit  mckesson.com/careers  for  more  information. 


THE  Power  of 


MCKESSON 

Empowering  Healthcare 


luujLU. mckesson.com /careers 


!qual  opportunity  employer,  McKesson  Corporation  unites  the  talents  and  contributions  of  all  to  advance  the  power  of  healthcare. 


a/a^Ma//:rfm 


Travel  these  days  can  test  your  endurance.  Thankfully,  things  are  a  little  easier  with  alaskaair.com.  For  example,  with  our  24- > 
Web  Check-In,  you  can  print  boarding  passes  from  your  computer  up  to  30  hours  before  your  flight.  This  lets  you  wall  ^ 
check-in  lines  at  the  airport,  plusyou  earn  500  Bonus  Miles.  Also,  at  alaskaair.com you  can  check  for  available  upgrades, 
seat  selections  and  much  more.  So  use  24-Hour  Web  Check-In  at  alaskaair.com  on  your  next  trip  and  leave  the  struggle  h 
G      V      I       I)      1-.      1)  1^      ^■  I       11      1-:  SPIRIT  O      F  A      L      A      S 
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ind  Survey    Global/Foreign/Taxable 


RETURN ,        ANNUAL 

EXPENSES 
5-YEAR  PER 

ANNUALIZED  $100 


MARKET 

PERFORMANCE 
UP      DOWN 

▲       ▼ 


Fund 


Van  Eck  Ifitl  Investors  GoW-A 


91.3° 


6.7  % 


$2.17 


Montgomery  Emerging  Markets-R 


TnTAI  RFTIIRN 


1-YEAR 


5-YEAR 
ANNUALIZED 


-8.9% 


-9.4  % 


Vaa0twd  Global  Equity 


-5.6 


4.6 


1.08 


A+ 


MS  European  Growtti-A 


-18.4 


0.2 


Vanguard  Precious  Metais 


33.4 


12,6 


0.63 


MS  Pacific  Growlti-A 


-9.0 


-5.1 


VanNaavH  GMal  Eq  AHocation-A 


-18.4 


-1.5 


1.88 


'  B        Nations  International  Equity-lnv  A 


-14.0 


-1.4 


VanKampen  GloliaJ  Value  Equity-A 


-18.1 


-0.7 


1.60 


Oakmark  International  Fundi 


-8.5 


4.9 


Foreign  Stock  Funds 


PIroenix-Aberdeen  International-A 


-14.8 


Pioneer  Europe  Fund-A 


-19.7 


-3.5 


-5.0 


AMBmiM«MMlwtsWI 


-9.1 


-9.1 


1.76 


Preferred  International  Value 


-7.6 


2.4 


AIM  Internationa]  Growtti-A 


-142 


-2  7 


1.57 


B        B        T  Rowe  Price  European  Stock 


-18.7 


-1.9 


HtUtK9  ri6wEwp9~n 


-22.2 


-2.7 


2.10 


T  Rowe  Price  International  Discovery 


-16.3 


7.6 


American  Century  Inti  Growtli-lnv 


-192 


-0.3 


1,21 


T  Rowe  Price  International  Stock 


-18.2 


-3.7 


AXP  bitenutiMial  FiMd4 


-19.6 


-6.7 


1.28 


T  Rowe  Price  Japan 


-16.9 


-3.9 


B8H  European  Equity 


-18,3 


-21 


1,24 


T  Rowe  Price  Latin  America 


-18,1 


-5.7 


Tax-Managed  bitl  Value 


-8.5 


0.7 


1.25' 


T  Rowe  Price  New  Asia 


-9.4 


0.1 


BlackRock  International  Equity-lnv  A 


-181 


-5,5 


1.55 


Principal  International  Fund-A 


-17.0 


-4.9 


Wm  Blair  brtematieaal  GrewltHi 


-15.2 


8.0 


1.60 


Putnam  Europe  GrowHi-A 


-19.6 


-2,2 


Columbia  International  Stock-Z 


-16,1 


-12 


1,56 


B 


Putnam  International  Growth-A 


-170 


3.0 


Delaware  hitemational  Vahw  Equity-A 


-10.8 


-0.9 


1.99 


B        Russell  Emerging  Markets-S 


-7.5 


-78 


I       Eaton  Vance  Greater  China  Grow-A 


-163 


-70 


2.68 


Russell  IntI  Securities-S 


-15.9 


-3.1 


EiMiprin  bilMHlMoal  Growtti-A 


-19.7 


-6.4 


1.96 


Scudder  International  Equity-lnv 


-17.2 


-4.7 


I       EuroPacific  Growtti  Fund-A 


-136 


25 


Scudder  International  Fund-A 


-16.6 


-1.7 


I      EvtrgnM  iRtcniatioaal  GrowtM 


-11.4 


0.0 


1.17 


Scudder  Latin  America-A 


-18.5 


-6.8 


I      Excelsior  bitemational  Fund 


-218 


-6.1 


1,23 


Scudder  New  Europe-A 


-21.2 


1.5 


I      Federated  bitemational  Equity-A 


-23.8 


-2.3 


1.60 


Scudder  Pacific  Opportunities-A 


-8.9 


-4,6 


ridelity  Sdv  Overseas-T 


-202 


-3,9 


1,62 


Sit  International  Growth 


-29.8 


-9.2 


h     Hddity  Canada  Rarf 


-4.3 


3.0 


1.33 


SB  International  All  Cap  Growtb-A 


-21.8 


-7,5 


i       Hdelity  Diversified  International 


-9.4 


43 


1.21 


SSgA  Emerging  Markets 


-5.0 


-1.5 


:      ridelity  EnergSngMarfcets 


-6.9 


-5.3 


1.54 


Standisb  International  Equity 


-6.5 


2.8 


RdellTy  Europe  Fund 


-255 


-4,0 


1,06 


Strong  Asia  Pacific-lnv 


-78 


-0.7 


I      Fidelity  brti  Growth  &hics«M 


-9.9 


1.6 


1.14 


Strong  International  Stock-lnv 


-20,2 


-6.8 


1       Tideliry  Japan  Fund 


-74 


1,6 


1,42 


Templeton  Developing  Markets-A 


1.7 


-4.3 


I      Fidelity  Latin  America 


-20.9 


-10.1 


1.41 


Templeton  Foreign  Fund-A 


-8.6 


1.4 


Z       Fidelity  Overseas  Fund 


-194 


-3,3 


1.18 


Templeton  Foreign  Smaller  Cos-A 


-3.6 


|l      Fidelity 


0.4 


Pacific  BasMi 


-7.9 


2,6 


1,48 


A*       US  Global  Gold  Shares  Fund 


81.4 


-1.6 


Fidelity  Souttieast  Asia 


-11,3 


1.4 


1.55 


USAA  Invest-lnternational 


-9.1 


-1.5 


GAM  bitemational  Fund-A 


-15.4 


-10.8 


2.01 


B        Vanguard  European  Stock  index-lnv 


-179 


-2.0 


Harbor  Internationai-lnst 


-6.4 


1.3 


0.91 


Vanguard  International  Growth-lnv 


-178 


-2.1 


f     .hivescoEuropean-liiv 


-31.4 


-8.5 


1.54 


B       Vanguard  International  Value 


-13.4 


0.1 


C       Ivy  International  Fund-A 


-210 


-77 


1,60 


B        Vanguard  Pacific  Stock  Index-lnv 


-9.3 


-4.4 


0      Japan  Fmd-A 


-8.4 


3.8 


1.33 


VanKampen  Asian  Equity-A 


-14.2 


-3.8 


Lazard  International  Equity-Open 


-10.6 


-3.1 


1.19 


Victory  International-A 


-19.2 


-5.5 


F       Legg  Mason  Europe  Fuod-P 


-29.7 


-77 


2.60 


Waddell/Reed  IntI  Growth-A 


-18.7 


-2.0 


Libert)'  Acorn  International  Fund-A 


-16.6 


1,6 


1,65 


W&R  International  Growth-A 


-19.3 


2.2 


C      Liberty  International  Equity-T 


-20.1 


-4.5 


1.34 


Wright  IntI  Blue  Chip  Equities-S 


-14.5 


-5.3 


Loomis  Saytes  IntI  Equity-Ret 


-19.3 


-1.6 


1.25 


Mercury  HW  Intematlcnal  Value-A 


-14.7 


-0.2 


1.38 


Taxable  Bond  Funds 


B       Merrill  Lynch  Developing  Cap  Mkts-D 


-10.2 


-6.5 


2.44 


AIM  Intermediate  Govt-A 


0      Merrill  Lynch  Dragon-D 


-16.8 


-6.4 


1.91 


Alliance  Bond-Corp  Bond-A 


10.0 


-1.9 


6,3 


3.2 


Merrill  Lynch  EuroFund-D 


-12.7 


2.3 


1.31 


Alliance  Bond-US  Government-A 


9.2 


6.4 


Merrill  Lynch  Latin  America-D 


-19.0 


-6.8 


1.98 


B        American  Century  GNMA-lnv 


8.4 


6.7 


Merrill  Lynch  Pacific-0 


-14.7 


1.2 


1.14 


B        American  Century  S-T  Govt-lnv 


5.2 


5.6 


suits  through  Dec,  31,  2002.  'Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  'May  impose  annual  $100  maintenance  fee.  ^Account  closing  fee  of  $10. 
ay  impose  annual  $10  account  maintenance  fee, 
urces.  Forbes;  Upper;  Morningslar. 
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Fund  Survey    Taxable 


1        MARKET 
■   PERFORMANCE 
I      UP      OOWN 

Fund 

TflTAl  RFTIIRN 

ANNUAL 

EXPENSES 

PER 

$100 

MARKET 

PERFORMANCE 

UP      DOWN 

A     ▼ 

Fur»d 

TdlAI  RFTIIRN 

/ 

1-YEAR 

5-YEAR 
ANNUALIZED 

1-YEAR 

5-YEAR      ' 
ANNUALIZED 

E 

D 

A+ 

Asset  Management-Adj  Rate  Mtge 

3.2% 

5.2% 

$0.49 

C        B 

Merrill  Lynch  US  Government  Mtgo-D 

8.3% 

6.7% 

D 

C 

AXPBondFund-A 

5.6 

5.0 

0.95 

D       A 

-1.0 

5.9 

D 

B 

AXP  Federal  Income-A 

6.0 

5.3 

0.95 

B        D 

MFS  Bond  Fund-A 

8.7 

5.4 

II 

C 

C 

AXPSalectiviFuRd^ 

2.4 

5.2 

0.98 

A       D 

MFS  Gov%[nment  Securitles-A 

9.5 

6.7 

1 

C 

c 

Bernstein  Intermediate  Duration 

7.1 

5.9 

0.61 1 

F        A 

MS  Prime  Income^ 

-0.8 

2.4          i       j 

B 

c 

BiackRock  Core  Bond  Total  Return-tnv  A 

9.2 

70 

1.02 

B        C 

MS  US  Government  Secs-A 

10.1 

6.9 

B 

c 

Biacl(Rock  Managed  Income-lnv  A 

9.0 

6.9 

1.12 

B        C 

Nations  Bond-lnv  A 

71 

5,9 

1 

D 

B 

BondnindofAnrarlca-A 

6.2 

5.4 

0.71 

A        D 

One  Group  BonilFtaid-A 

9.8 

1 

C 

A+ 

Calvert  Income-A 

5.0 

8.3 

1.10 

A        D 

One  Group  Government  Bond-A 

11.1 

70                 1 

B 

C 

Dodge  &  Cox  Income  Fund 

10.7 

77 

0.45 

D        C 

One  Group  Income  Bond-A 

8.0 

2.7 

C 

B 

Dreyfus  GNMA  Fund 

9.0 

6.5 

0.85 

B        B 

One  Group  Intermediate  Bond-A 

9.0 

70 

D 

B 

Dreyfus  Premier  Core  Bond-A 

5.9 

6.0 

0.99 

D       A 

One  Group  Short-Term  Bond-A 

5.9 

6.1 

D 

A 

Dreyfus  Premier  Sliort  Term  Inc-D 

2.5 

5.6 

0.80 

D        A 

One  Group  Ultra  Short-Term  Bond-A 

4.3 

5,4 

C 

C 

Eaton  Vance  Govt  Obtigations-A 

78 

6.4 

1.27 

D       A 

Oppenheimer  Limited  Term  Govt-A 

6.0 

5.9 

F 

A* 

Eaton  Vance  Prime  Rate  Reserves 

0.6 

3.8 

1.27 

D       A 

Oppenheimer  Strategic  Income-A 

6.7 

3.7         ,       t 

F 

A* 

EV  Clastic  SmIor  Floating-Rate 

0.6 

3.8 

1.42 

B        C 

Oppenheimer  US  Govemment-A 

10.7 

6.6 

C 

C 

Federated  Bond  Fund-A 

6.9 

4.4 

1.06 

D        A 

Pimco  Low  Duration-A 

72 

6.2 

C 

B 

Federated  Fund  for  US  Govt  Sact-A 

8.2 

6.5 

0.94 

A       B 

Pimco  Real  Return  Fund-A 

16.5 

9.5         1 

c 

B 

Federated  GNMATrust-IS 

8.4 

6.7 

0.62 

D       A^ 

Pimco  Shor^Term-A 

2.4 

4,9 

A 

D 

Federated  Govt  Income  Secs-A 

10.5 

6.7 

0.98 

A        C 

Pimco  Total  Retum-A 

9.7 

7.7 

D 

A+ 

Federated  Government  UlfrasiiorMS 

2.1 

4.8 

0.25 

B        C 

T  Rowe  Price  GNMA  Fund 

9.0 

6.8                i 

D 

A 

Federated  Ultrasltort  Bond-IS 

1.3 

5.1 

0.80 

B       C 

T  Rowe  Price  New  Income 

75 

6.0       !     1 

C 

B 

Fidelity  Adv  Intermed  Bond-T 

9.9 

6.8 

0.97 

D        B 

T  Rowe  Price  Spectrum  Income 

6.9 

5.1 

C 

B 

Fidelity  Ginnle  Mae 

8.7 

6.8 

0.60 

A        D 

Prudential  Government  InconwA 

10.4 

6.9 

A 

D 

Fidelity  Government  Income 

10.9 

72 

0.69 

B        D 

Putnam  American  Govt  Inc-A 

8.3 

6.2 

B 

B 

Fidelity  Intermodlata  Bond 

9.2 

7.2 

0.63 

F        B 

Putnam  Diversified  Income  Ttiist-A 

7.0 

2.1               1 

B 

C 

Hdelity  Intermediate  Govt  Income 

10.2 

73 

0.59 

C        D 

Putnam  Income  F\ind-A 

8.4 

5.0 

B 

C 

FIdelHy  Investment  Grade  Bond 

9.4 

7.1 

0.66 

C        B 

Putnam  Intermediate  US  Govt  Inc-A 

76 

6.3 

D 

A 

Fidelity  Siiort-Term  Bond 

6.7 

6.3 

0.58 

C        B 

Putnam  US  Govt  Income-A 

77 

6,3                1 

A 

D 

Fidelity  Spartan  Government  Income 

11.5 

75 

0.50 

B       C 

Schwab  Total  Bond  Market 

8.9 

7.0       !     1 

B 

C 

Rdelity  Spartan  Invest  Grade  Bond 

9.6 

74 

0.50 

C        B 

ScudderGNMAFund-AARP 

8.3 

6.6                J\ 

A 

B 

First  American  Bond  IMMDEX-A 

9.1 

6.8 

0.73 

C       D 

Scudder  Income  Fund-A 

74 

5.4                1 

B 

D 

First  American  Fixed-lncome-A 

8.0 

6.4 

0.95 

D        B 

Scudder  Short  Term  Bond-A 

4,7 

4.9                 33 

C 

B 

First  American  Intermed  Term  BondWl 

8.0 

6.7 

0.85 

C       B 

Scudder  US  Government  Secs-A 

8.1 

6.6               f 

D 

A 

FPA  New  Income 

4.5 

6.6 

0.58 

D       A 

SB  Adjustable  Rate  Govt  Inc-A 

3.0 

4.7                 « 

F 

A* 

Fhmklln  Floating  Rate 

-3.4 

3.2 

1.32 

D       B 

SB  Diversified  Strategic  Income-A 

4.3 

2.9               1 

C 

B 

Franklin  US  Government  Secs-A 

8.6 

6.8 

0.69 

A        C 

Strong  Government  Secs-inv 

10,5 

74                90 

C 

Fremont  Bond  Fund 

9.8 

8.1 

0.57 

F       A^ 

Strong  Uhra  Short-Term  Income-lnv 

0.8 

4.4                1 

C 

Goldman  Sachs  Core  Fixed  Income-A 

8.1 

6.6 

0,94 

B        C 

US  Government  Securities-A 

9.0 

6.6                35 

A 

Goldman  Sachs  Uttra-Sh  Duration  Govt-A 

2.7 

4.7 

0.89 

B        D 

USAA  Mutual-Income 

8.6 

6.7                1 

c 

C 

Hancock  Bond  Fund-A 

74 

6.1 

1,11 

B        B 

Vanguard  GNMA  Fund-lnv 

9,7 

73                25 

B 

Hancock  Strategic  Income-A 

74 

4.4 

0.93 

A^      D 

Vanguard  Intermed-Tenn  Bond  Index-lnv 

10.9 

7.6         1      1 

C 

Harbor  Bond' Inst 

10.6 

8,0 

0,56 

A        D 

Vanguard  Intermediate-Term  Corp-lnv 

10.3 

73                21 

B 

Intermediate  Bond  Fund  of  America  " 

7.1 

6.3 

0.81 

A*      D 

Vu^uard  Nitermed-Term  TVeasury-lnv 

14.1 

8.4                1 

C 

Janus  Flexible  Income 

9.9 

6.2 

0,79 

D       A^ 

Vanguard  LifeStrategy  Income 

0.1 

5,6                23 

B 

JP  Morgan  Short  Term  Bond  ihA 

5.1 

5.4 

0.75 

A*      F 

Vuiguani  Long-Term  Corp-lnv 

13.2 

7.3               i 

1 

F 

Liberty  Federal  Secs-A 

9.3 

6.5 

1,21 

A*      F 

Vanguard  Long-Term  Trcasury-lnv 

16.7 

8,5                29 

J        D 

B 

8.0 

3.3 

1.21 

C       B 

Vanguard  ShorhTerm  Bond  Index-lnv 

8.1 

6.7         [_| 

B 

Loomis  Sayles  Bond-Rot 

13.2 

5.6 

1.00 

D       A 

Vanguard  Short-Term  Corp-lnv 

5.2 

6.3                24 

D 

Urd  Abbett  US  Govemment-A 

9.9 

6.8 

1.10 

C       B 

Vanguard  Shor^Term  FederaHnv 

76 

6.9         !      1 

D 

Merrill  Lynch  Bond-Core  Bond-0 

9.2 

6.0 

0.84 

C       B 

Vanguard  Shor^Term  TTeasury-lnv 

8.0 

6.7                1 

Results  through  Dec.  31.  2002.  'May  impose  annu 
Sources:  Forbes:  Upper:  Morningstar 

al  SlOO  maintenance  fee.  ' 

Tech.ucallyaclosE 

d-end  fund.  ^May  impose  annual  $10  account  maintenance 

fee. 

1 
i 
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. 

id  Survey    Taxable/Mimicipa 

TOTAl  RFTIIRN 

ANNUAL 

EXPENSES 

PER 

$100 

MARKET 

PERFORMANCE 

UP      DOWN 

▲    T 

Fund 

TOTAL  RETURN 

ANNUAL 

EXPENSES 

PER 

$100 

Fund 

l-YEAH 

&-YEAR 
ANNUALIZED 

1-YEAR 

5-YEAR 
ANNUAIIZPn 

1     Vanguard  Total  Band  Mvketlndex-Jnv              83% 

71  % 

$0.22  = 

D       A 

Umited  Term  New  York  Muni-A 

6.3  % 

4,7  % 

$0.75 

6.7 

1.02 

D       A 

Limited  Term  T-E  Bond  of  America-A 

7.8 

5.0 

0.70 

VanKampen  Prime  Rate  Income  Trust'             -  3  3 

1.1 

1.43 

A        C 

Lutheran  Brotherhood  Muni  Bond-A 

8.8 

5.6 

0.72 

Tirfiininirrr ■•                  7.6 

6.3 

0.87 

A       D 

MerriH  Lynch  Muni-lnsured-D 

9.7 

5.1 

0.72 

ii 
1 

Municipal  Bond  Funds 

B        D 

Merrill  Lynch  Munl-National-D 

9.0 

4.9 

0.87 

A        D 

MFS  Munictpal  Bontf-A 

10.1 

5.4 

0.59 

ULMncipaJBMdWI                                  8.4 

5.1 

0.77 

D        B 

MFS  Municipal  High  Income-A 

6.3 

4.2 

0.76 

JUNanceMwiihKWM-CA-A                             7.2 

4.8 

0.77 

C        C 

MS  California  T-F  Income-A 

8.4 

5,1 

0.80 

Alliance  Muni  Income-Nall-A                           4  0 

3.6 

0.64 

B        C 

MS  Tax-Exempt  Securities-A 

9.0 

5.3 

0.66 

liiiiiii  ■  IBlIi  hi  Ml  l^i  tiBi  II                6.2 

4.4 

0.77 

D       A 

Nations  Intermediate  Muni  Bond-inv  A 

7.8 

4.7 

0.75 

AXPHigtirieMTax-Cxenipt-A                          8  3 

4.8 

0.80 

c     c 

Nations  Municipal  Income-lnv  A 

6.7 

4.2 

0.85 

Urtax^xmrn^mHi                              8.0 

4.9 

0.81 

F        k* 

Nations  Short-Term  Muni  Income-lnv  A 

4.6 

4.3 

0.65 

50 

0.63' 

D        B 

Northern  Intermediate  Tax-Exempt 

9.1 

5.2 

0.85 

IflrastMi  Ntw  Yttk  Mhm                               7.3 

5.0 

0.64' 

C        B 

Nuveen  Insured  Muni  Bond-A 

8.7 

5.1 

0.84 

Calvert  Tax-Free  Reserves -LtiHI                     31 

3.8 

0.70 

D        A 

Nuveen  Intcrmed  Duration  Muni  Bond-A 

6.8 

4.8 

0.80 

BetannTax-rfMPH»4                           9.0 

4.7 

0.89 

0       A 

Nuveen  Limited  Term  Municipal  BomHL 

6.4 

4.5 

0.75 

Dreyfus  CalH  Tax  Exenqit  Bond                        81 

55 

0.71 

c      C 

One  Group  Intermed  T-F  Bond-A 

9.3 

5.0 

0,84 

■rayfastatmMdMHBMd                          69 

4.5 

0.74 

D       A 

One  Group  Municipal  bicome-A 

7.1 

4.6 

0.84 

Oreylus  Municipal  Bond                                  72 

4.1 

0.72 

A        D 

One  Group  Tax-Free  Bond-A 

9.5 

5.4 

0.83 

•nyfns  NY  Tax  Exempt  BmMI                         9.0 

5.4 

0.70 

C       D 

8.0 

3.7 

0.85 

Eaton  Vance  National  Munis-A                         110 

4.6 

0.83 

B        C 

T  Rowc  Price  Maryland  T-F  Bond 

9.5 

5.7 

0.49 

EvwsnciiHigfi  Income  Muni  BMuHk                5.0 

4.3 

0.83 

D       B 

TRowe  Price  T-F  High  Yield 

6.4 

3.8 

0.71 

Evergreen  Municipal  Bond-A                            9  2 

4.3 

0.84 

8        C 

T  Rowe  Price  T-F  Income 

9.2 

5.4 

0.54 

Emgnw  mrtk  C»iiM  Mwi  liri  *     i        8.8 

4.8 

0.65 

D       B 

Prudential  Muni  Bond-High  Inc-A 

6.5 

3.5 

0.84 

Evergreen  Pennsylvania  MunHk                       8  3 

49 

0.64 

B        D 

Prudential  National  Municipals-A 

9.3 

5.2 

0,89 

nMityUvMiHilK«ae-T                          10.0 

5.8 

0.79 

C        C 

Putnam  Calif  T-E  Income-A 

7.8 

5.0 

0.75 

Fidelity  Spartan  CalH  Muni  Inc                         8  5 

5.8 

0.48 

D        0 

Putnam  Municipal  Income-A 

5.3 

4.1 

0.95 

ridttty  SpwtM  htifiMd  Mwi  tmrnm    \        9.0 

5.7 

0.46 

B        D 

Putnam  NY  Tax  Exempt  Inc-A 

9.3 

5.2 

0.81 

Fidelity  Spartan  Mass  Muni  hKonie                 9  7 

5.8 

0.47 

C        0 

Putnam  Tax  Exempt  Income-A 

72 

4.5 

0,81 

FiMty  SipwiM  MiMpd  hcMM 

10.4 

6.1 

0.47 

D       B 

Putnam  Tax-Free  High  Yield-A 

3.2 

2.9 

0.90 

Fidelity  Spartan  NY  Muni  Income                    10  9 

6.1 

0.49 

c     c 

Rochester  Fund  Municipals-A 

5.5 

4.5 

0,70 

HMHy  Spartan  SbMHMnMdnteMwil        6.6 

4.9 

0.49 

A        D 

Scudder  Caiifarnia  Tax-Free  Fund-A 

10.0 

5.5 

0.81 

First  American  bitermediate  Tax-free-A            9  0 

5.3 

0.70 

C        B 

Scudder  High  Yield  Tax-Free-A 

9.1 

5.4 

0.80 

Firtt  Invc  stiri  hwid  TM-Cmiipt « 

10.1 

5.4 

1.05 

A       D 

Scudder  Managed  Muni  Bonds-A 

9.9 

5.8 

0.77 

Franklin  Arizona  T-F  Inc-A                                76 

4.4 

0.64 

C        B 

Scudder  Medium  Term  Tax-Free-A 

8.4 

5.1 

0.92 

Fraridk  Caif  M^  rMU  MmM 

6.8 

4.6 

0.61 

B        D 

SB  Cahf  omia  Munis-A 

6.2 

4.9 

0.68 

i 

Franklin  Calif  Insured  T-F  Inc-A                         78 

5.4 

0.61 

A*      F 

SB  Managed  Municipals-A 

73 

4.5 

0,68 

bvldtaC^HwwaT^  Inc-A                   1        6.8 

5.2 

0.57 

C       C 

SB  Muni-Limited  Term-A 

7.5 

4.6 

0.72 

Franklin  Federal  T-F  Income-A                           7  2 

4.9 

0.59 

C       C 

SB  Muni-New  York-A 

8.9 

5.2 

0.70 

FrankJaFlirMaT-fhKonw-A 

9.1 

5.5 

0.62 

F       A* 

Strong  INtra  Short-Term  Muni  Income-lnv 

2.8 

3.5 

0.70 

Franklin  High  Yield  T-F  bic-A                          51 

3.6 

0.62 

C        B 

Tax-Exempt  Bond  Fund  of  America-A 

8.4 

5.4 

0.66 

FnMHhhMndT-fhHHI                            8.7 

5.4 

0.63 

D       A 

Tax-Exempt  Fund  of  Calif  omIa-A 

8.1 

5.4 

0.69 

Franklin  Midi  Insured  T-F  Inc-A                        9  0 

5.7 

0.64 

D       A 

Thornburg  Limited  Term  National-A 

74 

4.8 

0.95 

FnnklinNJ  Tax-Free  tac-A 

9.0 

5.5 

0.65 

B        C 

USAA  Tax-Exempt-Calif  Bond 

8.3 

5.3 

0.49 

Franklin  NY  Tax-Free  Inc-A                              91 

5.7 

0.59 

D       A 

USAA  Tax-Exempt-lntermediate 

77 

5.3 

0,46 

1 

FrMfctin  Mm  insured  T-F  Inc-A 

8.3 

5.3 

0.65 

A       D 

USAA  Tax-Exempt-Long-Torm 

9.7 

5.2 

0.46 

Franklin  Oregon  Tax-Free  Inc-A                        8.5 

4.9 

0.67 

F        A* 

USAA  Tax-Exempt-Short-Term 

5.0 

4.5 

0,48 

i 

frwUk  Hmttjtmiii  THF  Inc-A 

9.0 

5.2 

0.67 

C       A 

Vanguard  Calif  Intermediate  T-E-lnv 

9.2 

5.9 

0.17 

Hawaian  Tax-Free  Trust-A                              8  6 

5.1. 

0.72 

A        D 

Vanguard  Calif  Long-Term  T-E-lnv 

9.4 

6.1 

0.18 

Uberty  Intermediate  Tax  Ex  lond-T 

8.0 

5.1 

0.91 

A^      D 

Vanguard  Florida  Long-Term  T-E-faiv 

10.8 

6.4 

0.15 

Liberty  Tax-Exempt-A 

9.6 

4.9 

0.97 

C       B 

Vanguard  High  Yield  Tax-Exempt-lnv 

73 

5.2 

0.19 

Its  through  Dec.  31,  2002.  'May  impose  annual  $10  account  maintenance  f 
ces.  Forbes:  Upper:  Morningstar 

ee.  technically 

a  closed-end  fund.  ^May  impose  annual  $100  maintenance  ft 

e. 

F    O    R    B    E 

S   ■   February  3,  2003 

III 

Fund  Survey 

Municipal/ Junk/Global 

1        MARKET 

■  PERFORMANCE 

■  UP      DOWN 

Fund 

TOTAI  RFTIIHN 

ANNUAL 

EXPENSES 

PER 

$100 

MARKET 

PERFORMANCE 

UP      DOWN 

▲    T 

Fund 

TflTAI  RFTIIRN 

1-YEAR 

5-YEAR 
ANNUAUZED 

l-YEAR 

5-YEAR     • 
ANNUAUZED 

1 

A+ 

D 

Vanguard  Insured  Long-Term  Tax-Ex-lnv 

10,0  % 

6.1  % 

$0.19 

c 

G 

Putnam  High  Yield  Trust-A 

-0.1  % 

-1.7  % 

C 

A 

Vanguard  Intermediate-Term  Tax-Ex-lnv 

7.9 

5.4 

0.19 

B 

C 

Scudder  High  Income-A 

-1.0 

-0.7 

1 

D 

A+ 

Vanguard  Limited  Term  Tax-Exempt-lnv 

6.3 

4.9 

0.19 

C 

D 

Seligman  High-Yield  Bond-A 

-5.1 

-6.2 

i 

A^ 

D 

Vanguard  Long-Term  Tax-Exempt-lnv 

10.1 

5.9 

0.19 

c 

D 

SBHighlocome-A 

-3.6 

-2.9 

1 

A 

C 

Vanguard  NJ  Long-Term  Tax-Ex-lnv 

9.9 

6.1 

0.20 

G 

D 

State  St  Research  High  Income-A 

3.7 

-4.3 

A 

D 

Vanguard  NY  Long-TermTax-Exemiit-lnv 

10.8 

6.1 

0.20 

•D 

B 

TCW  Galileo  High  Yield  BondH 

0.5 

0.8 

1 

A 

G 

Vanguard  Penn  Long-Term  T-E-lnv 

10.1 

6.1 

0.20 

D 

A 

Vanguard  High  Yield  Corp-lnv 

1.7 

2.4               1 

F 

H* 

Vanguard  Short-Term  Tax-Exempt-lnv 

3.5 

4.0 

0.19 

C 

G 

VanKampen  Mgh  inc  Corp  BomHl 

-9.4 

-3.3 

D 

A 

VanKampen  High  Yield  Muni-A 

5.9 

4.1 

0.90 

D 

D 

VanKampen  High  Yield-A 

-9.4 

-3.9              1 

A 

D 

VanKampen  Insured  T-F  Income-A 

9.8 

5.3 

0.90 

D 

B 

Waddell/Reed  High  income-A 

0.6 

1.4 

B 

D 

VanKampen  Municipal  Income-A 

9.4 

4.1 

0.83 

Global  Bond  Funds                     | 

0 

B 

VanKampen  Strategic  Muni  bicome-A 

6.1 

3.1 

0.87 

B 

F 

Waddell/Reed  Muni-A 

9.1 

4.0 

0.88 

G 

G 

AIM  Global  Income-A 

3.1 

1.8              11., 

C 

B 

Wells  Fargo  Calif  Tax-free-A 

7.5 

5.6 

0.77 

D 

C 

AIM  Strategic  income-A 

-2.3 

-1.6 

Junk  Bond  Funds 

B 

B 

Alliance  Americas  Govt  TVust-A 

10.7 

8.6 

D 

A> 

Alliance  Emei^ng  Market  Debt-A 

18.0 

6.9 

B 

D 

AIM  High  Yield-A 

-10.4 

-8.6 

1.07 

C 

B 

Alliance  Global  Strategic  Income-A 

5.0 

3,2 

c 

B 

American  High-Income  Thist-A 

-3.5 

1.9 

0.83 

C 

G 

Affiance  Multi-Mari(et  Strategy-A 

5.5 

4.9 

i 

A 

D 

AXP  Extra  Income-A 

-70 

-2.3 

1.03 

A+ 

D 

American  Century  Intt  Bond 

23.5 

4.9              |i 

•C 

A+ 

Columbia  High  Yield-Z 

1.2 

4.0 

0.85 

B 

D 

AXP  Global  Bond-A 

14.1 

4.4             1 

C 

F 

Delaware  Delchester  Fund-A 

-0.9 

-73 

1.32 

B 

D 

Capital  World  Bond-A 

16.5 

51              1 

D 

B 

Eaton  Vance  High  Income-B 

-1.9 

-1.5 

1.83 

C 

C 

Credit  Suisse  Global  Fixed  Inc-Com 

10.2 

5.8 

B 

A 

Eaton  Vance  Income  Fund  of  Boston-A 

-0.4 

1.2 

1.06 

C 

B 

Eaton  Vance  Strategic  Income-A 

3.7 

4.0         '      I 

D 

B 

Enterprise  High  Yield  Bond-A 

-0.2 

1.7 

1.30 

C 

C 

Evergreen  StrategiG  Income-A 

14.9 

4.9 

C 

B 

Evergreen  High  Yield  Bond-A 

5.1 

1.8 

1.19 

D 

B 

Federated  IntI  High  Income-A 

10.1 

5.5 

A 

C 

Federated  High  Income  Bond-A 

1.9 

-0.7 

1.23 

A+ 

D 

FFIW  International 

21.8 

'       1 

B 

C 

Federated  High  Yield  IVust 

0.1 

-1.7 

0.91 

A 

D 

FnWWorldvride 

15.0 

" 

A 

c 

Fidelity  Adv  High  IncAdv-T 

-4.0 

-1.9 

1.06 

G 

G 

FFTW  Worldwide  Gore 

74 

6.6              1 

B 

A 

Fidelity  Capital  &  Income 

-0.4 

0.4 

0.81 

D 

A 

Fidelity  Adv  Emerging  Mkts  Income-T 

11.7 

73              I 

A 

C 

Fidelity  High  Income 

1.5 

-1.4 

0.76 

D 

A* 

Fulelity  New  Mari(ets  Income 

12.7 

77              1 

C 

B 

First  Investors  Fund  for  Income-A 

-0.5 

-0.1 

1.30 

G 

G 

Goldman  Sachs  Global  Income-A 

5.9 

5.5              L. 

A 

C 

Franklin  AGE  High  Income-A 

-3.4 

-1.2 

0.75 

B 

C 

ISI  North  American  Govt  Bond 

8.9 

72 

•C 

C 

Hancock  High  Yield  Bond-A 

0.5 

-1.6 

1.02 

D 

B 

Laiard  Strategic  Yield-Open 

-2.5 

1.3 

F 

A* 

IDEX  Transamerica  Conserv  H  Y  Bond-A 

-1.8 

2.1 

1.41 

F 

B 

Merrill  Lynch  Wbrid  inconw-D 

-3.1 

-2.6 

D 

C 

Invesco  High  YIeld-lnv 

-1.3 

-5.1 

1.26 

G 

B 

Oppenheimer  International  Bond-A 

20.8 

6.9 

•A 

•  c 

Legg  Mason  High  Yield-P 

-5.3 

-3.3 

1.51 

B 

G 

Payden  Global  Fixed  bicome-R 

78 

6.8 

1 

A 

c 

Liberty  High  Yield  Secs-A 

-4.3 

-2.0 

1.22 

G 

B 

Payden  Global  Short  Bond-R 

72 

6.1 

D 

A 

Lord  Abbett  Bond  Debenture-A 

-1.1 

2.3 

1.02 

D 

A 

Phoenix-Goodwin  Emerging  Mkts  Bond-A 

12.1 

2.4 

y 

C 

0 

Lutheran  Brotherhood  High  Yiold-A 

-70 

-4.3 

0.99 

0 

A 

T  Rowc  Price  Emerging  Mkts  Bond 

9.5 

5,5      :    I. 

B 

A 

Mainstay  High  Yield  Corp  BomHk 

-0.8 

1.4 

1.04 

A 

D 

T  Rowe  Price  hiternational  Bond 

21.8 

3.9 

B 

D 

Merrill  Lynch  Bond -High  Income-D 

-2.9 

-2.3 

0.86 

B 

G 

Prudential  Global  Total  Return-A 

10.1 

3.5 

B 

B 

MFSHighincome-A 

0.8 

0.5 

1.06 

B 

D 

Putnam  Global  IncMne-A 

16.2 

3.4              1 

A* 

F 

MS  High  Yield  Socs-A 

-9.7 

-14.6 

0.77 

C 

B 

Salomon  Brothers  Strategic  Bond-A 

9.9 

4,6              U 

F 

D 

Ntchofais  IncoflM  Fbnd 

-10.1 

-2.9 

0.61 

D 

A 

tcudderCmorrintMirinti  hcwe  A 

13.3 

3.3              1 

B 

B 

Northeast  Investors  Trust 

3.2 

0.3 

0.65 

B 

G 

Scudder  Global  Bond-A 

13.3 

5,6              I. 

D 

B 

Oppenheimer  Clampion  Income-A 

-3.6 

0.0 

1.14 

B 

G 

SB  Global  Govt  BoMhA 

79 

5.4 

i 

D 

B 

Opponheimer  High  Yield-A 

-4.4 

-0.9 

1.10 

C 

G 

Standish  Global  Fixed-Income 

6.9 

5.5 

0. 

C 

D 

Pboeaix-e««dvrin  Mgh  YI«W4 

-3.0 

-3.2 

1.28 

0 

B 

Standish  International  Fixed-lnconn 

6.4 

5.9             1 

D 

A 

T  Rowc  Price  High  Yield 

3.1 

2.9 

0.83 

B 

0 

Temploton  Global  Bond-A 

20.0 

5.2 

h 

C 

G 

Prudential  High  Yi«ld-A 

-1.5 

-1.1 

0.88 

A 

D 

UBS  Pace  Global  FUedhK-A 

170 

4.3 

i 

B 

D 

Putnam  High  Yield  Advantage 

-0.6 

-2.2 

1.00 

F 

B 

nrauunpBR  worwwidt  H^  Inc4 

-1.4 

-2.5 

1 

Results  through  Dec.  31.  2002  'Fund  rated  for  th 
Sources:  Forbes:  Upper:  Morningstar 
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ieady  for  mid  cap  portfolio  management 
fith  the  discipline  to  resist  temptation? 


Victory 

Capital  Management 


Victory  Mid  Cap  Value  — 

active  investment  management 

with  the  style  you  expect. 

It  takes  discipline  to  resist  the  temptation  to  rush  after  market  trends. 
At  Victory,  we  apply  a  time-tested  investment  philosophy  to  keep 
our  style  consistent.  Through  discipline,  diversification,  and  active 
management,  we  are  able  to  meet  our  investors'  expectations  -  and 
our  goal  of  superior  long-term  returns  on  a  risk-adjusted  basis.  Take 
a  closer  look  at  the  Victory  Mid  Cap  Value  portfolio  for  a  consistent 
investment  style.  You'll  find  that  resisting  temptation  has  its  rewards. 


To  learn  more  about  our  Mid  Cap  Value  portfolio,  contact  your 
consultant  or  advisor,  or  contact  Victory  Capital  Management 
at  1-877-660-4400  or  VictoryConnect.com. 


Victory  Capital  Management  Inc.  is  a  Registered  Investment  Advisor  and  a  member 
of  the  Key  financial  network.  Past  performance  does  not  guarantee  future  results. 


©2002  KeyCorp 


Money  &  Investing 


TAXING  MATTERS 


An  Exclusive 

Dividend 


Party 

In  the  Bush  plan,  companies  with 
high  dividends  are  a  buy.  Utterly 
wrong.  It's  companies  with  high 

taxes.  BY  ROBERT  LENZNER, 

MICHAEL  K.  OZANIAN  AND  JANET  NOVACK 


ALL  MANNER  OF  SUPPOSED  EXPERTS  CAME  OUT  OF  THE 
woodwork  in  early  January  to  talk  about  high-yield  stocks. 
The  George  W.  Bush  proposal  to  exempt  dividends  from 
income  tax,  they  said,  would  benefit  stocks  with  high  dividends. 

Those  experts  had  it  all  wrong.  A  close  look  at  the  plan 
shows  that  dividend  levels  don't  determine  the  tax  benefit.  What 
matters  is  how  much  federal  income  tax  a  corporation  pays. 

If  you  want  to  bet  on  passage  of  the  Bush  dividend  plan,  or 
something  close  to  it,  buy  stocks  like  the  ones  shown  in  the  table 
on  page  1 15.  All  these  companies  pay  a  large  amount  of  corpo- 
rate income  tax  in  relation  to  their  market  capitalizations.  In 
other  words,  every  dollar  spent  on  one  of  these  stocks  gives  you 
a  hefty  dose  of  potential  tax  rewards. 

We  got  the  basic  data  for  this  table  from  Timothy  G.  Dalton 
Jr.,  chairman  of  New  York  money  manager  Dalton,  Greiner, 
Hartman,  Maher  &  Co.  He's  one  of  country's  leading  experts  on 
the  history  of  corporate  dividend  levels,  but  he  compiled  the  raw 
numbers  by  looking  at  fine  print  in  corporate  annual  reports 
detailing  cash  federal  income  taxes  paid  in  2001.  Yields  are  not 
relevant  to  the  calculation. 

Dalton  is  bullish  about  the  White  House  tax  bill.  "This  is 
the  most  significant  tax  change  for  the  investor  class  since  Rea- 
gan cut  the  capital  gains  tax  in  the  1980s,"  he  opines.  Demo- 
crats are  not  enthusiastic,  however,  because  any  broad-based 
investment  incentive  necessarily  benefits  wealthier  taxpayers. 
Since  a  few  Republicans  will  likely  oppose  the  tax  cut  as  it 
stands,  the  President  needs  some  Democratic  votes  to  get  any- 
where. So  the  final  result  is  likely  to  include  some  reduction  in 


the  sweeping  dividend  exemption  Bush  is  seeking. 

How  did  the  early  commentators  get  it  so  wrong  abO' 
yield?  They  made  two  mistakes.  The  first  was  to  be  slow  to  cat) 
on  to  a  significant  provision  in  the  proposed  statute.  Corpoi 
tions  could  pass  along  tax-favored  income  only  to  the  extent  tl"  ^ 
they  have  paid  income  tax  of  their  own.  If  a  corporation  ear  i 
$10  a  share  pretax,  and  pays  income  tax  at  the  full  35%  fedei 
rate,  it  will  have  $6.50  of  earnings  available  to  hand  out  tax  fri 
If  it  cuts  that  tax  bill  with  tax  shenanigans — or  even  with  co 
gressionally  endorsed  incentives  for  investing  in  things  like  lo" 
income  housing — it  will  have  less  than  $6.50  of  tax-free  incor  i 
to  distribute.  State  income  tax  payments  don't  matter.  All  tt 
counts  is  federal  tax  paid  plus  credits  for  foreign  taxes  that  a  C( 
poration  can  now  claim  on  its  U.S.  return. 

Second  mistake:  The  yield  fans  missed  the  part  of  the  pi 
posal  that  allows  corporations  to  confer  a  tax  benefit  on  retain 
earnings. 

Say  you  bought  a  share  of  that  company  for  $200.  The  coi 
pany  could  keep  some  or  all  of  the  $6.50  for  reinvestment  a 
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irtrait  of  a  Relic 


idends  haven't  kept  up  with  earnings  per  share.  Payouts 
out  of  fashion  and  capital  appreciation  was  in  vogue. 


SAP  500  (2002  dollars)  Earnings  per  share 
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-TT-p-m-p-T 

•95     •90 


•95 


•02 


the  money  as  if  it  had  been  paid  to  you  and  you  had  chosen 
invest  via  a  dividend  reinvestment  plan.  Say  the  company,  as 
rosoft  or  Cisco  does  now,  keeps  the  whole  $6.50.  Your 
is,"  or  tax  cost,  goes  up  to  $206.50.  If  you  ever  sell,  that  $6.50 

p-up  will  lower  your  capital  gain  or  increase  your  capital 

Under  the  Bush  plan,  retaining  earnings  does  not  disad- 
age  a  shareholder. 
\mong  the  winners  from  enactment  of  the  dividend  exemp- 

would  be  Boeing,  some  big  oil 
panics  and  wholesalers  like  Gen- 

■  Parts.  Given  its  $2. 1  billion  cash 
ral  tax  bill  in  2001,  Microsoft 
Jd  have  qualified  to  attribute  $3.9 
on  in  tax-sheltered  income  to  its 
eholders  in  2002.  It  would  have  still 
e  to  dish  out  if  not  for  the  tax  ben- 
i  it  gets  from  employee  options. 
Oalton  calculates  that  DuPont  (see 
y,  p.  54)  has  only  a  24%  effective 
>ral  tax  rate,  the  mean  rate  of  com- 
ics in  the  S&P  500.  The  exempt 
»me  that  this  company  could  hand 
doesn't  even  equal  its  current  cash 
dend.  By  Dalton's  calculations, 
corp's  potentially  exempt  income 
ears  to  be  not  much  more  than  its 
:ent  annual  dividend. 
What  could  stop  the  Bush  plan?  A 
of  things.  The  cost,  $30  billion  a 

■  on  average  over  the  next  decade, 
f  be  too  steep  for  Congress  when 
er  budget  needs  are  pressing.  The 

that  the  plan  would  cut  revenues 
tates  with  income  taxes  pegged  to 
:ral  taxes  is  not  a  political  plus  at 
moment.  Senator  Jon  S.  Corzine 
N.J.)  warns  that  tracking  ever- 
nging  cost  bases  for  thousands  of 


corporations  will  be  a  bookkeeping  nightmare,  and  rampant 
cheating  will  result. 

Senator  Robert  Bennett  (R-Utah)  says  it  would  be  better  and 
simpler  to  allow  corporations  to  deduct  cash  dividends  on  their 
own  returns.  The  complexity  of  the  proposal  may  make  it  "hard 
to  sell,"  says  Peter  C.  Canellos,  a  tax  partner  at  Wachtell,  Lipton, 
Rosen  &  Katz. 

The  Treasury  Department  has  in  mind  various  rules  to  pre- 
vent taxpayers  from  manipulating  the  exemption.  One  would 
limit  dividend  stripping — buying  a  stock  just  before  it  pays  a 
dividend  and  selling  it  at  a  capital  loss  immediately  after. 
Another  would  prevent  corporations  from  carving  up  their 
shares  into  two  classes,  one  for  individuals  that  would  get  all  the 
sheltered  dividends  and  the  other  for  tax-exempt  holders  that 
would  get  taxable  ones. 

The  latter  rule  could  not,  however,  stop  investors  from  grav- 
itating to  investments  that  suit  their  tax  needs — as  happens  now 
with  municipal  bonds.  If  the  Bush  plan  does  get  enacted,  it's 
quite  possible  that  over  time  there  would  be  a  huge  shift  in 
investment  preferences. 

Managers  of  tax-deferred  accounts — that  includes  you,  if 
you  select  funds  for  your  401(k) — would  presumably  favor  cor- 
porate or  Treasury  bonds  and  shun  stocks.  A  401  (k),  after  all, 
would  defeat  the  Bush  exemption  by  converting  all  investment 
gains  into  ordinary  income.  F 


Big  Taxes  Paid,  Big  Payouts  Sheltered 


These  companies  pay  top  tax  rates.  S 
be  paid  to  investors  tax  free  or  used  t 

Recent 
Company                                  price 

0,  under  the  Bush  plan,  significant  amounts  could 
0  increase  their  stock's  cost  basis. 

2003E                             2001 

EPS 

P/E 

Cash  income 
taxes  paid 
per  share^ 

EPS 

Potential 
tax  shelter 
per  share^ 

Albertson's 

$23.85 

$2.11 

11 

$1.07 

$1.23 

$1.99 

Boeing 

33.95 

2.21 

15 

1.90 

3.41 

3.54 

ChevronTexaco 

68.08 

4.93 

14 

5.12 

3.70 

9.51 

RR  Donnelley  &  Sons 

23.03 

1.56 

15 

1.32 

0.21 

2.46 

ExxonMobil 

34.99 

1.91 

18 

1.46 

2.21 

2.71 

Genuine  Parts 

31.39 

2.27 

14 

1.47 

1.71 

2.73 

Georgia-Pacific 

16.64 

1.95 

9 

0.98 

-3.95 

1.83 

Goodrich 

19.71 

1.96 

10 

1.06 

2.76 

1.98 

Jefferson-Pilot 

40.48 

3.54 

11 

1.80 

3.34 

3.35 

May  Department  Stores 

24.46 

2.28 

11 

1.31 

2.22 

2.43 

MGIC  Investment 

45.95 

6.73 

7 

2.71 

5.93 

5.04 

Philip  Morris 

41.33 

4.74 

9 

1.83 

3.88 

3.39 

RadioShack 

20.79 

1.57 

13 

1.02 

0.85 

1.89 

Rockwell  Automation 

22.77 

1.13 

20 

1.15 

1.65 

2.13 

Safeway 

25.36 

2.50 

10 

1.65 

2.44 

3.07 

Scientific-Atlanta 

13.19 

0.63 

21 

0.74 

1.99 

1.37 

Supervalu 

16.19 

2.09 

8 

0.76 

1.53 

1.42 

UST 

33.79 

3.02 

11 

1.69 

2.97 

3.13 

Prices  as  of  Jan.  10.  'Includes  federal,  state,  local  and 
2001.  Sources:  Dallon,  Greiner,  Hartman.  Maher  &  C( 

international 
).;  Multex  via  f 
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Portfolio  Strategy  By  Kenrfeth  L.  Fisher 

Next  Year  Will  Be  Better 


EACH  JANUARY  FORBES  ASKS  ITS  COLUMNISTS  FOR  A 
retrospective  on  the  prior  year's  stock  picks.  How  did 
we  do?  And  what  should  you  do  with  some  of  the 
winners  and  losers?  In  recent  years  my  picks  beat  or 
matched  the  S&P.  Not  so  in  2002.  My  market  timing 
was  fairly  good  (I  was  bearish  until  the  July  8  issue),  but  my 
stock  selection  was  not.  My  picks  declined  an  average  6%  by 
year-end  and  would  have  left  you  3%  poorer  than  a  hypothet- 
ical investor  putting  the  same  money  at  the  same  dates  into  a 
no-load  index  fund.  Actually,  all  of  this  is  better  than  my  firm's 
individual  clients  fared. 

Note  that  the  perfor- 
mance measure  FORBES  uses 
assumes  that  an  investor  loses 
1%  to  commissions  and 
bid/ask  spreads  on  each 
round-trip  trade  for  my  stock 
picks.  The  hypothetical  S&P 
500  index  fund  against  which 
the  stock  recommendations 
are  compared  has  no  trading 
costs  and  no  overhead. 

My  four  short  recommen- 
dations were  better.  They 
declined  on  average  23%, 
20%  more  than  the  average 
decline  of  the  S&P  500  from 
the  same  dates. 

The  good  news:  Early  on, 
continuing  my  2001  bearish- 

ness,  I  advised  that  you  shouldn't  own  stocks — specifically,  that 
the  S&P  500  would  be  down  5%  in  2002.  While  that  wasn't 
nearly  pessimistic  enough,  mine  was  among  the  few  negative 
forecasts  then  in  national  print.  Now  the  media  are  full  of  folks 
claiming  they  were  bearish,  but  I  find  just  seven  nationally  pub- 
lished forecasters  who  in  early  2002  issued  specific  predictions 
for  declines  in  the  market.  Only  four  were  more  bearish  than 
me.  None  was  bearish  enough. 

Credit  where  due:  The  closest  call  came  from  Joseph  Barthel 
of  Fahnestock,  who  foresaw  a  negative  20%  year  (the  S&P  500 
ended  down  22%,  not  including  dividends).  Douglas  Cliggott 
of  J.P.  Morgan  Chase  was  2002's  third- most-accurate  forecaster 
and  200 1's  most  accurate,  a  .stunning  two-year  display.  Cliggott, 
now  with  Brummer  &  Partners,  remains  bearish,  expecting 
another  \b%  drop  for  2003. 

The  bad  ne^vs  is  I  shifted  to  a  bullish  stance  months  too 
early,  with  eight  Iniy  recommendations  in  that  July  8  column.  I 
didn't  see  the  factors  causing  market  weakness  through 
September.  I'm  unsure  if  I  see  them  correctly  now.  While 


I  see  only  two 

real  possibilities 

for  2003:  down 

a  lot  or  up  a  lot. 

Since  I  don't 

envision  down 

^Jot^f  m  bullish. 

Expect  a  40%-plus 

2003  S&P. 


October  and  November  w 
strong,  December  had  a  di; 
trous  6%  decline,  the  58 
third-worst  December  ever. 
Also  wrong,  I  forecast 
March  that  the  Democi 
would  gain  House  and  Sen 
seats  in  November  electic 
The  opposite  happened. 

WhOe  I'm  not  proud  of 
market  laggards,  six  month 
not  very  long  for  picks  to  w 
out.  The  worst  was  Ford  Motor  (lO,  f),  recommended  at  17 
July  and  trading  just  below  10  at  year-end.  I'd  recommend  t 
you  hang  on  to  this  one;  consumer  purchases  of  big-ticket  it( 
like  cars  will  be  far  stronger  in  2003  than  expected.  W] ; 
almost  no  one  knows  this,  consumer  confidence  moves  aln  I 
perfectly,  in  the  short  term,  with  the  market.  Hence,  as  goes  i 
market,  so  will  Ford.  Other  bloopers  included  Credit  Sui  I 
(23,  CSR),  at  28  when  the  magazine  reached  readers  and  2  t 
year-end,  and-Rfsm's  Family  Steak  Houses  (l2,  RYAN),  down  1  , 
SyFORBES  cafciiktesjlhesejouj^^s^aty  with,  as  w 
My  winners  included  Household  Internationat;  wh  i 
spiked  up  when  HSBC  decided  to  buy  it,  which  was  pure  li  . 
and  Gap  (l6,  CPS),  which  is  rebounding  from  9.  You  can  se  i 
now;  there  are  better  opportunities. 

Where  will  the  market  go  in  2003?  I  see  only  two  real  pc  ■ 
bilities:  down  a  lot  or  up  a  lot.  Since  I  don't  envision  down  a 
I'm  bulhsh.  Next  month  I'll  detail  why  I  think  the  S&P  500  cc 
have  one  of  its  best  years  ever,  maybe  up  40%. 

If  I  am  right,  most  stocks  should  do  fine.  One  of  the 
especially  like  now  is  May  Department  Stores  (24,  may),  Ameri 
largest  such  chain,  at  50%  of  annual  revenue,  4  times  cash  I 
(in  the  sense  of  2002  net  income  plus  depreciation)  and  wi 
4.1%  dividend  yield. 

Kenneth  Iverson,  the  man  who,  from  nothing,  buih 
world's  best  steelmaker,  Nucor  (43,  nue),  died  last  year.  Ivei 
was  one  of  the  century's  greatest  businessmen.  I  first  boi 
Nucor  27  years  ago  as  a  small  growth  stock.  It  evolved  into  a 
glamour  stock.  Iverson  built  it  to  last,  and  it  will  benefit  fi 
the  global  economic  recovery  ahead.  It  is  now  cheap  agai 
80%  of  revenue,  6.9  times  cash  tlow  and  a  1 .8%  dividend  y 
Swedish  household-appliance  leader,  Eiectrolux  (33,  Et 
will  rebound,  too.  It  sells  at  40%  of  revenue,  8  times  cash  ; 
and  with  a  2%  dividend  yield.  Finally,  Beclcman  Coulter  (29, 1 
is  a  cheap,  defensive  way  to  take  advantage  of  biotechnolc 
future  at  90%  of  revenue  and  6  times  cash  flow. 


Forbes 


Kenneth  L.  Fisher  is  a  Woodside.  Calif.-based  money  manager. 
Visit  his  home  page  at  www.forbes.cam/fisher. 
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Fixed-income  Watch  By  Richard  Lehmann 

The  Uncertainty  Factor 


FIXED-INCOME  INVESTORS  CAN  LIVE  WITH  RISKS  AS 
long  as  they  can  quantify  them.  This  simple  fact 
makes  the  bond  markets  work.  Credit  risk — the  risk 
you  won't  get  your  principal  back — is  quantified  by 
rating  agencies.  A  BB-rated  bond  (high-grade  junk)  is 
riskier  than  an  A-rated  bond,  and  just  how  much  riskier  is 
spelled  out  in  the  definitions  of  the  credit  ratings. 

Interest  rate  risk  is  also  something  you  can  get  a  handle  on. 
Look  at  a  bond's  duration  and  you  have  a  pretty  good  fix  on  its 
sensitivity  to  rate  spikes.  A  bond  with  a  six-year  duration  (cor- 
responding to  a  maturity  of  perhaps  eight  years,  depending  on 
various  mathematical  factors) 
is  twice  as  risky  as  one  with  a 
three-year  duration.  A  1% 
run-up  in  interest  rates  would 
knock  roughly  6%  off  the 
value  of  a  bond  with  a  six- 
year  duration.  It  would  knock 
down  a  bond  with  a  three- 
year  duration  by  only  3%. 

But  what  about  risks  that 
you  can't  quantify?  In  NASA 
parlance  these  are  called 
"unk-unks,"  or  unknown 
unknowns.  They  are  future 
events  that  you  not  only  don't 
know  about — but  don't  know 
you  don't  know  about.  In 
colloquial  English,  bolts  out 
of  the  blue. 

A  recent  example  is  the  terrorist  attack  on  the  World  Trade 
Center,  an  event  of  cataclysmic  proportions  and  not  anything 
any  investor  was  figuring  odds  on.  Airlines  and  hotels  suffered  a 
collapse  in  revenue,  and  their  bonds  and  preferred  stocks  saw 
immediate  price  declines  followed  by  cuts  in  credit  ratings. 

But  uncertainty  isn't  always  bad  for  an  investment.  Insurers 
that  didn't  pay  heavy  damages  from  the  attack  benefited  as  the 
industry  stopped  its  price  wars  and  hiked  premiums.  Another 
plus  for  them  is  that  the  U.S.  government  has  now  become  the 
reinsurer  of  last  resort  for  terrorism. 

Insurers  and  other  businesses  can  quantify  most  risks  from 
acts  of  God  or  man,  like  storms  or  theft.  They  can't  quantify  the 
risk  of  big  surprises.  Who  could  have  imagined  20  years  ago 
that  asbestos  litigation  would  turn  .nto  a  circus  in  which  cor- 
porations with  only  tlic  most  peripheral  connection  to  the  min- 
eral would  be  bankrupted  by  litigants  who  aren't  even  sick? 
Recent  settlements  of  asbestos  li ligation  by  Armstrong  World 
and  Halliburton  have  wiped  out  or  seriously  harmed 
both  shareholders  and  bondholders. 


Expecting  the 

unexpected 

in  2003, 

conservative 

investors  should 

broaden  their 

horizons—include 

some  top-tier 

junk  securities. 


If  fixed-income  securities  at 
far  fi-om  immune  to  unexpecte 
catastrophes,  they  are  at  least  le; 
vulnerable  than  stocks.  Stoc 
holders  are  almost  always  the  fir. 
to  suffer  from  a  surprise  liabilit 
The  bonds  and  preferreds  wi 
generally  take  a  hit  to  their  pric 
but  this  is  sometimes  an  overn 
action  and  may  present  a  buyir 
opportunity.  As  long  as  a  con 
pany  can  make  interest  pa' 
ments,  it  doesn't  matter  that  its  profits  have  shrunk.  Sometime 
to  be  sure,  depressed  bonds  are  best  avoided.  Since  mid-200 
when  telecom  and  energy  trading  began  imploding,  $140  billi 
in  bonds  have  defaulted.  Of  this  total,  half  began  life  as  inve: 
ment  grade.  Enron  bonds  were  among  those. 

How  do  you  live  with  these  uncertainties?  Expecting  t 
unexpected  in  2003,  conservative  investors  should  broac 
their  horizons  and  include  some  top-tier  junk  securities.  Fir 
diversify.  Second,  weigh  the  premiums  you  get  for  taking  ris 
Today  the  best  risk/reward  is  in  top-tier  junk,  the  BB+  and 
credits.  My  studies  show  they're  yielding  three  to  five  percenta 
points  more  than  they  should,  based  on  historic  default  rates 
One  buy  is  the  bond-backed  trust  preferreds  of  Roy 
Caribbean  Lines,  with  an  8.9%  coupon  that  delivers  an  11.1 
yield  on  the  $8  price.  The  cruise  business  has  Wall  Street  ratt 
with  onboard  virus  epidemics  and  the  prospect  of  war.  But  t 
business  is  not  going  to  vanish.  Royal  Caribbean's  revenue 
2002's  first  three  quarters  was  up  6.5%  to  $2.5  billion. 

Another  bond-backed  preferred  I  like  is  Northwestern  Co 
8.2%,  at  $17,  yielding  12.1%.  This  power  producer  took  a  I 
writedown  on  communications  and  heating/air-conditioni 
units.  Nevertheless,  helped  by  its  acquisition  of  Monta 
Power's  transmission  assets,  it  has  seen  decent  revenue  grow 
Last  year  I  recommended  a  variety  of  bonds,  convertib 
and  preferreds  that,  collectively,  would  have  lost  16%  in  pr 
terms.  However,  you  would  have  made  back  a  lot  of  that  w 
income  (current  yields  average  1 1%  annualized).  Of  my  13  r 
ommendations,  only  one  stopped  payment,  LaSalle  Re,  suff 
ing  losses  from  Sept.  1 1  and  last  summer's  European  floods. 
LaSalle  Re  got  hurt  the  most  in  price  terms,  down  87^ 
don't  expect  a  turnaround  soon,  so  you  should  get  rid  of  it. ; 
best  pick  was  Consumer  Energy  9%  preferreds  (put  out  by  C 
Energy  Corp.),  which  went  up  20%,  while  paying  12%.  '^ 
should  hold  it.  1  have  even  more  recommendations  in 
Forbes/Lchiimiiit  Income  Securities  Investor  newsletter. 
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Richard  Lehmann  is  editor  of  the  Forbes/Lehmann  Income  Securities  Invi 
Visit  his  home  page  at  www.farbes.com/lehmann. 
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•  Low  Introductory  APR  on  Purchases 
and  Balance  Transfers 

•  No  Annual  Fee 

•  Credit  Line  from  $5,000  up  to  $100,000^ 

•  24-liour  Cardmember  Service 

Call  Toll  Free  to  Apply! 

1  -888-205-31 68 


'In  certain  instances,  you  may  receive  a  Classic  card  with  a  credit  line  up  to  $5,000 


ADV41385 
Print  Date  04/02 


Small  Stocks  By  Marc  Robins 


Hit  'Em  Where  They  Ain't. 


delve  into  a 


making  scoreboards 


THE  STATE  OF  EQUITIES  RESEARCH  IS  TROUBLING. 
No,  Tni  not  referring  to  the  controversial  corruption 
of  which  Ehot  Spitzer  and  his  ilk  are  making  such 
headlines.  Wliat  bothers  me  is  the  paucity  of  research 
for  small  companies,  tlie  real  drivers  of  growth,  inno- 
vation and  employment. 

1  must  confess  my  bias:  1  run  one  of  the  few  small-cap 
research  firms.  Still,  I  believe  fervently  that  more  investor  infor- 
mation will  benetlt  this  important  end  of  the  capital  spec- 
trum— and  ultimately  the  overall  U.S.  economy. 

Without  adequate  research,  small  companies  face  a  more 
difficult     task     attracting 

equity  capital;  a  tliin  equity  iil    U        *  I      * 

base  in  turn  makes  it  more  MODS  OT  analySTS 

costly  to  raise  capital  bv  bor-      p^^g^  ^|,g  j,|yg  g|,j 
rowmg.  At  the  same  tune 

investors   are   hungry   for         YOU  HaVO  lOSS  0001" 
advice  about  where  to  put 

their  capital.  The  reforms  pOtltiOn  Whon  yOU 

being  promoted  by  the  secu- 
rities regulators  won't  fill  the 
gap.  Just  how  does  the  pledge  |  j^|g  companV 

ot  securities  Goliaths  to 
offer  "independent"  research 
translate  into  small-cap 
analysis?  Short  answer?  It  Of  refilling 

doesn't.  The  tilt  will  be  to  u      u  ♦      L 

massive  companies,  as  has  DarDeCUe  tanKS. 

alw^a^T?  been  the  case. 

Small -capitalization 
stocks  are  like  other  equities  in  one  regard:  They  can  burn  you. 
After  a  good  first  half  the  small-cap  Russell  2000  succumbed  to 
the  o\-erall  market  malaise  and  ended  the  \ear  dowm  2 Po,  only 
a  little  better  than  the  large-cap  SS;P  500.  Heedmg  my  advice, 
though,  would  have  mitigated  the  damage  from  the  bear. 
Investing  equal  dollar  amounts  in  all  2 1  of  my  2002  recom- 
mendations would  have  left  you  1 1%  better  otTthan  someone 
putting  the  same  money  on  the  same  dates  into  the  S&P  500 
index.  Overall,  mv  picks  would  have  lost  you  an  average  of 
only  6%. 

This  relative-perfoimance  c;ilculation,  moreover,  penalizes 
all  of  my  stocks  with  .  hvpothetical  l"o  trading  cost  but 
assumes  that  owning  t  .,  ndex  is  cosUess.  I  can  take  .some  per- 
verse pride  in  that  relativ  e  success  and  reiterate  my  oft-spoken 
obser\'ation  that  small  sickIcs  do  best  coming  out  of  a  downi- 
turn.  So  bu\-  them  now. 

Last  \ear,  as  war  clouds  gathere*.'  :^\  rr  Vui,  m\-  top-perform- 
ing pick  was  militarx' amtractor  Engki    o    J  Sup- 
port  Systems  (3S.  EASi).  a  specialist  in  nuclear,  bio- 
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logical  and  chemical  defenses 
which  rose  80%.  Next  was  TM 
Industries  (34,  THO),  boosted  b 
robust  sales  of  its  recreationa 
vehicles  components.  Hold  Tho 
and  sell  Engineered  Support. 

My  biggest  losers,  both  ol' 
53%:  environmental  cleanuii 
provider  TRC  (28,trr)  and  Nove 
Pharmaceuticals  (9,  novn),  make 
ol  medical  skin  patches.  TR< 
^  was   more  cyclical   than  w 

thought  and  Noven  got  caught  in  the  middle  of  the  hormon 
replacement  therap\'  controvers\'.  Sell  both  of  these. 

Here  are  diree  worthy  companies  that  haxe  deftly  develope 
niches  in  wideh'  disparate  industries.  They  enjoy  little  researc 
following,  and  that  may  explain  why  they  are  imderpriced. 

Daktronics  (i3.  dakt)  is  the  world  leader  in  scoreboards- 
diink  football  bowls — as  well  as  highwa\'  and  airport  inform;  j 
tion  displa\s,  and  New  York's  Times  Square.  The  company  has  | 
third  of  the  electronic  display  market,  and  its  37-cents-a-sha 
profit  for  the  fiscal  first  half,  ended  in  October,  outstripped  tl 
showing  for  the  entire  previous  fiscal  year  (24  cents).  Thir 
times  trailing  earnings  might  sound  pricey,  but  the  earnin, 
outlook  justifies  it.  I'm  projecting  55  cents  a  share  for  the  cu 
rent  fiscal  year. 

The  dead  of  wanter  isn't  when  you  think  of  barbecuing,  b 
Blue  Rhino  (rs.  RINO)  is  a  good  in\'estment  aintime.  If  you  own 
propane  grill,  \'ou  ve  probably  used  Blue  Rhinos  refill  exchan; 
service  at  one  of  its  27,000  retail  locations  in  46  states.  It  al. 
sells  gas  grills,  patio  heaters  and  fireplace  accessories.  For  the  fi 
cal  year  ended  last  luly,  s<iles  were  up  49%  to  $206  miUion. 

Although  the  shares  have  been  strong  over  the  last  year  ai 
the  P/E  high  (34  trailing),  I  still  believe  there  is  a  lot  of  go< 
news  coming  to  justif)'  the  price.  Blue  Rhino  is  about  to  ent 
the  market  for  propane-powered  mosquito  traps  (while  oth 
vendors  have  versions  of  these.  Blue  Rhino  is  addressing  t 
mass  market).  This  fiscal  vear  look  for  EPS  to  double  to  47  cat 
My  value  selection  is  Aaon  (i9.  aaon).  maker  of  commerc 
heating  and  cooling  systems,  whose  P/E  is  IS.  Commercial  co 
struction  is  off,  so  Aaon's  re\enue  \\-as  do\\ni  4%  to  $  1 1 8  milli' 
for  2002's  first  nine  months.  For  all  of  2002  .\aon"s  reveni 
should  be  flat  and  EPS  $1.15,  up  ft-om  SI. 03  in  2001.  With 
expected  construction  comeback,  2003  stands  to  be  a  mc 
aibust  year,  wnth  EPS  hitting  $1.40.  New  orders  are  coming 
ft-om  Wal-Mart,  Wendy's  and  Carmike  Cinemas.  Plus,  Aaot 
moving  into  providing  equipment  for  mid- rise  buildings. 
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I  Marc  Robins  is  head  of  research  for  Crown  Point  Group,  an  investment  advisory  ser 
on  smaH-  and  micro-cap  stocks.  Visit  his  home  page  at  www.forbes.com/robins. 


Call  for 
Nominations 


If  you  know  a  business, 
business  owner  or  executive  mal<ing 
exceptional  investments  in  the  arts 
that  enrich  the  quality  of  life  of  a 
community,  help  the  arts  flourish, 
and  boost  employee  morale  and 
creativity,  nominate  them  for  a 
2003  Business  in  the  Arts  Award. 


2003  Business 

in  the  Arts  Awards 


These  prestigious  national  Awards, 
sponsored  by  the  Business 
Committee  for  the  Arts  (BCA)  and 
Forbes  Magazine,  have  been 
presented  annually  for  more  than 
35  years  to  recognize  businesses 
and  business  leaders  for  their 
exemplary  support  of  the  arts. 

For  more  information  about  the 
Business  in  the  Arts  Awards,  or  to 
nominate  a  business  (including  your 
own)  or  a  business  leader  (including 
yourself),  contact  BCA   or  visit 
www.bcainc.org. 

Deadline:  March  28,  2003. 


0BCA 


Business  Committee  for  the  Arts,  Inc. 

Bringing  business  and  the  arts  together 

29-27  Queens  Plaza  North 
Long  Island  City,  New  York  11101 
T:  718  482-9900  F:  718  482-9911 
www.bcainc.org 


Point  of  View  By  Steve  H.tianke 


The  Strong-Dollar  Charade 


WHEN  THE  DOLLAR  WAS  FLYING  HIGH  EVERY  DOG 
and  cat  was  convinced  that  the  U.S.  was  embrac- 
ing a  strong-dollar  policy.  And  why  not?  It 
sounds  great,  a  civic  virtue  right  up  there  with 
honest  elections  and  sober  driving.  Now  that  the 
dollar  is  on  the  skids — down  18%  against  the  euro  for  2002  and 
10%  against  the  yen — everyone  questions  the  level  of  the  Bush 
Administration's  commitment  to  a  strong  buck. 

That  questioning  will  be  echoed  at  Treasury  Secretary-des- 
ignate John  Snow's  Senate  confirmation  hearing.  We  certainly 
heard  enough  about  it  during  the  tenure  of  his  hapless 
predecessor,   Paul   O'Neill, 
who  once  promised  to  book 
Yankee  Stadium  and  hire  a 
marching  band  if  he  ever 
deviated  from  the  sacrosanct 
strong-doUar  policy. 

Let's  get  one  thing 
straight:  No  dollar  policy, 
strong  or  weak,  exists  in  the 
U.S.  Nor  can  it.  That's  because 
the  U.S.  has  for  years  em- 
braced a  floating  exchange 
rate.  In  other  words,  the  doUar 
is  on  autopilot  and  finds 
its  own  level  among  other 
currencies.  When  traders, 
investors  and  foreign  central 
banks  are  net  purchasers  of 
U.S.    currency    and    assets 

denominated  in  it,  the  dollar  strengthens.  When  they're  not,  the 
dollar  weakens.  Although  the  U.S  occasionally  intervenes  in  for- 
eign exchange  markets,  the  effect  is  only  temporary. 

When  Robert  Rubin  ruled  the  Treasury  during  the  Clinton 
era,  he  loved  to  crow  about  his  strong-dollar  policy.  The  media 
reverently  repeated  his  nonsense.  The  policy  was  a  chimera.  The 
dollar  was  strong  then  for  the  simple  reason  that  our  economy 
and  securities  markets  were  doing  far  better  than  anyone  else's. 
Overseas  capital  wanted  to  get  in  on  the  action.  Rubin  was  no 
more  steering  the  dollar  than  the  fly  was  steering  the  coach 
wheel.  Unfortunately,  he  set  a  standard,  however  bogus,  for 
O'Neill  (and  now  for  Snow)  to  live  up  to. 

As  I  argued  in  my  Nov.  11,  2002  column,  the  dollar  is  likely 
to  rise  over  the  coming  year,  despite  news-driven  fluctuations. 
Shortly  after  the  column  appeared,  and  as  I  had  warned,  war 
fears  about  Iraq  and  Korea  pounded  the  buck. 

The  pessimists  are  fixated  on  the  current  account  deficit,  the 
gap  between  the  value  of  the 


Don't  worry  about 

the  Administration's 

commitment  to  a 

strong  dollar. 

And  don't  worry 

about  the  dollar. 

Despite  selling  by 

speculators,  it's  due 

for  a  rebound. 


U.S.  buys  and  sells  abroad.  Up 
to  now  the  U.S.  has  had  little 
trouble  funding  this  gap,  since 
foreigners  have  been  happy  to 
invest  here.  And  they  are  proba- 
bly going  to  keep  performing 
this  service. 

Our  current  account  deficit 
is  mirrored  by  surpluses  else- 
where. A  full  80%  of  the  total 
surpluses  globally  come  from 
countries  beset  by  declining 
industrial  production  or  deflation,  like  Japan.  To  combat  their 
troubles,  these  countries  need  to  expand  their  exports  and  cur- 
rent account  surpluses. 

The  upshot:  To  maintain  their  export  competitiveness,  the 
last  thing  these  countries  need  is  a  weak  U.S.  dollar.  That's  why 
their  central  banks  are  very  willing  to  keep  on  piling  up  dollar 
reserves.  The  same  goes  for  foreign  corporations  and  wealthy 
individuals,  who  always  want  sizable  positions  in  what  is  still  the 
world's  premier  currency.  Their  dollar  purchases  offset  at  least 
40%  of  the  deficit. 

Taking  care  of  the  other  60%  is  a  bit  more  problematic.  So 
called  "foreign  direct  investment" — purchases  of  real  estate,  fac- 
tories and  operating  companies  (like  HSBC's  acquisition  of: 
Household) — is,  on  balance,  negative.  What  bails  us  out  is  for- 
eign "portfolio  investing"  in  our  stocks  and  bonds.  While  U.S, 
market  performance  is  poor,  it's  even  worse  in  many  other 
countries.  Moreover,  U.S.  markets  are  the  largest,  most  liquid 
and — accounting  scandals  or  no — most  transparent. 

What's  worrisome  is  that  these  favorable  underlying  inflows 
have  been  temporarily  swamped  by  short-term  speculative  out 
flows.  Futures  and  options  traders  are  very  long  the  euro  versus 
the  dollar.  Should  the  geopolitical  imponderables  go  wrong  for 
the  U.S.,  the  collateral  damage  could  impair  the  fundamental 
inflow,  thus  undermining  both  the  dollar  and  the  economy. 

On  another  subject,  looking  back  over  the  past  year,  my  one 
piece  of  investment  advice  at  least  wouldn't  have  lost  you 
money.  In  the  fall  (Sept.  30,  2002)  I  suggested  investing  in 
Pimco  bond  fimds — half  in  inflation-adjusted  Real  Return,  the 
rest  split  between  Total  Return  and  Global  Bond  Admin.  You 
should  continue  to  hold  these  long-term  winners.  In  the  briel 
period  since  I  suggested  the  Pimco  funds,  you  would  have 
gained  2.4%  total  return.  Thanks  to  the  fall  stock  rally,  how- 
ever, a  comparable  investment  in  the  S&P  500  would  have 
returned  8.4%.  That's  an  anomaly  at  a  time  when  bonds  hav( 
been  beating  stocks  handily.  f 


goods  and  services  that  the 
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WHAT  DO  YOU  CALL  A  PLAYER 


WHO  PLAYS   WITH  PASSION  AND  DESIRE? 


WHO  GIVES  OF  HIMSELF  ON  AND  OFF  THE  COURS^ 
WHO  PASSES  ON  A  LIFETIME  OF  EXPERTEnS 


EVERY  TIME  HE  STEPS  ONTO  THE  GREEN? 


n 


ffii*; 


WHArpa^OU  CALL  A  PLAYER  WH 
HE  GAME  LIKE  IT  WAS  HIS  FIRST  LOVE? 


... ,, -, 5,  ... ...b  Senior  PGA  Tour  will     ^;^' .     ,."■.. 

become  the  Champions  Tour,  and  the  game's  greatest  yvlll'      ''^''^■'^fWS. 
once  again  chase  after  the  prestigious  Charles  Schwab  Cup.  s- 
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The  Travel  Industry's  Defining  Event 
for  Marketing  and  Distribution  Strategic] 


Travel 
Commerce 

CONFERENCE  &  EXPO 


April  1-2,  2003 
New  York,  NY 
Hilton  New  York 


Created  by  the  Travel  Industry 
for  the  Travel  Industry 


■■ 


Featuring  a 
Keynote  Address  by 

Robert 
Crandall 

The  Wall  Street  journal  has 
called  Robert  L.  Crandall, 
former  Chairman  and  Chief 
Executive  Officer  of  AIV1R  Corporation  and 
American  Airlines,  "the  man  who  changed 
the  way  the  world  flies." 


To  register: 

www.travelcomexpo.com 

For  information  on  Exhibiting  and  Sponsorship  Opportunities, 
contact  Sue  Cronin  at  203-254-1488  or  sue@jdevents.com 
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Forbes  Investors  Advisory  Institute  Finds 
Stocks  Tliat  Rise  Even  In  A  Down  Market 

When  Everyone  Else  Was  Dumping  AMZN,  111,  and  AMSY,  Institute 
Analysts  Forecast  These  Stocks  Would  Turn  Around.  They  Did. 


Profitable 

Picks  For 

12  iVlontlis 

During  Bear 

IVIarket! 


)ur  subscribers  earned  profits  during  the  12  months 
vhen  the  S&P500  averaged  a  10.4%  loss. 


/  Wiithicv  Forbef,  Preshiait,  Forbes  Investors  Ailviionj  lii^titutt' 


Our  analysts  at  the  Forbes  Investors  Advisory 
istitute  see  more  profitable  opportunities  ahead 
lis  year.  You  could  be  one  of  the  few  investors  to 
?t  their  recommendations.  Our  Institute  has 
jietlv  picked  a  huge  number  of  winning  stocks 
the  last  48  years.  During  a  severe  bear  market, 
jr  last  12  picks,  from  July  2001  to  June  2002, 
ive  been  profitable  on  average. 

Amazon.com  shot  up  64%  in  just  3  1/2 
onths.  That's  triple  the  gain  for  the  S&P500  in 
e  same  period,  September  21,  2001  through 
nuan.'  4,  2002.  Tetra  Technologies,  Inc.  climbed 
<%  i\ithin  3  months  after  the  Institute  spotlighted 
for  our  clients.  The  S&P  500  fell  37c  during  the 
ime  period. 

The  Institute's  selections  include  blue  chips, 
nail  caps,  value  stocks,  growth  stocks,  manufac- 
irers,  retailers,  energy  stocks,  and  (sometimes) 
ch  stocks. 

Even  in  the  middle  of  the  tech  wreck,  the 
stitute's  December  2000  tech  stock  selection 
lined  19%  in  5  months.  You  would  have  lost 
oney  if  you  had  invested  in  the  S&P  500  instead. 

On  September  21,  2001,  when  Amazon.com's 
ock  price  plummeted  way  down  near  a  52-week 
w,  we  looked  beyond  the  dot-com  collapse  and 
e  terrorist  attacks.  Amazon's  sales  were  headed 
raight  up  -  even  as  the  stock  price  plunged. 

When  we  ran  the  numbers  and  did  our  due 
Jigence,  we  found  that  a  lot  of  AM2^'s 
impetitors  had  gone  out  of  business.  Net  losses 
ere  finally  decreasing  and  the  company  had  a 
kkI  shot  at  finally  turning  a  profit.  International 
les  had  just  jumped  by  75%.  And  AMZN  was 
aking  strategic  alliances  with  retailers  like 
rget  and  Circuit  City  that  would  start  paying 
f  big  time. 

We  set  our  target  price  at  $12  per  share  within 
/o  years.  But  our  analysis  proved  too  conserva- 
^e.  The  stock  hit  our  target  price  in  just  3  months! 

By  January  4,  2002,  with  Amazon.com  trading 
)ove  our  target  price,  we  felt  that  the  stock  had 
iced  in  most  —  if  not  all  —  of  its  upside  poten- 
il.  We  advised  the  Institute's  subscribers  to  take 
eir  64%  profits.  Not  bad  for  a  3  1  /2  month 
vestment! 

When  we  recommended  Tetra  Technologies,  a 
tle-Rnown  firm  that  provides  supplies  and 
rvices  to  oil  well  drillers,  we  determined  that  it 
as  under\'alued  by  30%.  Third  quarter  revenues 


$24.76 
$19.10 
$16.60 

Tetra  Technologies 

Buy               Sell          Low  Again 

11/16/01                2/28/02                7/19/02 

were  up  437c.  The  gross  profit  margin  was  also 
climbing.  TTI  had  reduced  debt  by  56%.  We 
advised  buying  it  at  $16.60  on  November  16,  2001. 

By  February  28,  2002,  with  TTI  a  hair  above 
our  target  price,  we  told  our  subscribers  to  sell 
because  we  were  concerned  that  falling  energy 
prices  could  push  the  stock  price  back  down. 
And  that's  exactly  what  happened.  The  stock 
started  a  downward  drift  shortly  after  our  sell 
recommendation. 

But  our  subscribers  made  a  49%  profit  in  just 
3  months  —  in  an  "old  fashioned"  investment. 

Every  month,  the  analysts  at  Forbes  Investors 
Advisory  Iristilute  use  our  proprietary  stock  selec- 
tion system  to  pinpoint  undervalued  stocks  that 
have  the  potential  to  appreciate  enough  to  make 
you  grin  from  ear  to  ear 

Our  screening  process  goes  way  beyond  the 
information  in  the  Forbes  magazine  database.  The 
Institute's  System,  which  is  updated  regularly, 
evaluates  3,000  stocks  —  and  picks  out  a  handful 
of  issues  that  we  determine  are  temporarily 
undervalued. 

Beating  the  S&P500  by  1,620  basis  points 

But  computer  screening  is  only  the  first  step. 
Once  we  have  the  short  list.  Institute  analysts 
start  the  extensive  investigation  that  narrows  our 
selection  down  to  a  single  stock  of  the  month  — 
a  stock  we  have  every  reason  to  believe  will  pay 
handsome  rewards  to  our  subscribers  —  even 
though  other  investors  may  be  dumping  it. 

If  you  had  been  a  subscriber  to  the  Institute's 
newsletter,  Forbes  Special  Situation  Survey,  and 
you  had  invested  $1,000  in  each  of  our  last  12 
monthly  recommendations,  your  holdings  would 
now  be  worth  $12,700.  And  this  during  one  of  the 
worst  bear  markets  in  history.  Indeed,  if  you  had 
invested  the  same  amount  in  the  S&P  500  during 
the  past  12  months,  your  portfolio  would  be 


worth  only  $10,750;  almost  $2,000  less. 

The  stocks  we  recommend  may  be  depressed 
because  earnings  slipped  temporarily  . . .  the 
sectors  they're  in  are  out  of  favor  ...  they're  in  the 
midst  of  merger  negotiations  ...  or  there  have 
been  long-needed  management  shake-ups. 

In  the  48  years  we've  specialized  in  underval- 
ued stocks,  we've  become  experts  in  figuring  out 
why  a  stock  is  depressed  —  sometimes  there's  no 
apparent  reason  at  all.  And  we're  also  experts  at 
figuring  out  whether  that  depression  is  temporary, 
and  the  stock  is  a  good  turnaround  candidate. 

The  Institute's  computer  system  looks  at  the 
basics  first.  We  screen  stocks  by  earnings  momen- 
tum, trading  volume,  cash  flow,  profit  margins, 
book  value,  financial  leverage,  etc.  We  also 
consider  the  company's  market  share  and  indus- 
try leadership. 

Time  to  take  profits 

When  you  sub.scribe  to  Special  Situation 
Survey,  you  get  an  in-depth,  10-12  page  report  on 
a  new  stock  each  month.  It's  also  posted  on  our 
secure  Web  site  available  to  subscribers  only. 

In  addition,  you  get  timely  updates  for  all  the 
open  recommendations  you  have  received  during 
your  subscription  term.  We  deliver  these  to  you 
whenever  there's  important  news  about  one  of 
your  holdings.  That  ensures  you'll  always  know 
our  latest  evaluation  of  each  special  situation 
stock  we  have  recommended  to  you. 

And  most  important,  we'll  tell  you  when  it's 
time  to  take  your  profits.  So  you'll  never  wonder 
about  the  best  time  to  sell. 

The  Institute's  staff  is  working  on  another 
recommendation  right  now.  We  don't  have  the 
target  price  calculated  yet,  but  it  could  produce 
double-digit  returns  like  the  62%  we  made  on 
Shaw  Group  (while  the  S&P500  was  up  a  pitiful 
1.8%  from  February  15,  2002  to  April  18,  2002)  ... 
or  26%  for  the  Scholastic  Group  (while  the 
S&P500  lost  6.8%,  from  June  18,  2001  to  January 
24,  2002). 

You  can  subscribe  now,  and  save  $400.00  off 
the  regular  subscription  price,  simply  by  calling 
1-888-647-7302.  Or  mail  the  $400  off  coupon 
below.  Of  course,  your  satisfaction  with  Special 
Situation  Survey  is  100%  guaranteed. 

Subscribe  today!  We  believe  this  next  recom- 
mendation is  a  powerful  profit  opportunity.  Don't 
miss  it!  Call  1-888-647-7302  now! 
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The  Scent  of  Money  « 

The  story  of  an  obsessed  scientist  and  his  controversial  quest  for  a  unified  theory  of  smell. 

BY  SUSAN  ADAMS 


THE  SMELL  INDUSTRY 
generates  $11  billion  a 
year.  That's  what's  spent 
on  olfactory  ingredients 
in  Tide  detergent,  Pal- 
molive  soap,  Chanel  No. 
5  and  a  host  of  other  aromatic  products. 
Yet  as  author  Chandler  Burr  points  out  in 
his  elegant  new  book,  The  Emperor  uj 
Scent  (Random  House,  $25),  chemists 
toiling  at  the  industrial  conglomerates 
that  produce  scents  have  been  engaged  Ln 
educated  guesswork:  No  one  has  under- 
stood how  the  sense  of  smell  reaUy  works. 
Until,  perhaps,  now.  Burr  thinks  he's 
found  the  man  who  has  solved  the  mys- 
tery: Luca  Turin,  an  eccentric  scientist 
whose  nose  has  the  olfactory  equivalent 
of  perfect  pitch.  Burr's  book  is  an  acutely 
entertaining  profile  of  Turin.  But  it  is  also 
an  illustration  of  what  happens  when  a 
maverick  scientific  theory  threatens  con- 
ventional wisdom. 

Until  Turin  came  along,  most  people 
thought  scent  came  from  a  molecule's 
shape.  Each  molecule  has  a  unique  config- 
uration of  bumps  and  curves.  When  a 
lemon's  citral  molecule,  for  instance,  hits 
the  receptors  in  our  noses,  those  receptors 
recognize  the  particular  ridges  and  valleys, 
and  can  provide  our  brain  with  one  clue 
about  the  identity  of  the  fi-uit  being  sniffed. 
Turin,  though,  doesn't  buy  the  shape 
theory.  It  is  molecular  vibrations,  he  in- 
sists, that  are  responsible  for  smell.  A  sci- 
entific polymath  with  a  Ph.D.  in  physiol- 
ogy and  biophysics  from  the  University 
of  London,  Turin  also  has  a  rarefied 
hobby:  perfume.  Even  as  a  child  growing 
up  in  Geneva  and  Paris,  he  was  interested 
in  it.  Early  in  his  scientific  career  he 
landed  a  research  post  in  Nice,  close  to 
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great  perfume  center  of  Grasse.  There 
indulged  his  obsession,  scouring  the 
ion  for  out-of-circulation  fragrances 
idd  to  his  personal  collection. 
Turin's  passion  led  him  to  write  the 
t-ever  perfiime  guide,  a  kind  of  Zagat's 
the  nose.  Called,  simply,  Parfums:  Le 
ide,  it  apfteared  in  1992,  became  a  French 
tseller,  and  is  currently  out  of  print. 
Turin  had  great  fun  penning  his  re- 
ws,  giving  raves  to  fragrances  he  liked 
"hanks  to  Rive  Gauche,  mortals  can  at 
know  the  scent  of  the  goddess  Diana's 
h  soap")  and  slamming  those  he  hated 
7  for  Her  is  a  sad  little  thing,  an  incon- 
ous  dried-prunes  note  with  a  metallic 
;e  that  manages  the  rare  feat  of  being  at 
:e  cloying  and  harsh").  But  the  most 
■ding  thing  about  Turin's  guide 

the  precision  with  which  he 
islated  a  sensual  e.xperience  into 
rds  (Gucci's  Rush  "smells  like  an 
ant's  breath  mi.xed  with  his 
ther's  hair  spray"). 
The  book  caught  the  attention 
jerfume  manufacturers,  who  in- 
rd  him  inside  their  secret  labs.  At 
est  International,  the  England- 
ed  conglomerate  that  is  one  of 

seven  large  fragrance  produc- 

in  the  world,  Turin  observed 
t  the  creation  of  new  smell  mol- 
iles  was  little  more  than  costly 
J  and  error.  Environmental  and 
icology  testing  for  one  new 
ell  molecule  can  run  upwards  of 
0,000. 

Shortly  after  publishing  his 
)k  Turin  happened  on  an  article  about 
idget  that  analyzed  molecules,  called  an 
Iron-tunneling  spectroscope.  A  light- 
b  went  on  in  his  head.  He  remembered 
earlier  article  he'd  read  about  a  radi- 
— though  discredited — theory:  that 
ell  came  not  fi^om  a  molecule's  shape, 

from  its  vibration.  The  only  instru- 
nts  capable  of  measuring  such  vibra- 
is,  though,  were  spectroscopes — 4-foot- 
g  glass-and-metal  optical  devices  that 
d  infrared  light.  Imagining  one  made 
luman  flesh  seemed  absurd. 

The  device  described  in  the  more  re- 
t  article,  however,  did  not  use  optics.  It 
d  electrons  to  measure  a  molecule's  elec- 
al'charge.  Turin's  theory:  that  nasal  re- 


ceptors were  tiny  spectroscopes,  measuring 
vibration  by  measuring  electron  current. 

The  most  appealing  thing  about  Turin's 
hypothesis  was  that  he  was  now  able  to  de- 
velop an  algorithm  that  could  predict  smell 
from  vibrational  data.  Commercially  avail- 
able quantum  chemistry  software  could  cal- 
culate the  frequency.  But  Turin  needed  to 
calculate  intensity  of  vibration  as  well.  In- 
terested parties  can  find  one  version  of  the 
resulting  algorithm  in  Burr's  book,  though 
Turin  says  he's  since  refined  it. 

If  Burr  is  to  be  believed,  Turin  can 
punch  the  structure  of  a  molecule  into  a 
computer  and  in  48  hours  get  smell  pre- 
dictions for  3,000  variations.  For  instance, 
chemists  have  not  yet  figured  out  an  easy 
way  to  make  a  synthetic  patchouli  scent.  If 


Luca  Turin,  father  of  the  "nose-as-spectroscope"  theory. 

Turin  wanted  to  work  on  this  using  his  al- 
gorithm, he'd  start  with  one  of  patchouli's 
components — ^say,  a  molecule  that  smells 
earthy  or  woody — and  try  varying  its  struc- 
ture in  small  ways.  His  computer  would  tell 
him  which  combinations  were  most  likely 
to  smell  like  the  real  thing.  The  old,  more 
cosdy  and  time-consuming  way  of  invent- 
ing smells  requires  chemists  to  make  mol- 
ecules and  then  sniff  them.  About  two  new 
molecules  a  week  can  be  tested,  at  a  cost  of 
up  to  $3,000  each. 

Obviously  the  Big  Seven  were  intrigued. 
So  was  the  scientific  community.  But 
Turin's  work  challenged  the  status  quo  in 
such  a  profound  way  that  smell  specialists 
had  a  tough  time  believing  he  was  correct. 


Where  was  his  proof?  Turin  found 
plenty  of  molecules  that  were  shaped  the 
same  but  smelled  different,  thus  throwing 
doubt  on  the  shape  theory.  But  it's  tougher 
to  prove  a  positive — to  predict  from  a 
molecule's  vibrational  structure  exactly 
how  it  will  smell — and  he  struggled  to 
concoct  an  experiment  that  would  satisfy 
his  scientific  and  industrial  peers. 

Turin  tried  unsuccessfiilly  for  a  year  to 
publish  an  article  in  the  British  science 
journal  Nature.  A  BBC  documentary  about 
his  quest,  apdy  titled  A  Code  in  the  Nose,  fi- 
nally lit  a  fire  under  the  Big  Boys,  two  of 
whom  asked  him  to  do  some  molecule 
testing.  Ultimately,  though,  they  declined 
to  apply  his  theories. 

Why?  Here  Burr  gets  a  bit  carried  away: 
The  rejection  of  the  vibration  theory 
is  because  of  "scientific  corruption, 
corruption  in  the  most  mundane  and 
systemic  and  virulent  and  sadly 
human  sense  of  jealousy  and  calcified 
minds  and  vested  interests."  Could  it 
be,  perhaps,  that  skeptics  are  simply 
waiting  for  better  proof? 

Since  Burr  finished  research  on  his 
book,  Turin  has  become  chief  scien- 
tist at  Flexitral,  a  new  privately  held 
company  in  Chantilly,  Va.,  where  he  is 
concocting  fragrance  and  flavor  mol- 
ecules. After  just  one  year,  and  with  an 
investment  of  less  than  $1  million 
from  private  individuals  outside  the 
fragrance  industry,  Flexitral  has  come 
up  with  two  products. 

One  is  a  stable  lemon-flavor  mol- 
ecule called  Acitral.  The  most  com- 
monly used  lemon-flavor  molecule,  citral, 
fades  within  30  days  when  put  in  an  acid 
medium  like  lemonade.  The  citral  molecule 
has  a  double  bond  in  its  tail,  which,  when  it 
comes  into  contact  with  acid,  forms  a  cir- 
cular structure.  Once  citral  gets  into  this  cir- 
cular form,  it  loses  its  lemony  scent  and 
starts  to  stink.  Acitral,  according  to  Turin, 
has  no  double  bond  and  lasts  longer 

The  second  is  a  molecule  bearing  a 
lily  of  the  valley  scent,  much  used  in  fresh 
floral  fragrances.  Turin  says  he's  on  his 
way  to  closing  a  licensing  deal  with  one  of 
the  Big  Boys  for  it.  If  he  collects  royalties 
on  either  product,  his  competitors  in 
academia  and  industry  may  wake  up  and 
smeU  the  profits.  F 
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Advertise  &  Make  Money... 
isn't  that  the  whole  idea? 

If  you  have  a  business,  product,  service,  or  money-making  idea  that 
needs  promoting... Forbes  Business  Classified  has  to  be  your  choice  for 
return  on  investment.  Forbes  classified  advertising  offers: 

•  Over  5  Million  readers  per  issue 

•  Forbes  readers  are  high  income  decision  makers 
For  extremely  competitive  advertising  rates 

and  versatile  media  packages:  Call  Media  Options  1-800-442-6441 


THOUGHTS 

On  the  Business  of  Life 
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Organized  money-raising  efforts  are  now  under  wc^to  build  a  retirement  home  in 
Florida  for  aged  rockers.  Is  it  that  long  ago  it  all  began?  As  a  New  York  Times  editor- 
ial noted,  "Rock-and-roll  lyrics  were  always  about  endless  summers,  bittersweet  young 
love  and  rocking  till  a  quarter  to  three.  If  anybody  died,  it  was  in  a  car  crash  and,  as  often  as  not,  in  a 
lover's  arms.  Did  anyone  ever  think  then  about  things  like  retirement  and  dying  in  poverty?" 

— MALCOLM  S.  FORBES  (1988) 


\ 


I  really  think  it's  better  to  retire  when 
you  still  have  some  snap  in  your  garters. 

—RUSSELL  B.  LONG 


Company  founders  look  upon  retirement 
as  something  between  euthanasia  and 
castration. 

—LEON  A.  DANCO 


Who  knows  whether  in  retirement  I 
shall  be  tempted  to  the  last  infirmity  of 
mundane  minds,  which  is  to  write  a  book. 
—GEOFFREY  FISHER 


I  prefer  to  leave  standing  up,  like  a 
well-mannered  guest  at  a  party. 

— LEONTYNE  PRICE 


My  voice  had  a  long,  nonstop  career. 
It  deserves  to  be  put  to  bed  with  quiet 
and  dignity,  not  yanked  out  every  once 
in  a  while  to  see  if  it  can  still  do  what  it 
used  to  do.  It  can't. 

—BEVERLY  SILLS 


Lord  Tyrawlev  and  I  have  been  dead 
these  two  yeais,  but  we  don't  choose 
to  have  it  knowv. 

-  -LORD  CHESTERFIELD 


Men  and  women  approaching  retirement 
age  should  be  recycled  for  public  service 
work,  and  their  companies  should  foot 
the  bill.  We  can  no  longer  afford  to 
scrap-pile  people. 

—MAGGIE  KUHN 


As  to  that  leisure  evening  of  life,  I  must 
say  that  I  do  not  want  it.  I  can  conceive 
of  no  contentment  of  which  toil  is  not 
to  be  the  immediate  parent. 

—ANTHONY  TROLLOPE 


Cessation  of  work  is  not  accompanied 
by  cessation  of  expenses. 

— CATO  THE  ELDER 


Walk  sober  off  before  the  sprightlier  age 
Comes  titt'ring  on,  and  shoves  you  from 
the  stage. 

—ALEXANDER  POPl' 


If  you  keep  working  you'll  last  longer. 
I'd  hate  to  spend  the  rest  of  my  life  tryiih^ 
to  outwit  an  18-inch  fish. 

—HAROLD  GENEEI 


It  is  very  grand  to  "die  in  harness, " 
but  it  is  very  pleasant  to  have  the  tight 
straps  unbuckled  and  the  heavy  collar 
lifted  from  the  neck  and  shoulders. 

—OLIVER  WENDELL  HOLMES  51 


A  Text... 

And  whatsoever  ye  do,  do  it 
heartily,  as  to  the  Lord,  and  not 
unto  men. 

— COLOSSIANS3::3 

Sent  in  by  Norman  Chapin,  Newnan,  Ga.  Wha  I 
your  favorite  text?  The  Forbes  Book  of  Quoi  | 
tioiis:  Tlwughts  on  the  Business  of  Life  is  given  | 
senders  of  Bible  texts  that  are  used. 


More  than  14,000  "Thoughts,"  arranged  alphabcticall)  I 
subject,  are  available  in  a  900-page,  onc-voftll 
deluxe  edition,  Forbes  Book  ofQuolatiom:  noughts  on  | 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping 
$1  per  item  for  handling  (add  applicable  sales  ti  i 
To  order,  please  call  toll-firee,  1  -800-876-6556. 
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Expanding  Memory  &  Mobility^ 


As  our  world  becomes  increasingly  information-driven,  Maxell  is  focused  on  developing 

technologies  that  cater  to  our  society's  ever-increasing  need  for  memory  and  mobility. 

We  create  products  that  provide  greater  capacities  in  smaller  sizes-specifically  recordable  data/ 

entertainment  media  and  portable  energy.  We  also  strive  to  establish  partnerships  that  speed  the 

development  of  these  technologies.  By  committing  ourselves  to  the  key  areas  of  memory 

and  mobility,  we  are  able  to  consistently  introduce  new  products  to  market-products 

that  will  change  the  way  we  live  and  work,  now  and  into  the  future. 
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Lead  conversions 
at  Quick  a  Reilly 
have  gone  up  50%. 

j.    —Donald  E.  Froude,  CEO,  Quick  &  Reilly 


lald  Froude  believes  every  customer  should  feel  cared  for  and  valued.  A  philosophy  that's 
id  profitable  results  with  Siebel's  CRM  software.  With  it,  QuickC. Reilly 's  employee 
iuctivity  rose  15%.  Lead  conversions  climbed  50%.  Customer  retention  went  up  10%. 
>s-seUing  grew  5%.  Further  evidence  that  customer  relationships  are  still  a  company's  best  friend. 

SIEBEL. 

Good  service  is  good  business. 

To  learn  more,  call  1-800-307-2181  or  visit  siebel.com/casestudies. 
ebei  Systems,  Inc.  All  rights  reserved.  Siebel  and  the  Siebel  logo  ore  trademarks  of  Siebel  Systems,  Inc.,  and  may  be  registered  in  certain  {urisdictions.  Other  product  names,  designations  and  logos  may  be  trademarks  of  their  respective  owners. 
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SpaceBed  is  being  progressively  installed  on  all  flights  from  North  America  to  be  cofnpleted  by  June,  2003. 
For  Information,  fares  and  bookings  please  visit  www.sia-spacebed.com 
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Experience  the  comfort  of  the  most 
spacious  business  class  bed  in  the  sky. 
Raffles  Class  SpaceBed  offers  you  a 
new  level  of  luxury  with  more  room 
.to  work,  relax  or  sleep.  All,  of  course, 
while  enjoying  the  inflight  service 
even  other  airlines  talk  about. 

A  great  wav  to  flv     1 

SinGAPORE  AIRLinES 


LLiANGE  MEMBER      T' ^ 


INDEX       Companies 

..»^ 

Each  reference  is  to  the  page  of  the  story  on  which  the  company  first  appears. 

' 

A,B.C 

Detroit  Pistons,  72 

Literary  and  Creative 

Red  Swoosh,  99 

Doll  Capital  Management,  88 

Artists,  60 

Reliant  Resources,  126 

APCO  Worldwide,  82 

Dow  Chemical,  46 

Locutus  Enterprise,  100 

Remington  Arms,  58 

Airbus,  49 

Duke  Energy,  122 

Los  Angeles  Clippers,  72  . 

Royal  Bank  of  Scotland,  22 

Allianz,  60 

Dynegy,  126 

Los  Angeles  Kings,  72  . 

Frank  Russell  Co.,  75 

Altiris,  88 

Dale  Earnhardt,  58 

Los  Angeles  Lakers,  72 

Altnet,  100 

Eastman  Kodak,  1 32 

Lowe's,  22 

S.HL 

America  Online,  110 

Ecstasky  Air,  52 

American  Airlines,  49 

El  Paso,  126 

.jyi.Eo,. 

SBC,  60 

Amersham  Biosciences,  134 

Electronic  Data 

SCT,115                                         A 

Andrew  Corp.,  130 

Systems,  126, 132 

MGM,  100 

Safeway,  126                                      * 

Anheuser-Busch,  58,  82,  1 10 

Entergy,  122 

MSN,  110 

Samsung  Electronics,  68,  70 

AstraZeneca,  134 

Exelon,  122 

Manugistics,  18 

Shoes-N-Feet,  118 

BMW,  96 

Fannie  Mae,  126 

Marcy  Energy,  122 

Sirius,  106 

Bank  of  America,  66 

Fenimore  Asset 

Martin  Marietta 

Smith  Gambrell  & 

Bertelsmann,  100 

Management,  124 

Materials,  124 

RusseU,  50 

Best  Buy,  126 

First  Eagle  SoGen  Gold 

Match.com,  109 

Sotheby's  Holdings,  130 

Bite  Footwear,  1 1 6 

Fund,  128 

Mellon  Bank,  75 

Staples,  126                                       i 

Blockbuster,  100 

Florida  Rock  Industries,  124 

Merrill  Lynch,  46 

Steelcase,  130                                    1 

BlueTie,  102 

Footjoy,  118 

Metris,  132 

StreamCast  Networks,  100                  ] 

Borders,  126 

Ford  Motor,  18,  52,  66, 96,  132 

Microsoft,37,78,  100,  102 

StudentCity,  115                                 1 

Bristol-Myers  Squibb,  126,  132 

Freddie  Mac,  126 

Microsoft  China,  78 

Sun  Microsystems,  84,  88 

Broadjump,  54 

Herman  Miller,  130 

Simcor  Energy,  38 

Brookside  Golf  Course,  116 

G.H.I 

Mirant,  126 

Sybron  Dental 

CNF,  37 

Motive  Communications,  54 

Specialties,  130 

CNN,  26 

GE,  126,  132 

Motorola,  68 

Sysco,  38 

Cable  8<  Wireless,  100 

Gateway,  1 1 0 

Museum  Tour,  60 

TXU,  122 

Callaway  Golf,  38 

General  Motors,  18,  52,  58, 96 

MusicCity,  100 

Technology  Crossover 

Cambridge  Associates,  75 

Grokster,  100 

Napa  Auto  Parts,  58 

Ventures,  88 

Capital  Intelligence,  56 

Groove  Networks,  100 

National  Commercial 

Tellabs,  88 

Cargill,  46 

HSBC,  22 

Bank,  56 

3M,65,  132 

Cars  Information 

Hancock  Timber  Resource 

NetMovies,  100 

Ticketmaster,  109 

Systems,  115 

Group,  74 

Netflix,  88 

Tier  1  Research,  38 

Cegetel,  50 

Hewlett-Packard,  54 

Neutrogena,  100 

Tocqueville  Gold 

Censoft,  84 

Home  Depot,  66, 100 

NewYorkKnicks,72 

Fund, 128 

Center  Point,  122 

Honda,  56,  96 

News  Corp.,  26 

Toyota,  56, 96 
Trophy  Quest 
Unlimited,  139 

CenterSpan  Communications,  99 

Hooters,  52 

Nike,  118 

ChevronTexaco,  132 

Hooters  Air,  52 

Nissan,  96 

Chicago  Bulls,  73 

Hyundai,  96 

Nokia,  68 

US  Airways,  48 
USA  Interactive,  110 

Richard  Childress  Racing,  58 

IBM,  37, 84,  100 

O  Premium  Waters,  110 

China  Telecom,  86 

IDC,  80 

Ocular,  88 

UST,  126 

China  Unicom,  86 

IGN  Entertainment,  100 

Original  Sin  Hard  Cider,  1 10 

United  Air  Lines,  49 

Giber,  46 

Ibiquity,  106 

Cingular  Wireless,  110 

Ingram  Micro,  104 

-P.Q.R 

v,w 

Cisco  Systems,  80,  132 

Intuit,  104 

Citigroup,  49 

Ivillage,  110 

Paychex,  104 

Venture  Economics,  88 

Clayton,  Dubilier  8( 

Pegasus  Capital 

Viacom,  46 

Rice,  60 

J.K.I. 

Advisors,  1 1 5 

Virgin,  100 

Coca-Cola,  82 

Pennzoil,  58 

Vivendi  Universal,  50 

Comcast,  46 

Jenzabar,  1 1 5 

Peoples  Energy,  130 

Vulcan  Materials,  124 

Computer  Management 

Jones  Lang  LaSalle,  1 30 

Pfizer,  100 

Wachovia  Bank,  126 

8<  Development  Services,  1 1 5 

KPMG,  38 

Pharmacia,  22 

Wal-Mart  Stores,  66 

Corning,  66 

Kazaa,  100 

Philip  Morris,  126 

Washington  Mutual,  126 

KeyCorp,  126 

Pirus,  88 

Wei  Mon  Industries,  46 

D,E.F 

Kraft  Foods,  58 

Placeware,  110 

Wet  Planet  Beverages,  104                    [ 

LG,68 

Pordand  Trail  Blazers,  73 

Williams  Energy,  126 

DaimIerChryslcr,96, 110 

Guy  Laroche,  58 

I.D.  Power  &  Associates,  52 

Deloitte  &  Touche,  38 

Lehman  Brothers,  46 

Procter  8(  Gamble,  66 

X.Y.L 

Delphi,  106 

Level  3  Communications,  38 

Progressive  .Solutions,  115 

Dentsply,  66 

Libbey  Glassware,  130 

R.(.  Reynolds,  126 

XM,  106 

Detroit  Edison,  122 

Lions  Gate  Films,  100 

REI,  118 

Yahoo,  132 

Forbes  is  published  biweekly,  monthly 

in  August,  with  an  extra  issue  in  September,  by  Forbes  Inc.  Subscriptions:  U.S.A.,  one  year  $59.95.  Canada,  one  year,  C$89.95  (includes  GST).  Fo  \ 

Subscriber  Service  is  available  online 

To  subscribe,  change  your  address,  or  for  c 

ther  assistance,  please  visit  www.forbes. 

:om/customerservicc.  Or  write  Forbes  Subscriber  Ser 

P.O.  Box  547 1 ,  Harlan,  lA  5 1 593-097 1 . 

Where  necessary,  permission  is  nr.intcd 

by  the  copyright  owner  for  those  registered  w 

th  the  Copyright  Clearance  t^enter  (CCC) 

222  Rosewood  Dr.,  Oaiwcrs,  MA  QI923, 

10  photocopy  articles  owned  by  Forbes 

"or  ,1  flat  tee  of  $  1 .50  per  copy  per  article.  Send 

payment  to  the  CCC  staling  the  ISSN  (0015  6914),  volume,  and  first  and  last  page  number  of  ead  ] 

article  copied.  Copying  for  other  tli.in  p 

ersonal  use  or  internal  reference,  or  of  articles 

or  colunms  not  owned  by  Forbes  without 

express  permission  of  Forbes  or  the  copyright  owner  is 

expressly  prohibited. 

To  purchase  back  issues  of  Forbes  magazine,  call  1-800-429-0 1 06.  To  order  reprints, 

caU  212-620-2399  or  fax  212-206-51 18  or 

e-mail  reprints@forbes.com 

(minimum  order  500);  to  request  permission  to  republish  an  article,  call  212-620-1819  or  fax  212-206-5118.  Reprints  reproduced  by  others  are  not  authorized.                                  1 

(4       I-    O    K    1!    F.    S    ■    Fcbruarv  17,  2003 

1 

Has  your  money  fund  yield 
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for  a  higher  return  potential  on  your  savings  goals 
of  one  year  or  longer. 

Easy  access  to  your  money. 

Although  this  isn't  a  money  fund,  it  provides  you 
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for  withdrawal. 

Your  total  return  consists  of  the  income  from  the 
portfolio's  bonds  as  well  as  gains  and  losses  in  the 
values  of  those  bonds.  Income  can  be  offset  if  the 
values  of  the  bonds  decline. 
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ULTRA  SHORT-TERM 

INCOME  FUND 

30-Day  Current  Yield 
as  of  1-13-03 

3.49% 


1-800-368-1520  |  www.Strong.com 

or   contact  your   financial   advisor 
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Old  School  Delta  Force 

Davide  Dukcevich 
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Executive  Richard 
Wagoner  to  former  CSX 
Corp.  chief  executive 
(now  Treasirry  Secretary 
nominee)  John  Snow? 
Answer:  three  Greek 
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pings, murder  and 
even  warfare  are 
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A  Nation  of  Hagglers  For  cenmriesprkes  we 

set  in  the  market  staM  by  dickering.  In  a  great  leap  forward  i 
retailing  efficiency  the  19th-century  department  store  creal 
the  price  tag.  Nqw  we're  back  to  haggling.  Marshall  Field  woi 
be  appalled. 

Witness  the  convoluted  way 
that  Ford  Motor  determines 
prices,  as  set  forth  in 
the  article  by  Joann 
Muller  on  page  52. 
Ford  could  just  charge 
$35,500  for  an  Expedi- 
tion, but  the  cars  sell 
better  if  they  come  with 
a  $37,000  price  and  a 
$1,500  rebate.  To  deter- 
mine just  the  right  mix  of 
price  and  discount.  Ford  has  hired  j 

Manugistics  to  do  nonlinear  logistic  regressions. 

Isn't  all  this  rebating  a  bit  nutty?  It  is,  when  you  consider  ti 
states  tend  to  collect  sales  tax  on  the  gross,  not  the  net  price.  I. 
if  buyers  don't  balk  at  tax  inefficiencies,  it  could  be  because  t 
rebate  game  satisfies  some  primal  urge  to  bargain.  The  no-hi 
gle  pricing  at  GM's  Saturn  division  never  really  caught  on;  e^j 
Saturn  has  rebates  now. 

Crazy  Eddie  whetted  our  bargain-hunting  appetites  sevei 
decades  ago  with  prices  advertised  as  being  "insane."  He  me; 
insanely  low,  but  in  fact  what  was  insane  was  how  haggli: 
became  part  of  the  process  of  buying  a  television.  If  you  did 
know  any  better,  you  paid  the  sticker  price.  If  you  couJd  prodii 
an  ad  boasting  a  lower  price  elsewhere,  the  salesman  would  g 
you  a  break.  Such  dickering  is  now  not  too  unrefined  for  a  Se 
or  a  Home  Depot. 

Health  maintenance  organizations  brought  pricing  chaoi' 
medical  services.  The  regular  rate  for  this  emergency  room  tr< 
ment  is  $600,  but  since  you  are  in  an  HMO  we'll  give  it  to  yoU'i 
$220.  Or,  to  put  it  more  bluntly:  The  price  is  $220,  but  if; 
look  like  a  sucker,  there's  a  $380  surcharge.  In  similar  fash 
airlines  double  the  fare  for  people  who  look  like  easy  ma 
because  they  are  not  staying  on  Saturday  night.  Colleges  thi 
$10,000  surcharges  on  prosperous  students;  of  course  theyh 
a  nice  way  of  describing  this  rampant  price  discriminatioi 
one  of  granting  scholarships.  Chaos  is  coming  to  the  presci 
tion  drug  business,  as  Medicaid,  HMOs  and  Third  World  nati 
scramble  to  get  discounts  and  the  manufacturers  scrambli 
prevent  cheap  pills  from  leaking  into  the  wrong  markets. 

Expect  more  pricing  complexity,  more  Saturday-night- 
nonsense  and  more  exotic  yield  management  from  Manugis 
Simple  pricing  is  not  in  our  genes.  | 
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rO  GET  REACQUAINTED  WITH  VALUABLE 


Mercury  Interactive  can  transform  your  IT  systems  from  an  expense  into  a  valuable  asset. 

Your  company's  software  applications  and  IT  infrastructure  are  a  huge  investment.  And  now  there's  a  way  to  get 

• 

more  value  out  of  your  existing  information  technology.  It's  called  Business  Technology  Optimization  (BTO).  It's  the 
way  to  maximize  the  quality  of  your  IT-enabled  business  processes,  minimize  IT  expenditures,  and  increase  the 
return  on  your  existing  IT  systems.  Mercury  Interactive's  Optane'"  is  the  world's  first  BTO  software  suite.  Optane 
enables  you  to  optimize  the  entire  technology  lifecycle  —  including  testing,  production  tuning  and  performance 
management.  Mercury  Interactive  is  one  of  the  top  software  companies  in  the 
world  and  75%  of  the  Fortune  500  already  use  our  software.  To  optimize  your 
business  technology,  visit  www.mercuryinteractive.com/bto4 
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Learn  how  ourTablet  PCs  can  give  your  company  a  competitive  edge. 

Call  us  today  at  1-877-372-3473  or  visit  www.fujitsupc.com/12years 


Fujitsu  recommends  Microsoft®  Windows®  XP  Professional  for  IVIobile  Computing. 
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READERS  SAY 


The  Price  of  Immortality 

"The  Informer"  (Jan.  6,  p.  93)  named  my- 
wife  and  me  as  an  example  of  "die  going 
rate  for  campus  immortality."  You  are 
correct  that  we  made  a  gift  to  our  alma 
mater,  Rowan  University.  However,  it  will 
not  lead  to  immortality  for  us.  We  are 
deeply  troubled  that  institutions  are  sell- 
ing their  naming  rights  to  the  highest  bid- 
der, rather  than  awarding  them  based  on 
merit — as  if  the  only  noteworthy  achieve- 
ment is  earning  lots  of  money.  Our  name 
will  appear  on  the  school's  planetarium 
only  temporarily.  As  a  condition  of  our 
gift,  my  wife  and  I  required  that  the  uni- 
versity agree  to  remove  our  name  in  the 
future,  and  replace  it  with  the  name  of  a 
member  of  the  college  community  whose 
contributions  are  truly  deserving  of  the 
honor,  and  we  will  be  involved  in  the  se- 
lection of  that  honoree. 

RIC  EDELMAN 
Fairfax,  Va. 

Proper  Prescription 

"Dr.  Feelgood"  (Dec.  23,  2002,  p.  374) 
makes  several  points  that  require  com- 
ment. First,  several  published  reports  and 
a  recent  FDA  review  have  indicated  that 
celecoxib  is  not  associated  with  an 
increased  risk  of  heart  attacks,  compared 
with  drugs  such  as  ibuprofen.  Second, 
COX-2  specific  inhibitors  do  not  affect 
platelet  function  and  thus  do  not  hinder 
blood  clotting  as  do  nonspecific  non- 
steroidal anti-inflammatory  drugs 
(nSAIDs).  Lastly,  the  price  of  Celebrex 
200mg  is  currently  $2.52  per  pill.  Finally, 
while  Dynastat  demonstrated  superiority 
to  4mg  IV  morphine  and  comparable 
efficacy  to  30nig  IV  ketorolac,  severe  sur- 
gical pain  may  be  best  managed  by  using 
Dynastat  in  combination  with  other 
therapies,  including  morphine. 

JOHN  G.  FORT 

Vice  President,  Pharmacia  Corp. 

Peapack,  N.}. 

Standard  Accounting 

We  read  with  enjoyment  your  article  on 
Royal  Bank  of  Scotland  (Jan.  20,  p.  58). 
We  have  the  greatest  respect  for  RBS,  but 
would  like  to  clarify  your  comparisons 
with  HSBC.  You  quote  HSBC's  profit  fig- 


Home  Improvement 

Robert  Tillman  and  Lowe's  Cos. 
might  claim  to  be  targeting  a 
"more  discriminating"  end  of  the 
home  improvement  market  in 
"Merchant  Princes"  (Jan.  20,  p.  52), 
but  they  will  have  to  start  by  being 
discriminating  about  their  cus- 
tomer service  representatives.  The  i 
last  time  we  went  to  our  local. 
Lowe's  we  were  scorned  by  the 
teenager  standing  under  the  big 
"Customer  Service"  sign,  who 
foimd  personal  conversations  morei 
interesting  than  helping  paying 
customers.  When  we  wrote  to 
management  with  our  complaint, 
we  were  ignored.  Home  Depot  will 
continue  to  get  our  respect  in  the  | 
home  improvement  market,  and — 
more  importantly — they  will  con- 
tinue to  get  our  dollars. 

SCOTT  BRAVARD 
Clayton,  N.C. 


ure  as  $4.9  billion  and  compare  it  v 
RBS'  $3.9  billion.  But  the  RBS  figure  • 
cite  is  based  on  U.K.  GAAP,  while  H 
uses  U.S.  GAAP.  An  accurate  compari 
would  be  HSBC's  U.K.  GAAP  figun 
$5.4  billion  with  RBS'  $3.9  billion 
HSBC's  U.S.  GAAP  figure  of  $4.9  bii: 
with  RBS'  $3  billion.  All  are  publis 
figures. 

DOUGLAS  J.  PL 

Group  Finance  Director,  H 

London,  I 


HForbes 
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Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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FE  INSURANCE  ISN'T 
3R  THE  PEOPLE  WHO  DIE. 
■'S  FOR  THE  PEOPL 
^HO  LIVE. 


Reymore  Chevrolet  dealership  hac^"^ 
|i  run  by  three  generations  ol  the 
6e  family.  Brian  Hous^^pjust  28 
ri  his  father's  sudden  death  from  a 
I  attack  left  him  in  charge  of  the 
3any.  _     ,,,.,,,.  ^ 

i 

1,  his  sister  Cheryl  and  his  mom 

:y  were  grief  stricken.  Brian's  dac 
understood  that  life  insurance  would 
take  care  of  his  family  atnl  the  car 
rship  in  the  event  of  hi^ death.  Life 
anSwas  there  to  provide  for  his 
s  financial  future  and  ensured  a 
3th  transition  as  Bri||j||ssumed  thti~ 
to-day  running  of  tWpusiness. 
y,  Reymore  Chevrolet  i*^"'    " 


1  Km  ■  \  ^  ^B  *  It  *r*J  W  i^ 


[person  and  their  mom  works  in  the 
:  rship  as  presiden* 

I's  story  proves  the  value  and  import 
;  of  life  insurance.  So  talk  to  a  life 
ance  agent  or  other  financial  advisor^ 
"ind  out  about  creating  a  plan  fihal  4 
.  care  of  the  people  you  love  anr^'^ 
;s  you  care  about.  Because,  without 
ance,  a  financial  plan  is  just  a  savings 
nvestment  program  that  dies  withy(^ 
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You  can't  plan  for  tomorrow  if  you  don'1 
know  where  your  money  is  today." 


25  Free  Trades 


Open  an  account  online  at 

tdwaterhouse.  com/25free 

and  enter  offer  code:  MPFFBW 

to  get  your  25  free  trades. 

CONTACT  US  AT: 
1.800.tdwaterhouse 
tdwaterhouse.com 
or  stop  by  one  of  our 
150  branch  locations 
Online  trades  as  lowtas 


TD  Waterhouse  customers  stay  close  to 
their  money  because  they  do  their  own 
homework  and  check  out  all  the 
research  themselves.  So  they  always 
know  where  their  investments  are  and 
how  they're  doing.  Which  makes  it  a  lot 
easier  for  them  to  plan  for  the  future. 
No  wonder  TD  Waterhouse  has  been 
ranked  #1  for  Do-lt-Yourself  Investors 
by  SmartMoney  Magazine* 

TD  Waterhouse  has  everything  you 
need  to  stay  in  control  of  your  money, 
all  in  one  place.  With  free  online  tools 
like  the  Retirement  Planner  to  help  you 
set  and  meet  your  financial  goals. 
Streaming  real-time  quotes. '  News  and 
independent  research  from  respected 
names  like  Standard  &  Poor's,  CBS 
MarketWatch,  Argus,  Vickers,  Reuters 


and  First  Call.  Which  explains  why 
TD  Waterhouse  has  earned  Kiplinger'  | 
highest,  5-star  rating  for  the  amount  a 
quality  of  their  online  research. 

Once  you  open  an  investment 
account,  you'll  get  service  you  can 
depend  on.  And  you  can  always  get 
answers  online  or  by  phone.  You  cai 
even  stop  in  and  talk  to  an  Investme 
Consultant  at  any  of  our  more  than  1 
branch  locations  across  the  country. 

So  why  not  get  a  little  closer  to  y 
money  today?  Open  a  TD  Waterhous 
account  and  take  control  of  your  rriot 
—  and  your  future. 
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Waterhous 

You're  in  Control. 


©2(XJ3TD  Watertxxjsc  Investw  Sc™k»,  Inc  Member  ^^YSE/SIPC.  Areess  to  seraces  are)  your  aaount  may  be  affected 

just  S3  more.  Trades  over  2,r]00  shares  incur  a  1  cent  per  share  charge  lor  the  entire  order  Call  or  see  tdvratertiouse.com  for  complete  commission  lee  schedule  Offer  valid  lor  new  customers  who  open  individual,  ioint,  retirement  accounts  v»ith  a  $1 .000  m 

custodial,  partnership  and  :ofporate  accounts  are  not  eligible  Funds  transferred  Irom  existing  TDWatertxxjse  accounts  ate  not  eligible.  One  oHer  per  person,  tJ  S.  residents  only:  void  vifiere  prohibited;  free  trades  are  valid  lor  30  days  from  account  opening;: 

terms  and  conditons  apply ,  otlei  subject  to  change  at  any  tiiie  wrtlxiut  notice.  Third  party  research  obtained  from  sources  deemed  tBllabie;  however  TDWatertiousc  does  not  guaran 

be  obtained  Irom  its  use,  Sfre<iniing  iral-lime  quotes  availablR  depending  on  ttBding  activity,  •Srrartrttow/Atesanrw,  August  2002,  l=ouro^ 
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T  AND  COMMENT 

Steve  Forbes,  Editor-in-Chief 
th  all  thy  getting  get  understanding" 


Good  News  for  the  Unemployed 


HULLABALOO  OVER  ENDING  THE  DOUBLE  TAXATION  OF 
jends  has  obscured  a  WTiite  House  idea  that  could  have  an 
mously  positive  impact  on  reducing  unemployment.  President 
1  has  proposed  giving  unemployed  workers  who  may  have  a 

time  finding  new  jobs  (such  as  laid-off  steelworkers)  as  much 
^000  to  use  for  new  training,  child  care,  transportation,  moving 
s  and  other  expenses.  This  money  would  be  in  addition  to 
Tiployment  benefits.  These  Personal  Re-employment  Accounts 
Id  provide  an  incentive  for  people  to  find  work  faster:  If  they 
a  job  within  13  weeks — and  held  on  to  it  for  at  least  six 
iths — they  would  be  able  to  keep  whatever  was  left  in  their 
unts  as  a  bonus.  The  Administration  wants  to  give  states  flexi- 
y  in  designing  these  programs  and  $3.6  billion  to  fund  them, 
several  states  have  had  similar  pilot  programs.  Participating 
kers  found  new  jobs  more  quickly,  which  lessened  the 
•unts  paid  out  in  unemployment  benefits.  These  programs 
red  only  $250  to  $750  yet  achieved  marked  success. 


Critics  complain  that  since  only  about  two-thirds  of  those 
who  are  eligible  apply  for  unemployment  benefits.  Bush-like 
accounts  would  be  an  incentive  for  more  people  to  apply,  negat- 
ing any  cost  savings.  However,  the  fact  that  people  would  find 
jobs  faster  is  not  disputed.  Government  at  all  levels  would  more 
than  make  up  for  the  increased  outlays  through  the  additional 
payroll  and  income  taxes  taken  in,  not  to  mention  increased 
amounts  in  sales  taxes  and  levies  on  gasoline  and  utilities. 

In  fact,  these  Personal  Re-employment  Accounts  could  be 
the  first  step  in  a  fundamental  overhaul  of  our  unemployment 
system.  The  basic  reform:  Every  worker  who  wished  to  could 
have  such  an  account;  the  portion  of  taxes  that  goes  toward 
unemployment  benefits  would  go  into  this  account,  as  would 
any  extra  money  the  employee  or  employer  kicked  in.  The 
money  would  grow,  tax  free,  unless  you  tapped  into  it  during  a 
jobless  spell.  You'd  be  able  to  withdraw  funds  for  retirement  or 
for  other  specified  limited  purposes,  as  you  can  now  with  IRAs. 


No  to  This  Federal  Nannyism 


300  CONGRESS  ELIMINATED— BY  UNANIMOUS  VOTE— THE  PER- 
3US  earnings  penalty'  that  decreased  the  Social  Security  bene- 
)f  seniors  who  continued  to  work  after  age  65  if  their  earnings 
t  above  a  certain  level.  Unfortunately,  our  national  legislators 
r  took  care  of  part  of  the  problem,  leaving  the  penalties  in 
e  for  early  retirees,  those  age  62  through  64.  Benefits  are  cut — 
3r  every  $2  earned  above  the  ridiculously  low  level  of  $  1 1 ,520. 
This  punishment  is  particularly  odious  now,  when  hundreds 
lousands  of  Americans  have  been  forced  into  early  retire- 
it  because  of  the  economic  slowdown  and  when  401  (k)s  and 
s  have  been  decimated  by  the  bear  market.  Moreover,  out- 
)ocket  medical  expenses  are  increasing  in  no  small  part 
luse  of  rising  outlays  for  prescription  medicines. 


This  affects  many  people — nearly  80%  of  seniors  retire  early. 
Remember,  people  pay  Social  Security  payroll  taxes  on  any 
money  they  earn  in  the  workplace.  So  why  is  this  penalty  still  in 
place  when  it  was  deep-sixed  for  those  age  65  and  older?  Social 
Security  bureaucrats  want  to  discourage  early  retirement  and 
point  out  that  early  retirees  get  up  to  20%  less  than  they  would 
if  they  waited  until  65  to  retire.  That  should  be  the  individual's 
choice,  not  the  government's.  Besides,  many  people  forced  to 
retire  early  cannot  find  new  jobs  with  comparable  pay. 

Representative  Pete  Sessions  (R-Tex.)  is  pushing  to  abolish  this 
punitive  tax  on  early  retirees,  many  of  whom  make  less  than 
$50,000  a  year.  Democrats  blather  about  the  Bush  Administration's 
alleged  tilt  to  the  rich,  yet  they  have  failed  to  take  up  this  cause. 


Costly,  Insulting  Rule 


THE  NAME  OF  FIGHTING  AGE  DIS- 
lination  Congress  should  also  elimi- 
;  the  law  that  forces  folks  to  start 
idrawing  funds  from  their  retire- 
it  plans  at  age  70 '/2.  Removing  this 
trary  mandate  would  be  especially 
ropriate  in  the  aftermath  of  the  bear 
ket;  people  should  have  the  oppor- 
ity,  if  they  so  wish,  to  rebuild  their 
ered  nest  eggs  before  they  take 
ley  out. 


This  ridiculous  requirement  can  also 
have  adverse  tax  consequences.  Even 
though  Social  Security  is  financed  by 
a  tax  on  already  taxed  income,  the 
payment  beneficiaries  receive  is  also 
taxed  as  income  (talk  about  double 
taxation).  And  if  beneficiaries  age  62 
through  64  continue  to  work  and  their 
incomes  exceed  a  certain  level,  their 
benefits  are  cut. 

The  70  V2  rule  deserves  prompt  burial. 
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FACT  AND  COMMENT 


Always  Outfoxing  His  Competitors 


SKEPTICS  SCOFFED  WHEN  RUPERT  MURDOCH  LAUNCHED  FOX 
News  cable  network  six  years  ago,  believing  CNN's  lead  was 
insurmountable.  Today  the  latest  audience  numbers  show  Fox 
continuing  to  surge  ahead  of  its  once- 
formidable  rival.  And  the  upstart  is  fast 
closing  in  on  critical  advertising  dollars. 

The  man  responsible  for  this  cable  version 
of  an  earthquake  is  Roger  Ailes.  Energetic  and 
competitive  don't  begin  to  describe  this 
dynamo.  He  has  a  touch  of  genius  spiced  with 
mischievousness.  There  is  a  tendency  for 
media  pooh-bahs  to  take  themselves  so  seri- 
ously that  they  risk  becoming  pompous  cari- 
catures. Ailes  takes  his  work  seriously,  but  he 
knows  success  doesn't  go  to  those  who  blandly 

do  what  everyone  else  does.  He  approaches    '^"^^  "^"^^  ^*°P^  innovating  to  stay  ahead 
the  competition  with  a  devilish  sense  of  humor:  When  CNN,  a  la 
NBC's  Today  and  ABC's  Good  Morning  America,  unveiled  its  morn- 
ing show  with  its  anchors  sitting  in  front  of  a  street-level 
window,  viewers  saw  people  outside  holding  up  Fox  News  signs. 

Ailes,  a  highly  respected  political-consultant  guru  who  was 
successfully  raising  CNBC's  profile  and  audience  numbers  when 
approached  by  Murdoch  (who  correctly  sensed  Ailes  was  under- 
appreciated by  his  then-bosses),  succeeded  by  emphatically 
breaking  the  too-liberal  mold  of  TV-land.  Critics  gripe  that  Fox 


News  is  a  fi-ont  for  the  Republican  National  Committee.  Mast* 

marketer  and  promoter  that  he  is,  Ailes  would  never  be  so  pn 

dictable  and  dull.  Fox  shows  brim  with  edge,  energy,  urgent 

originality  and  a  Simpsons-like  knack  n 

being  unawed  by  what  is  politically  corre< 

And  they  are  often  just  sheer  good  fun. 

Conservative?  Only  in  comparison  wi 
the  Manhattan-liberal  mind-set  that  ^ 
stifles  so  much  of  the  American  medj 
Most  viewers  see  Fox  News  as  patriotic  d 
mainstream.  Ailes  actually  practices  dm 
sity,  and  his  media  peers  go  bonkers. 

We  at  FORBES  experienced  the  Ai 

touch  first-hand.  A  couple  of  years  ago 

approached  us:  Why  not  a  FORBES  1 

show?  The  idea  was  audacious;  no  busint 

publication  had  ever  done  one  successfully.  But  Ailes  saw ; 

opening.  Saturday  morning  is  dominated  by  cartoon  shows  ai 

infomercials.  There  had  to  be  some  people  in  America,  Ailes  f 

ured,  who  wanted  something  other  than  Scooby-Doo  or  the  1; 

est  in  kitchen  knives.  So  he  put  together  a  package  of  four  3 

minute  business-oriented  programs,  including  ours.  His  hun 

was  right.  By  cable  standards,  our  ratings  have  been  spectacul 

However  much  his  competitors  wish  otherwise,  Roger  Ai 

is  not  about  to  rest  on  his  laurels. 


Olympic  Home  Run 


The  international  Olympic  committee  is  itching  to 
drop  baseball  and  softball,  complaining  that,  aside  from  the 
U.S.,  Japan,  Cuba  and  a  handful  of  other  countries,  few  people 
play  the  game.  Their  real  gripe:  Very  few  Major  League  players 
come  to  the  Olympics,  because  their  teams  don't  want  to  give 
them  up  in  the  middle  of  the  competitive  season.  Major  League 
Baseball  is  looking  for  ways  to  reenergize  fan  interest  in  the 
All-Star  Game.  Why  not  allow  the  best  of  the  big  leaguers  to  play 
in  the  Olympics  instead  of  having  the  All-Star  Game?  Or  if 
purists  howl,  do  both.  Sure,  the  Olympics  would  punch  a  one- 
to-two-week  hole  m  the  regular  baseball  season,  but  so  what?  We 


saw  after  the  tragedy  of  Sept.  1 1  that  extending  the  200 1  seas, 
didn't  hurt  fan  interest  in  the  least.  And  this  extension  wo»i| 
happen  only  every  four  years. 

The  Olympics  would  gain  star-power  players,  which  woi  ~ 
be  good  for  TV  ratings.  Baseball  would  gain  greater  global  int 
est  in  the  game,  which  would  be  beneficial  for  both  future  t 
office  receipts  and  bigger  pools  of  potential  talent. 

Professional  ballplayers  would  love  a  chance  at  Olym 
stardom.  Next  to  a  World  Series  ring,  the  possibility  of  winn 
Olympic  gold  would  be  a  temptation  that  most  of  these  athlt 
couldn't  resist. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Butter-415  Lafayette  St.,  between  East  4th  St.  and  Astor 
Place  (Tel.:  253-2828).  A  fun  place  with  a  barrel-vaulted  ceiling 
vaguely  reminiscent  of  Radio  City  Music  Hall.  Favorites:  the 
seared  black  olive  tuna  with  lemon  risotto  and  lemon  aspara- 
gus and  the  seared  filet  of  beet^ — among  the  most  tender  any- 
where. Save  room  for  ihc  warm  bread  pudding,  chocolate 
Kahlua  cherry  compote  or  white  chocolate  key  lime  cake. 

•  Nanni-146  East  46th  St.  'To!.:  697-4161).  A  noisy,  busding, 
old-fashioned  restaurant  near  Grand  Central  that  serves  excel- 
lent renditions  of  kalian  classics.  Not  particularly  pretty  or  hip 


or  overly  friendly  to  outsiders,  but  it's  a  pleasant  flashback  to 
different  time.  The  pastas,  salads  and  main  courses  are  un 
formly  delicious.  It's  been  around  a  long  time  and  deserves  i 
popularity. 

•  Carne-2737  Broadway,  at  105th  St.  (Tel.:  663-7010).  Perhaj 
the  noisiest  restaurant  in  New  York.  Relatively  expensive,  t\ 
service  can  be  spacey  and  disinterested;  the  food,  disappoin 
ing.  Despite  its  name,  the  steaks  are  well  below  average,  and  tt 
hamburgers  have  little  to  recommend  them.  One  treat:  astoi 
ishingly  tasty  blood  orange  fi-ozen  margaritas. 
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i hffm  Introducing  AQUOS  Theater.  The  world's  first  HDTV-compatible  30-inch*  liquid  crystal  television 
Technology-  coupled  with  the  world's  first  1-Bit  multi-channel  digital  audio  systenn.  Watch  crystal-clear  images. 
Discover  sounds  that  you've  never  heard  before  with  1-Bit  technology.  And  enjoy  sleek  design 
that  complements  any  interior.  AQUOS  Theater  by  Sharp.  Cinematic  excellence,  by  design,  sharpusa.com 


*Sc[een  size:  29.51"  (measured  diagonally) 


be  sharp 


Ifbure  cruising  quite  comfortably  down  a 
scenic  highway  in  your  Lexus  LS  when 
you  near  a  vehicle  driving  ahead 
of  you.  Tlie  available  Dynamic 
Laser  Cruise  Control*  sends     1 
out  a  signal  from  your  front 
bumper  to  detect  the  car  travelin 
ahead.    And    then    helps    to    automatically 
reduce  your  speed  to  maintain  a  set  following 


A  CAR  SO 


EVOLVE  a 

EVEN  WHEN  IT  FOLLOWS 


IT  LEADS. 


distance.  You  continue  your  drive  with  y> 
enjoyment  of  the  day  uninterrupt 
Brilliant,  no?  Dynamic  La 
\  Cruise  Control  is  but  on<i 
the  multitude  of  advani 
feattires  that  distinguish  the 
a  premier  luxury  sedan.  And 
it  effectively  demonstrates  the  philosoph; 
this  vehicle  —  that  your  drive  should  pos 


as 


'iViiamic  Laser  C^rtiisc  Control  was  designed  to  assist  the  driver  and  is  not  a  substitute  for  safe  and  attentive  driving  practices.  Please  see  your  O 

©2002  I.exns.  a  Division  of  Tovota  Motor  Sal 


nuch  pleasure,  and  as  little  distraction  or 
anvenience  as  humanly  possible. 
>hould  the  car  in  front  of  you  turn  off  the 
i  or  change  lanes,  the  system  will  resume 
r  predetermined  following  distance, 
ving  you  with  no  choice  but  to  relax  in 
spacious,  leather-rich  cabin,  listening  to. 


say,  a  tight  jazz  combo  on  your  stunning 
11-speaker,  240-watt  Mark  Levinsori'^  audio 
system*  (created  by  the  very  same  engineers 
who  develop  home  entertainment  systems 
priced  in  the  hundreds  of  thousands).  Life 
has  a  way  of  behaving  quite  wonderfully  in 
the  Lexus  LS.  Chalk  one  up  for  evolution. 


I  an  automobile  delight,  comfort,  fascinate  and  energize  you? 
?  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 


®l 


cautions  and  instructions.  tOptional.  Lexus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  traffic  laws  and  drive  responsibly. 
•mation.  call  800-L)SA-LEXUS  (800-872-5398). 


OTHER  COMMENTS 


It  is  better  for  a  man  to  go  wrong  in  freedom  than  to^go  right  in  chains. 

—THOMAS  HENRY  HUXLEY 


A  Necessary  War  However  Washington  conducts 
itself  toward  individual  Arab  states,  it  should  be  obvious  that  if 
the  Bush  Administration  now  fails  to  go  to  war  against  Saddam 
Hussein,  we  will  lose  enormous  face  throughout  the  region. 
President  Bush  has  defined  himself  and  America  by  his  axis-of- 
evil,  regime-change  policy  toward  Iraq.  Without  a  successful  war 
to  remove  Saddam,  America  will  return  to  the  pre-9/ 1 1  pattern 
of  timidity  that  Osama  bin  Laden  so  effectively  underscored  in 
his  writings  and  speeches.  In  the  eyes  of  the  young  men  who  live 
with  the  purpose  and  promise  conferred  by  the  hope  of  martyr- 
dom, we  will  have  shown  that  Osama  was  right — that  indeed  we 
are  no  longer  "the  strongest  horse."  And  these  young  men  will, 
sooner  rather  than  later,  brutally  reveal  to  us  that  an  attempt  to 
prosecute  a  "global  counterterrorist  campaign"  in  the  absence 
of  awe  of  American  power  is  bound  to  faO. 

— REUEL  MARC  GERECHT,  American  Enterprise  Institute, 

Weekly  Standard 

Why  Should  It  Matter?  This  country  has  long  sup- 
ported those  who  want  to  work  hard  and  make  a  better  life  for 
themselves — except  for  early  retirees.  [They]  are  penalized  by 
the  government  if  they  make  too  much  money.  So  it's  no  sur- 
prise that  roughly  85%  of  early  retirees  keep  their  incomes 
under  $10,000  a  year. 

The  real  puzzle  is  why  anyone  cares  how  much  early  retirees 
earn  in  addition  to  their  Social  Security  checks.  [They]  have 
paid  into  the  system  during  their  working  years.  And  many  have 
to  enroll  in  Social  Security  before  age  65  because  they  have  been 
downsized  or  forced  into  early  retirement.  Congress  is  looking 
at  some  costly  ways  to  help  older  Americans,  but  it  hasn't  taken 


the  most  obvious  and  least  costly  step  to  give  seniors  md 

retirement  security:  ending  the  Social  Security  earnings  pena 

—MERRILL  MATTHEWS  JR.,  Institute  for  Policy  Innovat 

United  States  of  Europe?  Around  6o%  of  Eur/ 

pean  laws  originate  in  Brussels,  rather  than  in  the  capitals  _ 
[European  Union]  member  states. 

—GERALD  FROST,  editor,  eurofacts,  in  Wall  Street  Journal  Euro 

Less  Taxing  Times  Proposals  now  before  [India's]  gc 
ernment  call  for  sweeping  changes  to  the  tax  code.  For  good  reasc 
Because  of  an  array  of  loopholes  and  outright  tax  evasion,  or 
30  million  Indians  pay  taxes — out  of  a  billion  people.  [The  Finan 
Ministry]  is  expected  to  make  the  bold  proposal  of  fi-eeing  thd 
earning  up  to  100,000  rupees  ($2,000)  from  federal  tax.  Along  w 
this,  it  is  anticipated  to  propose  having  just  two  tax  brackets:  a  2C 
tax  for  those  earning  between  100,000  rupees  and  400,000  rupe 
and  a  30%  tax  for  those  who  make  more.  To  make  this  happi 
thousands  of  pages  of  exemptions  will  be  tossed  out.  With  a  ra 
cally  streamlined  tax  code,  receipts  should  increase,  and  consuir 
tion  by  lower-income  earners  should  rise  as  they  are  freed  of  taxes 
both  of  which  will  be  good  for  the  government  and  the  econom 
For  a  decade,  successive  administrations  have  sought  to  f 
the  economy  to  match  the  expansion  of  economies  to  Indi 
east  and  north.  It's  taken  a  long  time.  But  India  may  yet  give  tl 
other  billion-people  nation,  China,  a  run  for  its  money. 

— Far  Eastern  Economic  Rcvi 

Endurance  Test  Perseverance  is  not  a  long  race;  i 
many  short  races  one  after  another. 

—WALTER  ELLIC 

Taking  a  Stand  We  are  a  big  muscle-bound  nation, 
are  so  physically  strong!  We  have  muscles  and  missiles  and  m( 
But  how  did  we,  as  individuals,  get  so  wussy,  so  weak,  so  wh 
when  it  comes  to  our  ability  to  stand  for  what  we  stand  for  and  t 
the  world's  blows?  Why  do  we  celebrate  those  who  complain?  V 
don't  we  celebrate  stoics  who  can  take  it?  They're  the  ones  v 
move  history  forward.  It's  a  disputatious  world.  Rocks  get  thro' 
And  you  know  what?  Too  bad.  Tough.  That's  life.  Nothmg  is  f 
If  you  hold  a  controversial  position  you  will  draw  controw 
and  its  cousins:  denunciation,  dislike,  etc.  It's  the  price  you  p; 
That's  what  I  think  our  culture  is  losing  and  wants  to 
back:  The  old  stoic  sense  that  you  pay  a  price  to  stand  where 
stand.  This,  ultimately,  is  the  story  not  only  of  all  adults  v 
fully  take  part  in  the  world  but  of  America  itself. 

—PEGGY  NOONAN,  Opinionjournal.com 
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How  do  you  get  feedback  from  52  busy 
partners  over  4th  of  July  weekend? 

{Digital  Review  and  Comment} 

Get  feedback  on  a  document  from  multiple  people  wherever  and  whenever  with  digital  sticky  notes.  It's  the  revolutionary 
way  to  keep  all  of  your  comments  in  one  place.  Adobe  Acrobat.  Create  an  Adobe  PDF  and  do  more  with  your  documents. 
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Tools  for  the  New  Work 


RETIREMENT 


CREDIT  AND  LEND 


\&^ 


Met 


Hon.  Tlw  dienls'ivirne  aticl  stay  f»6  , 


I'ltflst'  on  illusUBtaxi  M  sprwc-es  available  throu0|(/lemll  Lytidi.  It  niiiy  not  te  reiJrosKnl.ilM!  ol  Hk  ex)X!neiKX!  ol  (M;ry  client.  Ii  ivcstment  results  in,i\ 
>'iiix-r,  SIIC   Mill  \'lemll,  Tool  MemU  dcsigi\  PnHeetPd  Ciaim  /iivcsBDOies  arxt  Wf  ace  vcxir  liiumml  Wo  in  loW  arc  setvico  nwrks  of  Merrill  Lvncli 


WE  SEE  YOUR  FINANCIAL 
LIFE  IN  total: 


MY  CLIENTS  WANTED:   To  know  they  could  maintain  their  lifestyle 
once  they  stop  working.  Richard  and  Maureen  had  been  solely  focused  on 
traditional  retirement  vehicles. 


I  BROUGHT  TOGETHER:   Their  traditional  retirement  plans  and  some 
innovative  ideas.  401(k)s  and  IRAs  have  contribution  limits.  So  we 
refinanced  Richard  and  Maureen's  mortgage  and  now  use  the  newfound 
savings  to  supplement  their  nest  egg.  It's  money  we're  putting  into 
Protected  Growth  Investments*"^  to  try  to  grow  their  nest  egg  and  provide 
some  extra  cushion  against  market  volatility. 


WE'RE  PLANNING:  A  more  secure  future  for  Richard,  Maureen  and  their 
boys  by  making  all  their  money  work  together 


MY  NAME  IS:  Ken  Mirch,  Merrill  Lynch  Financial  Advisor, 
Beverly  Hills,  California. 


TO  MAKE  YOUR  MONEY  WORK  TOGETHER:  Work  with  an  advisor  who 
sees  your  financial  life  in  total.  And  makes  it  work  in  total.  Call  a  Merrill  Lynch 
Financial  Advisor  or  1-800-MERRILL.  Visit  www.askmerrill.ml.com 


■<M«l«fc> 


Merrill  Lynch 
Financial  Advisor 
Ken  Mirch 
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BRITISH  AIRWAYS 

britishairways.com 


/'f^^m 


\ 


Just  the  position  in  business 
you've  been  looking  for. 


'^^. 


-'^' 


^t 


The  truly  flat  bed  in  business  class  for  a  better  sleep  to  Lon 

New  Club  World  is  available  on  most  services  between  North  America  and  London  Heathrow.    ©2003  British  A 


iqRENT  EVENTS 


aul  Johnson 


Britain:  A  Thieves^  Paradise 


[RICANS  SHOULD  BE  THANKFUL  THEY  LIVE  IN  A  COUNTRY 
takes  crime  seriously  and  is  fighting  it  with  growing  success. 
so  long  ago,  one  source  of  anti- Americanism  in  Europe  was 
jelief  that  crime  was  out  of  control  in  the  U.S.  But  things  have 
iged  significantly:  U.S.  crime  rates  now  compare  favorably 

Europe's — and  unlike  Europe's,  they  are  going  down,  not  up. 
rhese  disparities  are  the  result  of  government  policies  more 

social  behavior  Just  as  President  Bush  has  placed  the  U.S.  on 
r  footing  with  regard  to  international  terrorism  while  Europe 
ts  it  with  indifference,  American  cities'  "zero  tolerance" 
■each  to  crime  contrasts  with  Europe's  increasing  liberalism. 

'ragic  Case  in  Point 

le  Tony  Blair — without  much  support  fi-om  his  party— sticks 
Ir.  Bush  in  confronting  Iraq  and  other  states  that  sponsor  ter- 
an,  crime  on  the  home  front  has  reached  pandemic  propor- 
i.  And  the  authorities  are  making  it  easier  for  criminals  to  pros- 
In  January  a  judge  freed  a  drug-addict-turned-professional- 
;lar  who  plies  his  trade  swinging  a  machete.  This  man  had  51 
ious  convictions.  The  judge  said  he  wouldn't  mete  out  a  prison 
3ice,  in  the  hope  the  miin  would  give  up  drugs  and  develop  his 
ioubted  talent  for  writing  poetry."  Nothing  was  said  about  the 
)w  whose  home  this  criminal  had  invaded  and  rifled, 
rhis  ultraliberal  approach  reflects  recent  directives  regarding 
encing  given  by  the  Lord  Chief  Justice,  Lord  Woolf,  and 
)rsed  by  the  political  head  of  the  law,  the  Lord  Chancellor, 

Irvine.  Woolf  directed  judges  not  to  send  first-time  and  some 
nd-time  burglars  to  jail  but  to  sentence  them  to  "community 
ce. "  Lord  Irvine  made  matters  worse  by  saying  on  the  radio, 
)n't  accept  that  people  are  disturbed  at  first-time  burglars  or 

second-time  burglers  not  going  to  prison. ...  I  don't  think 
)le  have  as  great  a  faith  in  prison  as  tabloid  newspapers  sug- 

This  view  was  immediately  contradicted  in  opinion  polls. 
Jurglary  accounted  for  16%  of  the  5.8  million  crimes  recorded 
ngland  and  Wales  for  the  12-month  period  that  ended  in 
smber  2002 — an  increase  of  8%.  For  every  1,000  people  there 

7  burglaries  a  year,  and  1  in  5  victims  have  been  burglarized 
e  than  once.  (My  house  has  been  hit  3  times.)  On  average 
;  are  314  burglaries  a  day  in  London.  The  police  solve  only 

of  these  crimes.  They  pretty  much  admit  that  crime  is  beyond 

control.  In  most  cases  when  a  break-in  is  reported,  the  police 
ine  their  actions  to  offering  sympathy  and  a  free  session  of 

ress  counseling."  Victims  report  burglaries  only  to  comply 

the  terms  of  their  insurance  policies,  but  insurance  compa- 


nies are  becoming  increasingly  reluctant  to  meet  burglary  claims. 
Premiums  are  rising  fast,  and  insurance  may  soon  become  impos- 
sible to  obtain  unless  applicants  install  fortresslike  security  devices. 
The  only  occasions  that  bestir  the  police  to  frenetic  activity  are 
when  the  household  interrupts  a  burglar  and  resists  him.  If  the 
burglar  is  hurt,  his  victim  is  invariably  charged  with  assault.  In  1999 
a  farmer  who  had  been  repeatedly  burglarized  and  had  received  lit- 
tle help  from  the  police  attempted  to  scare  two  burglars  he  had 
caught  in  the  act  by  threatening  them  with  his  shotgun.  In  the 
ensuing  struggle,  the  gun  went  off  and  one  of  the  intruders  was 
killed.  The  farmer  was  sentenced  to  life  imprisonment,  the  sentence 
later  reduced  on  appeal.  But  he  was  refused  early  release  by  the 
parole  board  on  the  ground  that  he  was  "a  danger  to  burglars." 

The  Slide  Down  the  Ideological  Slope 

When  a  society  abolishes  capital  punishment,  it  ceases  to  regard 
crime  as  a  moral  wrong  and  sees  it  as  merely  a  social  problem.  This 
opens  the  way  for  every  kind  of  theorist  and  ideological  reformer  to 
affect  the  laws  of  the  land.  When  Britain  replaced  capital  punish- 
ment for  murder  with  life  imprisonment,  the  parliamentarians  who 
had  urged  reform  insisted  tliat  "life  means  life."  Not  so.  Some  con- 
victed murderers  now  serve  as  little  as  seven  years.  And  many  mur- 
ders are  now  reclassified  as  "manslaughter,"  which  carries  a  lesser  jail 
term.  Last  year  there  were  886  murders,  an  unprecedented  number 
by  today's  standards.  One  of  the  most  closely  guarded  secrets  is  the 
number  of  murders  coinmitted  by  convicted  killers  who  have  been 
released  from  "life"  sentences.  That  number  is  perhaps  100,  or  more. 

The  authorities  claim  the  police  are  overworked.  But  only  30% 
of  police  time  is  devoted  to  crime — the  rest  is  spent  on  filling  out 
forms,  "community  work,"  giving  lectures  to  children  on  the  evils 
of  racism  and  performing  other  such  tasks  beloved  by  liberals. 

As  a  result  of  pressure  groups,  more  activities  are  being  labeled 
as  crimes.  The  government  has  spent  more  time  on  banning  fox- 
hunting than  on  crime  control.  A  growing  proportion  of  police 
time  is  being  devoted  to  prosecuting  supposed  pedophiles  who  have 
used  the  Internet.  Thousands  of  names  have  been  given  to  British 
authorities  by  the  FBI — all  are  being  investigated.  At  the  same  time 
an  enormous  new  campaign  has  been  launched  by  Scotland  Yard  to 
deal  with  so-called  hate  crimes,  most  of  which  constitute  spoken 
words  that  the  politically  correct  claim  are  offensive  to  minorities. 

The  treatment  of  crime  in  Britain  shows  a  historic  shift  away 
from  the  protection  of  life  and  property  toward  the  pursuit  of 
ideological  ends.  This  is  one  of  the  reasons  I  advise  young  peo- 
ple nowadays  to  immigrate  to  the  U.S.  F 
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Paul  Johnson,  eminent  British  liistorian  and  author,  Lee  Kuan  Yew,  senior  minister  of  Singapore:  and  Ernesto  Zedillo,  director,  Yale  Center  for  the 
Study  of  Globalization,  former  president  of  Mexico,  periodically  write  this  column  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger.  To  see 
past  Current  Events  columns,  visit  our  Web  site  afwww.forbes.com/currentevents. 
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Introducing  the  BlackBerry'"  handheld  with 
a  built-in  phone  fronn  T-Mobile.  Now  you 
can  send  and  receive  company  e-mail  and 
make  phone  calls  wherever  you  go.  All 
because  we  have  the  world's  largest  all- 
GSM/GPRS  wireless  netv,  -k,  See  for  yourself 
at  t-mobile.com  or  call  1-866-GO  4  TMOBILE. 


■T  ■  -Mobile 


You  knew  you'd 
rule  the  world 
someday. 


Get  mot 


■n  life 


T-Mobil«  Is  a  fBgistered  uadamatk  ot  Deutsc'ie  laukom  AG  ThB  RIM  and 
BlackBeny  Families  of  related  martts.  images  and  symtx>lE  ,ve  «ie  wdusive  prop- 
erties o(  and  Irademarte  ol  Research  In  Monon  Limiti>!  -  vjsad  by  pemiission. 


BLACKBE 


IQITAL  RULES 

Rich  Karlgaard,  publisher 


Wi-Fi,  Microsoft,  Services 


YOUR  HOME  "WI-FI"  WIRELESS  DATA  NETWORK  YET?  OUR 
ilv  took  the  plunge.  The  installation  dance  with  SBC  was 
iful — more  on  that  in  a  moment — but  the  setup  has  been 
md  humming  for  two  months  now.  It  works  splendidly.  No 
ing.  It  has  made  our  lives  better.  We  love  it. 
\t  our  house  we  have  kids,  ages  6  and  10. 1  tell  you  this  only 
a\'  of  saying  I  ha\'e  watched  Monsters,  Inc.  and  Big  Fat  Liar 
ly  more  times  than  I  watched  Animal  House  when  I  was  in 
!ge — and  I  watched  Animal  House  enough  to  know  every  line. 
Mow  on  a  rainy  Sunday  afternoon,  when  my  son  pops  Mon- 
,  Inc.  into  the  DVD  player  for  the  28th  time,  I  don't  feel  any 

to  depart  the  room.  I  settle  back  into  my  lounge  chair,  prop 
low  on  my  lap  and  fire  up  the  laptop.  I  can  browse  the  Net  at 
ds  between  200  and  300  kilobits  per  second.  (The  speed  gov- 
)r  is  not  Wi-Fi  but  the  phone  company's  DSL  line  into  the 
se. )  If  the  weather  cooperates,  I'll  move  untethered  to  the 
cyard,  surf  Forbes.com  and  watch  the  kids  dig  tor  worms. 
Ml  this  comes  for  $50  a  month  and  $300  in  setup  costs. 
The  painful  part?  Getting  our  local  Big  Phone  Co.  to  meet  us 
ur  house,  then  overcoming  the  first-attempt  screwups  ... 
nd-attempt  ...  third-attempt  ...  which  result  in  the  usual 
'  tango  with  a  big  institution.  We  spent  a  week's  labor  in 
ing  appointments,  holding  on  the  phone,  etc.  We  are  thrilled 

the  results.  During  the  setup  we  were  stroke  candidates. 

estors  Want  Growth 

Microsoft  declares  a  dividend,  and  the  market  bellyflops — six 
i  out  of  seven.  My  take?  Investors  say  they  want  dividends, 
y  want  growth.  Likewise,  I  dream  of  watching  Kathleen 
ler  cavort  naked  on  stage.  When  the  event  happens,  I  regret  it. 
America's  hope  of  a  vibrant,  growing  Microsoft  has  been 
ed  •. . .  maybe  forever.  You  can't  view  Microsoft  in  quite  the 
e  way  now.  Not  when  Bill  Gates  and  Steve  Ballmer  figure 
have  little  better  to  do  with  spare  cash  than  to  give  it  back  to 
Vhen  Gates  thinks  you  and  I  are  better  capitalists  than  he  is, 
's  a  bad  day  for  America. 

>ure — any  tax  cut  is  a  good  tax  cut.  But  the  President's  plan, 
ered  on  dividends,  is  about  the  least  effective  pro-growth 
r  one  could  pull.  I'm  sorry  to  see  Microsoft  go  along  with  it. 
vidend  tax  cut,  without  a  matching  cut  in  capital  gains,  tilts 
y  fi-om  entrepreneurs  and  tomorrow's  technology.  It  asks 
stors  to  pour  money  into  a  time  machine  . . .  back,  back, 
; . . .  into  Coca-Cola,  coal-burning  power  plants  and  copper- 
'  phone  monopolies.  Companies  on  the  cutting  edge  of 
nology  almost  never  pay  dividends,  which  is  why  the  market 
id  Microsoft's  nod  toward  them. 
Conservatives  and  supply-siders  who  should  know  better  are 


buying  the  Bush  plan  on  the  grounds  that  it  will  spur  economic 
growth.  Oh?  From  where  does  growth  come?  New  industries,  new 
millionaires  and  new  jobs  don't  normally  come  from  big,  mature, 
dividend-paying  companies.  It's  the  obscure  entrepreneurs  who 
engage  in  the  risky  work  of  inventing  tomorrow's  growth  indus- 
tries who  pave  the  path  of  America's  economic  future.  Railroad 
barons,  with  all  their  capital,  somehow  missed  the  automobile. 
IBM  didn't  invent  the  personal  computer.  AT&T  had  a  chance  to 
buy  the  Internet  in  1972  and  balked.  Woolworth  didn't  hatch 
Wal-Mart.  The  geniuses  at  Bell  Labs  failed  to  see  Cisco. 

Are  we  so  afraid  of  repeating  the  dot-com  and  telecom  bub- 
bles that  we've  written  off  entrepreneurs  for  a  generation?  That 
would  be  a  tragedy.  It's  terribly  tragic  that  the  President's  plan 
may  institutionalize  this  bias. 

Yes,  most  entrepreneurs  do  fail,  and  in  doing  so  apparently 
flush  capital  down  a  hole.  I  say  "apparently"  because  entrepreneurs 
stimulate  growth,  whether  they  succeed  or  not.  In  failure  entrepre- 
neurs push  larger,  slower-adapting  companies  to  keep  pace  and 
step  up  their  productivity  game.  Busted  entrepreneurs  also  educate 
the  next  round  of  entrepreneurs  . . .  i.e.,  Osborne  begat  Compaq. 

If  America  wants  growth,  we  need  tax  cuts  that  will  stimulate 
risk-takers  in  technology  and  entrepreneurship.  I'm  not  arguing 
for  targeted  breaks.  I'm  asking  for  one  cut.  Tax  capital  gains  at  the 
same  rate  as  dividends  ...  preferably  zero.  Or  tax  both  at  10%. 
The  point  is,  make  it  neutral.  Don't  favor  the  past  over  the  future. 

China,  of  all  places,  now  has  a  zero  tax  rate  on  cap  gains. 
Faster  than  anyone  wants  to  admit,  China  is  stealing  the  entre- 
preneurial march  on  the  U.S. 

Services — Silver  Bullet? 

Who  has  pricing  power  today?  Answer:  few  companies  that  sell 
products.  Can  services  save  you? 

Questions  we  must  grapple  with:  What  services  models 
could  work  for  our  companies?  What  are  the  factors  for  success? 
Because  services  touch  customers,  can  we  reliably  outsource 
services  to  cheap-labor  countries  such  as  India?  How  should  we 
think  about  governance  and  management  of  services?  Should 
services  pay  for  themselves  right  away,  or  be  run  as  loss  leaders 
until  profitable?  Do  we  risk  the  loss  of  our  manufacturing  edge? 

On  questions  such  as  these  hangs  the  future  of  many  U.S. 
companies.  Some,  notably  IBM,  have  turned  the  trick.  So  has 
CNF  (the  old  Consolidated  Freightways),  which  has  moved 
from  long-haul  trucking  to  fancy  transportation  logistics.  But 
most  will  struggle  to  get  it  right.  Send  me  your  services-migra- 
tion war  stories,  good  or  bad,  at  the  e-mail  address  below.       F 


{ T-tVlfl^liC  I  Visit  Rich  Karlgaard's  home  page  at  www.farbes.com/karlgaard 
^^Z^^^i^  I  or  e-mail  him  at  publisher@forbes.CDm. 
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For  more  financial  stats,  go  to  www.forbes.com/makers. 


In  the  Rough 

IF  BUSINESS  WERE  LIKE  GOLE  CALLA\VAY 
would  call  a  mulligan.  Golf  product  sales 
have  faded  amid  hard  times.  And  CAL- 
LAWAY  GOLF  (12,  ELY),  despite  a  record  as  a 
fine  innovator  (it  introduced  the  first  suc- 
cessful far-driving  titanium  clubs),  has 
problems  of  its  own  making. 

Earnings,  tumbling  since  2000,  are 
expected  to  nudge  up  when  2002  num- 
bers are  released — from  84  cents  to  an 
estimated  SI  per  share — through  the 
good  graces  of  some  indulgent  though 
legal  accounting.  In  November  Callaway 
canned  KPMG,  which  objected  to  its  plan 
to  fatten  what  would  have  been  a  red-ink 
third  quarter  by  16  cents  per  share  (to  a 
reported  EPS  of  11  cents),  and  hired  a 
more  obliging  Deloitte  &  Touche. 

This  all  revolved  around  Callaway's  S3  5 
miUion  warranty  reserve  fund  for  returns  of 
defective  products.  Sa\Tng  returns  were  low, 


Calla\vay  wished  to  shrink  the  fund  by  SI  7 
million  and  restore  this  sum  to  the  Sep- 
tember period's  earnings.  KPMG  wanted 


Callaway  to  spre 

the  S17  million  o\, 

prior  quarters.  Q 

away  argued  that  t 

KPMG  approach  v 

needed  only  if  it  h 

committed  an  error  in  setting  up  t 

fund — and  that  a  change  in  retu 

estimates  wasn't  an  error. 

Another  problem:  a  laws* 
claiming  it  stole  the  design  for  t 
hot-selling  Two-Ball  Putter.  (Cal 
way  says  it  bought  the  design  f 
and  square  from  another  parti 
And  even  the  luster  of  celebrity  c 
dorsers,  including  top  golfer  Ann 
Sorenstam,  are  little  help  agai. 
new  rival  Nike,  whose  high-t< 
products  and  spokeschampion  Ti 
Woods  are  luring  customers.  Short  Ca : 
way,  cover  at  $5.     — Christopher  Heht 


Broadband  Bet 

im^ESTING  IN  A  HUMBLED  INTERNET 

highflier  like  LEVEL  3  COMMUNICATIONS  (5, 

LVLT)     may    sound 

nuts.    But    Warren 

Buffett  sees  Level  3  as 

a  winner  once  tech 

revives.  Last  summer 

he  led  a  S500  million 

infusion  of  capital 

into  the  company. 

Consolidation  is 
coming  in  the  broadband  arena,  and 
Level  3  is  making  cheap  acquisitions  to 
position  itself  for  better  times.  It  is  buy- 
ing fellow  network  owner  Genuity  out 
of  Chapter  1 1.  And  although  Level  3 
burned  through  SI 3  billion  to  build  its 
20,000-mile  fiber-optic  network,  heavy 
capital  spending  is  over.  Andrew 
Schroepfer,  president  of  Tier  1  Research, 
expects  the  company  to  get  by  for  the 
next  two  years  on  its  $1  biiHon  in  cash. 
After  all,  it  does  retain  blue-chip  clients 
like  AOL  Time  Warner  and  Microsoft. 
With  some  luck  it  will  see  a  rise  in  out- 
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sourcing  and  inherit  customers  from 
some  of  its  own  clients,  like  WbrldCom, 
as  their  contracts  expire. 

Wrapping  up  its  fourth  unprofitable 
year  and  way  down  from  its  SI 30  high  in 
2000,  this  company  is  cheap,  if  risk\'. 

— Emily  Lambert 

Sand  Shoveler 

MOST  OIL  PRODUCERS  PUMP  BLACK  GOLD 
ft'om  a  well.  Simcor  extracts  it  fi-om  Cana- 
dian oil  sands,  scooping  up  400  tons  at  a 
time  into  huge  dump  trucks.  Based  in 
Alberta,  SUNCOR  ENERGY(I7,  SU)  is  one  of 
North  America's  lowest-cost  oil  producers. 

Unlike  most  oil  outfits,  Simcor  doesn't 
have  to  worn,'  about  risky  exploration  or 
shipping  crude  fi^om  hot  spots  like  the  Per- 
sian Gulf  Its  2.4  bil- 
lion barrels  of  reserves 
will  keep  it  going  for 
25  years — even  after 
Suncor  boosted  pro- 
duction 53%  in  2002. 

Louis  Gagliardi, 
of  industry  research 


firm  John  S.  Herold,  likes  Suncor's  abilit 
generate  plenty  of  cash  to  expand  opi 
tions  while  paying  down  debt.  Net  incc 
doubled  last  year  to  $485  million.  The  st 
trades  at  16  times  trailing  earnings.  — ( 

Ya  Gotta  Eat 

THE  SLOW-GROWTH  ECONOMY  IS  > 
Stopping  folks  ft^om  eating  out — good  r 
for  wholesale  food  distributors.  The  big| 
SYSCO  (2a  SYY),  has  415,000  customers 
eluding  restaurants, 
hospitals  and  schools. 

Sysco  increased 
sales  12%  to  SI 2.8  bil- 
lion in  the  first  half 
Profits  impro\'ed  14% 
to  S367  million,  even 
as  Sysco  grappled  with 
\olatile  food  prices. 

Sysco  trades  at  a  high  26  times  tra 
earnings.  But  Andrew  P.  Wolf,  analy 
BB&T  Capital  Markets,  says  there  is  pi 
of  room  for  growth.  In  January  S 
won  a  contract  as  exclusive  distributo 
Starbucks  coffee.  — Daniel  Ki 


<« 
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Attempt  by  certain  large 
vendors  to  shove  their 
proprietary  technology  solutions 
down  your  enterprise. 


3dy  have  an  infrastructure.  You  don't  want  someone  selling  you  a  new  one.  But  you  need  to  get  all  those  different  systems  working  together.  So  talk  to  us. 
and  breathe  mixed  environments.  That's  why  our  Nterprise'"  solutions  are  just  what  you  need.  Scalable.  Reliable.  Always  available.  Our  consultants 
tners  have  years  of  real-world  experience  getting  diverse  systems  to  play  ball  together.  So,  to  get  your  diverse  systems  working  towards  a  common 
"eating  revenue— call  us  at  1-800-716-2400  or  visit  http://www.novell.com/nterprise.  @WE    speak   your    language. 


Novell 


ell.  Inc.  All  rights  reserved.  Novell  is  a  registered  trademark  and  Nterprise  is  a  trademark  of  Novell,  inc.,  in  the  United  States  and  other  countries 


ON  MY  MIND 


By  Etta  Kralovec,  vice  president  for  learning  at  training  and  development  corporation,  a  nonprofit 

lOB-TRAINING  GROUP;  AUTHOR  OF  SCHOOLS  THAT  DO  TOO  MUCH. 


No  More  Pep  Rallies! 

Want  to  improve  education?  Privatize  extracurricular  activities. 


EVERYONE  AGREES  THAT  Vi^E'VE  GOT  TO  IMPROVE  ACADEMIC 
achievement  in  America's  public  schools.  So  why  is  it  that 
school  districts  distract  students  from  core  academics  with  a 
barrage  of  activities — everything  from  field  hockey  to  music, 
drama,  debating  and  chess  teams?  And  there's  more:  Drug  ed- 
ucation and  fundraising  eat  away  at  classroom  time.  All  man- 
ner of  holidays,  including  Valen- 
tine's Day,  get  celebrated  during 
the  school  day,  as  well  as  chil- 
dren's birthdays.  These  diver- 
sions are  costly.  They  consume 
money  and  time. 

Here's  a  bold  proposition: 
Privatize  school  sports  and  other 
extracurricular  activities,  and  re- 
move all  but  basic  academic 
studies  from  the  classroom. 
Sound  like  sacrilege?  Look  at 
what  these  extras  really  cost. 

School  budgets  include  a  sec- 
tion that  appears  to  cover  the 
costs  of  all  extracurricular  activ- 
ities. But  when  a  school  board 
member  and  I  did  a  full  analysis 
of  the  $4.8  million  budget  of  our 
public  high  school  on  Mount 
Desert  Island,  Me.,  we  found 
that  the  listed  costs  were  the  tip 


of  the  iceberg. 

Embedded  in  other  line 
items  were  the  maintenance  of  the  field  and  gym,  insurance  for 
sports  teams,  transportation  to  away  games,  the  school  doc- 
tor's salary,  the  standby  ambulance  mandated  for  home  games 
and  compensation  for  teachers  who  double  as  sports  coaches. 
(Not  to  mention  that  teachers  who  coach  often  hold  only 
morning  classes  and  spend  the  rest  of  their  days  on  sports.) 
Our  study  revealed  that  while  5%  of  the  school  budget  offi- 
cially falls  in  the  nonacademic  section,  when  we  factored 
in  all  of  the  real  costs,  the  number  was  closer  to  10%,  or 
$480,000. 

At  a  recent  school  board  meeting  in  Searsport,  Me., 
parents  were  astonished  to  learn  that  the  school  spent 
$50,000  fixing  the  ball  field  becau  ;e  game  officials  said  they 
wouldn't  officiate  there  if  the  field  wjsn't  repaired.  Parents  re- 
minded the  board  that  the  previous  year  the  school  had  sent 
seven  members  of  the  golf  !?.uti  in  a  72-passenger  bus 
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"There's  no  question  that  the  focus  on  sports 

saps  the  time,  attention  and  energy  that 

students  should  put  into  academics." 


to  a  golf  tournament  100  miles  away.  Last  year  70%  of  d 
students  at  that  school  barely  met  standards  in  math  an 
reading. 

The  culture  of  sports  that  exists  in  many  American  big 
schools  has  a  cost  that  can't  be  measured  in  budget  nun 
bers.  Time  off  for  pep  rallies,  homecoming  week  and  trav, 

to  away  games  are  all  su|| 
ported,  if  not  encouraged, 
teachers,  principals  and  peei 
There's  no  question  that  tb 
focus     on     sports     saps 
time,  attention  and  energy  th 
students     should     put     in 
academics. 

The  U.S.  is  the  only  indust 
alized  country  where  compe 
tive  athletics  and  extensive  e 
tracurricular     offerings 
sponsored  and  paid  for  by  tj 
public   school   system.  Wl 
would  happen  if  we  held 
school  programs  to  a  simj 
standard — that  they  must  cc 
tribute    to    reading,   writii 
mathematics,  science  and  h 
tory,  as  defined  by  state  learn 
standards? 

The  extracurricular  activit 
now  deemed  central  to  the  it 
sion  of  public  schools,  woi 
have  to  be  sponsored  by  other  institutions  and  organizatic 
Get  businesses,  religious  organizations,  the  YMCA  and 
Scouts  to  take  responsibility  for  competitive  sports  and  ot 
extracurricular  activities. 

Moving  these  programs  out  of  public  schools  and  into 
community  would  not  reduce  their  positive  impact.  Rati 
extracurricular  activities  could  play  a  larger  role  in  the  lifi 
our  towns  and  neighborhoods. 

Schools  are  asked  to  do  too  much  and  end  up  doing 
little.  We  have  all  heard  about  how  difficult  it  is  to  f 
leaders  to  run  the  nation's  schools.  It's  not  surprising.  'We 
principals  to  raise  standards  in  mathematics,  literacy; 
science,  even  while  they  must  manage  an  elabo) 
physical  plant  that  serves  as  a  community  theater,  sports  ai 
and  orchestra  hall.  Learning  the  basics  is  often  only  a  by-pi 
uct  of  our  public  education  system. 


That  board  youVe  sitting  on? 

The  company's  going  down  the  tubes. 

Will  your  personal  assets  go  down  with  it? 


m 


\. 


It's  Chubb. 


Or  it's  Chance. 


roducing  Personal  Directors'  Liability  Insurance  from  Chubb,  Today,  with  more  corpoi'ations  than  ever  facing 
ubied  business  waters,  plaintiffs  are  not  just  seizing  company  assets;  they're  going  after  individuals  as  well. 
d  board  members  have  become  exceedingly  vulnerable.  Chubb's  new  PDL  Insurance  is  your  coverage, 
t  the  company's.  You  can  take  it  with  you.  And  it  can  cover  you  for  all  the  boards  you  serve  on.  It's  innovative 
i/erage  from  the  company  whose  integrity,  worldwide  resources  and  claims-paying 
)utation  are  second  to  none.  In  today's  perilous  business  climate,  it  makes  good  sense  to 
/e  the  backup  you  need  to  protect  what's  yours.  Otherwise,  everything  you've  worked 
could  go  down  the  drain.  For  more  information,  contact  your  local  Chubb  agent  or  broker. 

JBB  SPECIALTY  INSURANCE:  EXECUTIVE  PROTECTION  •  FINANCIAL  INSTITUTIONS  •  HEALTH  CARE  -  PROFESSIONAL 


c 


b  reisrs  to  the  insurers  of  the  Chubb  Group  of  Insurance  Companies.  Actual  coverage  is  subject  to  the  language  of  the  policies  as  issued.  Chubb,  82  Hopmeadow  St.,  Simsbury,  CT  06070-7683 
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explorers 
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When  NASA  wanted  to  upgrade  its 
network,  hp  retooled  the  infrastructure, 
outsourced  IT  management  and  installed 
HP  OpenView™  to  monitor  the  network 
for  failures  before  they  occur.  Now 
NASA  can  spend  more  time  on  its  real 
mission.'  to  explore,  discover  and  inspire. 
wwv/.hp.com/plus_explorers 


=:::  everything  is  possible 


'2  Hewlett-Packard  Company,  everything  impossible  is  a  service' mark  of  Hewlett-Pockan 
any.  Other  company,  product  and/or  seiS^e  names  and  symbols  mentioned  herein  are 
narks  and  are  the  property  of  their  respecffVe  owners.Jf 


•^, 


jf  FedEx,  the  very  model  of  corporate  efficiency, 
always  looks  for  new  ways  to  improve 
service,  hp  fielped  FedEx  IT  managers  deploy 
HP  OpenView,'"  whicfi  lets  them  identify  and 
correct  potential  issues  quickly  and  simply. 
The  result  is  a  smoothly  running  operation  that 
produces  happy  customers  from  Memphis  to 
Monaco— not  to  mention  Mexico,  Morocco  and 

I    Martinique,  www.hp.com/plusjedex 


=  everything  is  possible 
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Hewlett-Packard  Company.  Other  company,  produc 


mark  or  FedertirE)itp're5s  Corporalion.  everything  is  possible  is  a  service  mark  tif' 
tentioned  herein  are  trademarks  and  are  the  property  of  their  respective  owners. 


FOLLOW-THROUGH 


OCTOBER  8,  2001 


He's  Got  Game 


Flashbacks 


WM9.9B^cl 


PEOPLE  IN 


SINCE  OUR  COVER  STORY  ON  ROBERT  JOHN- 

son,  the  billionaire  founder  and  chief  of 

Black  Entertainment  Television  has  become 

the  first  African-American  to  have  majority 

ownership  in  a  major  league  sports  team. 

In  December  Johnson  agreed  to  pay  $300 

million  for  a  new  National  Basketball 

Association  franchise  in  Charlotte,  N.C. 

Johnson  beat  out  a  consortium  of  suitors 

that  included  NBA  legend  Larry  Bird. 

Meanwhile  BET,  which  Johnson  sold 
to  Viacom  for  $2.9  billion  shortly  before 
our  story  ran,  continues  to  simultane- 
ously enjoy  success  and  garner  criticism. 
Its  daily  music-video  countdown, 
106  &  Park,  has  repeatedly  beaten 
MTV's  similar  offering  in  the  ratings. 
But  the  recent  decision  to  cancel  some  of  BET's  news  and  public  af- 
fairs shows  outraged  kibitzers  who  have  long  complained  that  the  network 
lacks  substantive  programming.  With  plans  to  tap  into  those  disenchanted 
viewers,  cable  giant  Comcast  just  announced  a  partnership  with  urban  radio 
station  owner  Radio  One  that  will  launch  a  new  African-American-oriented 
cable  channel  later  this  year.  — Brett  Pulley 

SEPTEMBER  30    7002 


How  - 
firslSlbillion- 

myway- 


Changing  Its  Strypes 


FIVE  MONTHS  AGO  WE  REPORTED  THAT  THE  INTERNAL  REVENUE  SERVICE 
was  going  after  a  tax  trick  popular  on  Wall  Street.  IRS  field  agents  were 
demanding  that  Ciber  Chief  Executive  Bobby  G.  Stevenson  pay  taxes  on  an 
$82  million  stock  gain.  In  a  deal  with  Merrill  Lynch,  Stevenson  was  able  to 
lock  in  gains,  and  not  be  taxed  until  he  handed  over  the  shares.  But  in  Jan- 
uary the  IRS'  top  lawyers  issued  a  so-called  revenue  ruling  that  effectively 
overrules  the  agents  and  blesses  the  technique,  which  uses  convertible  securi- 
ties with  acronyms  such  as  Strypes,  Decs  and  Traces.  "This  ought  to  call  off 
the  dogs,"  exults  Lehman  Brothers  tax  expert  Robert  Willens. — Janet  Novack 

NOVEMBER  26,  2001 


Pop  Corn 


A  LITTLE  OVER  A  YEAR  AGO  WE  LOOKED  AT  THE  EFFORTS  BY  A  JOINT  VENTURE 
between  Cargill  and  Dow  Chemical  to  make  plastic  out  of  corn.  At  the  time 
the  venture  had  just  begun  producing  polylactic  acid,  made  from  fermented 
corn  sugar.  Since  our  story,- Cargill  Dow  has  sold  140  million  pounds  of  PLA 
to  companies  like  disposable  plastic  maker  Wei  Mon  Industries  in  Taiwan, 
which  has  used  it  to  manufacture  everything  from  yogurt  cups  to  deli  trays. 
Now  Cargill  Dow  is  making  a  fiber  from  PLA  called  Ingeo.  Eighty-six  textile- 
makers  have  signed  on  to  sell  clothes  and  bedding  spun  from  the  stuff.  Cargill 
Dow  says  the  venture  is  on  track  to  be  profitable  in  2004.    — Jonathan  Fahey 
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85  YEARS  AGO  IN  FORBES/FEBRUARY  2,  1918 

To  Give  Is  Better  Young  men  shoulc 
accumulate  money;  old  men  should  distribute  It 
The  way  some  rich  old  fellows  squeeze  the  pen 
nies  has  often  made  me  sad.  I  know  millionairen 
with  one  foot  in  the  grave  whom  it  positivef 
hurts  to  spend  a  quarter.  They  will  haggle  arJ 
quarrel  sickeningly  to  beat  down  tradespeopH 
and  others  in  matters  involving  the  mos 
picayune  sums.  They  will  scheme  and  plan  ti 
get  the  better  of  everybody  with  whom  thei' 
have  any  dealings.  Some  of  us  who  occasionally 
indulge  in  giving  an  old  woman  a  five-cent  piec 
for  a  one-cent  newspaper  are  accounted  fool 
by  these  old  misers.  I  have  often  wondere 
what  they  expect  to  get  out  of  it  all.  What  a  glc 
rious  lot  of  fun  they  miss! 

45  YEARS  AGO  IN  FORBES/DECEMBER  15,  I9s| 

Color  My  World  Cleveland  s  Sherwir  | 
Williams  Co.  has  never  been  much  for  publicit 
Nor  has  it  had  much  use  for  the  curren 
corporate  fad  of  diversification.  In  far 
it  has  gone  out  of  its  way  to  avd 
both.  But  if  Sherwin-Williams  is  se 
dom  mentioned  on  Wall  Street,  it 
certainly  not  because  the  compat 
has   anything  to   hide.   As  tl 
world's  largest  manufacturer 
paints,  Sherwin-Williams  hi 
boosted  profits  in  every  sinf 
year  since  1952,  even  durii 
recessions. 

There  was  a  downward  blip 
2001.  but  earnings  per  share  have  quadrupl 
over  the  last  15  years. 

25  YEARS  AGO  IN  FORBES/OCTOBER  30.  191 

SChWOPpedAWSy  Cadbury  Schweppi 
main  product  line  is  candy,  which  showet 
mouth-watering  45%  jump  in  profits  last  y< 
in  the  big  U.K.  market  despite  a  75%  hike  in  i 
vertising  expenditures....  Managing  Direc 
Basil  Collins  hanker[s]  after  those  gre 
Yankee  pastures  where  he  fared  so  well 
the  past. 

In  December  Cadbury  Schweppes  announce' 
would  buy  Pfizer 's  candy  business,  Ada 
Confectionery,  for  $4.2  billion. 


reach 


AVAyA 


a  higher  plane 
of  communication 


PRESSES  CANT  STOP  when  a 
)aper  moves  to  IP  telephony.  So 
eattle  Times  tapped  Avaya  for  a 
>erformance  voice  and  data  network 
iable  as  voice  alone. 
3  state  of  Avaya,  you  get  to  IP  telephony 


'   on  your  own  path,  at  your  own  pace.  And 

here's  the  really  big  news:  for  the  cost  of  a 

standard  PBX  upgrade.  Avaya  Enterprise  Class 

IP  Solutions  (ECLIPS),  powered  by  Avaya 
i 
I   MultiVantage™  Software,  are  standards-based. 

They're  open  to  evolving  your  existing 


P   Tel ephony 


Contact   Centers 


network.  They'll  even  play  nice  with  your 
multi-vendor  environment.  The  Seattle  Times 
saved  over  $180,000  in  related  costs  the 
first  year  alone.  Without  missing  a  deadline. 
Visit  avaya.com/ip  to  access  our  ROI  tools  for 
IP  telephony.  Or  call  866-GO  AVAYA. 


Unified   Communication 


Services 


Seattle  Time&  goe& 
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FOR  COST  OF  PBX  UPGRADE! 


Read  all  about  it  in 


OF  AVAYA. 


^aya  Inc.  All  Rights  Reserved. 

Ava^  Logo,  and  all  tracemarks  identified  by  ®  or  '*•  are  trademarks  ot  Avaya  Inc.  and  rrs' 
•ed  in  certain  jurisdictions-  A!)  other  trademarks  are  the  property  of  their  respective  oat  : 


OIITFRONT 


www.forbes.cc 


DAVID  N.  SIEGEL,  CHIEF  OF  US  AIRWAYS  GROUP,  THE  NATION'S  SEV- 
enth-largcst  carrier,  is  leading  a  revolution  that  may  change  the 
airline  industry  forever — by  challenging  its  most  powerful  union. 
He'd  be  loath  to  say  so.  His  main  job,  in  the  1 1  months  he  has 
spent  as  chief  executive,  has  been  to  turn  around  this  seeming  bas- 
ket case,  which  suffered  a  16%  drop  in  business  since  Sept.  11,  a 
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Chapter  1 1  filing  in  August,  delisting  from  the  NYSE  (shares  1 
over-the-counter  for  22  cents),  an  estimated  $1.2  billion  los: 
year  on  revenue  of  $6.6  billion  and  a  fresh  defeat  in  the  Sena 
a  plan  to  extend  payments  to  its  pension  fund  by  23  years. 

And  yet  the  41 -year-old  veteran  of  Continental  Airlines, 
Rent  A  Car  and  Northwest  Airlines  is  upbeat.  "I've  never 


e  optimistic,"  he  says.  "It's  a  fresh  start  for 
ompany." 

s  it  ever.  Yes,  Siegel  has  done  the  predictably 
xl  things  to  right  the  carrier,  due  to  emerge 
bankruptcy  in  N  larch.  He  has  restructured 
illion  in  on-  and  off-balance-sheet  debt, 
ed  pink  slips  to  3,700  workers,  slashed  the 
from  417  to  279  large  jets,  increased  the 
le's  load  factor — the  fraction  of  available 
paid  for — 2.1  percentage  points  to  71% 
dropped  the  cost  per  available  seat  mile  to 
nts  from  12.2  cents  the  year  before.  But  he 
succeeded  where  nearly  everyone  else — at 
irways  or  at  any  other  carrier — has  failed 
re:  in  persuading  surviving  employees  to 
S 1  billion  a  year  in  wage  and  benefit  cuts. 
;el  himself  took  a  20%  pay  cut  and  passed 
$750,000  bonus.)  More  specifically,  he  has 
ed  a  vertebra  in  the  strong  back  of  the  Air 
Pilots  Association  (  ALPA),  which  represents 
X)  pilots  nationwide.  With  huge  reluctance 
I's  4,059  pilots  have  accepted  average  wage 
of  32%  to  40%. 

f  it  can  happen  at  US  Airways,  can  bank- 
UAL  (United)  and  financially  lame  AMR 
erican)  be  far  behind?  Siegel  is  unapolo- 

"\Ve  either  have  a  cost  structure  where 
lake  money  or  we  go  away,"  he  says.  As  a 
t  of  those  concessions  and  across-the- 
d  cutbacks,  this  optimistic  boss  believes 
irways  will  book  a  profit  in  2004. 
liegel  seems  to  have  won  over  his  people 
gh  amiability,  straight  shooting  and  steel- 
• — a  bit  like  his  Hollywood  hero,  Arnold 
/arzenegger  He  constantly  talks  to  people, 
only  across  the  negotiating  table  but  at 
outs,  in  hallways  and  break  rooms.  He  flies 
e  cockpit  jump  seat  discussing  work  rules 
?ay  issues  with  pilots.  "Dave  is  not  one  of 
CEDs  who  leaves  by  the  side  door  to  avoid 
oyees,"  says  David  Bronner,  chief  executive 
e  Retirement  Systems  of  Alabama,  the  pen- 
ilind  providing  $500  million  in  interim  fi- 
ing.  Patricia  Friend,  international  presi- 
of  the  Association  of  Flight  Attendants, 
Siegel  is  "doing  the  best  he  can  with  a  bad 
tion." 

better  than  that,  he  has  exploited  the 
nturn  to  extract  unprecedented  conces- 

especially  from  pOots.  Within  a  month 
king  over  last  March,  Siegel  was  able  to 
lade  union  leaders  that,  on  its  then-cur- 
course,  the  airline  would  run  through  $1 
»n  in  cash  within  1 2  months  and  proba- 
ind  no  lender  willing  to  provide  more. 


"The  unions  were  shocked,"  says  John  Luth,  a 
financial  adviser  to  the  airline.  "No  one  had 
put  it  in  these  terms  before." 

With  candor  came  toughness.  In  June, 
Siegel  and  Senior  Vice  President  Jerrold  A. 
Glass  negotiated  a  deal  with  the  pOots  dubbed 
"jets  for  jobs."  Pilots  laid  off  from  mainline 
jets  would  be  offered  half  the  new  openings 
for  pilots  on  regional  jets  (50  seats),  now 
flown  by  affiliates  under  US  Airways'  colors. 
They  will  be  hired  first  for  all  new  pilot  jobs  at 
US  Airways'  new  regional  affiliate.  Made  by 
Bombardier  and  Embraer,  these  little  jets  are 
quieter  and  more  fuel-thrifty  than  US  Airways' 
aging  turboprops.  They  will  make  it  econom- 
ical for  the  airline  to  continue  flying  to  places 
like  Omaha,  Madison,  Wis.  and  Mobile,  Ala. 

Pilots  are  not  thrilled:  A  first-year 
regional-jet  captain  gets  $51,000  for  a  work 
schedule  that  has  him  in  the  cockpit  for  1,020 
hours  a  year.  That  compares  with  $193,000 
for  a  12-year  captain  flying  an  Airbus  A330 
(who  was  making  up  to  $336,000  six  months 
ago).  A  pilot  who  is  laid  off  and  rehired  at  a 
regional  starts  at  the  bottom. 

The  pay-cutting  started  in  July  when  US 
Airways  was  awaiting  word  on  its  $  1  billion  fed- 
eral loan  guarantee  application.  First  officers  on 
A330  jets  were  cut  from  $229,000  to  $143,000; 
on  Boeing  737s,  from  $152,000  to  $1 1 1,000. 
Three  days  before  filing  for  Chapter  1 1  on  Aug. 
1 1 ,  2002,  grumbling  pilots  agreed  to  a  six-and- 
a-half-year  virtual  freeze  on  wages,  save  cost- 
of-living  allowance.  Two  days  after  United  filed 
for  bankruptcy  on  Dec.  11,  2002,  US  Airways 
pilots  okayed  a  second  round  of  wage  give- 
backs,  averaging  8%.  "These  were  done  under 
threat  of  liquidation,"  says  Roy  Freundlich, 
spokesman  for  the  US  Airways  unit  of  ALPA. 

"Everyone  has  had  to  make  sacrifices,  and 
the  pain  has  been  enormous,"  says  Siegel. 
More  torment  is  to  come.  Yet  to  be  resolved  is 
$3.1  billion  in  pension  liabilities  affecting 
7,000-plus  employed,  furloughed  or  retired 
pilots.  Average  retired  pilots  expect  50%  of 
annual  pay,  or  up  to  $70,000.  But  Siegel  says 
unless  he's  permitted  to  pay  those  obligations 
over  30  years,  he  will  foist  a  $500  million 
obligation  on  the  Pension  Benefit  Guarantee 
Corp.  Most  US  Airways  pilots  could  get  as  lit- 
tie  as  $28,000  annually 

Workers  at  United,  American  and  other 
lines  are  now  competing  against  a  trimmed- 
dovm  US  Airways.  How  long  can  they  prop  up 
the  wage  scale?  F 
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Lawyers' 
Roadmap 

A  new  report  could  lead 
Enron's  furious  creditors 
to  the  money.  Or  not. 

BY  DANIEL  FISHER 

WHAT'S  UP  IN  THE  CASE 
against  Enron?  A  newly 
completed  report  by  Neal 
Batson,  the  court-appointed 
lawyer  investigating  the  com- 
pany's financial  skulduggery  in 
the  slim  hopes  of  recovering 
something  for  creditors.  It's  being 
released  this  month. 

The  several-thousand-page  re- 
port details  such  shenanigans  as 
Project  Nahanni.  Less  than  a 
month  before  Enron  closed  the 
books  on  1999,  it  borrowed  $500 
million  in  Treasury  securities  from 
Citibank  and  outside  investors.  It 
prompdy  sold  them  and  reported 
the  proceeds  as  cash  from  opera- 
tions. The  $500  mUlion  accounted 
for  40%  of  that  year's  cash  flow 
from  operations  (net  income  plus 
depreciation  and  other  noncash 
charges,  plus  or  minus  changes  in 
working  capital  items  like  receiv- 
ables) that  year 

Nahanni  is  one  of  scores  of 


QUTFRONT 


similar  transactions  Enron  executives 
allegedly  used  to  disguise  the  growing  gap 
between  reported  earnings  and  cash  flow  in 
the  late  1990s  which,  if  disclosed,  would 
have  threatened  its  investment-grade  bond 
rating.  The  report  says  such  legerdemain 
exceeded  Enron's  $3  billion  in  cash  flow  in 
2000  and  hid  more  than  half  of  its  $22  bil- 
lion in  debt. 

At  the  very  least,  many  of  these  trans- 
actions violated  accounting  rules.  Those 
that  didn't  should  have  been  disclosed  to 
shareholders.  The  Batson  report  suggests 
that  some  $5  bUlion  in  assets — including 
$74  million  in  loans  to  former  chairman 


Kenneth  Lay— could  be  recovered  by  the 
bankruptcy  estate. 

Lawyers  suing  on  behalf  of  impover- 
ished shareholders,  and  prosecutors  trying 
to  put  former  executives  in  jail,  will  find 
tantalizing  evidence  in  the  report.  Andrew 
Fastow,  the  indicted  former  chief  financial 
officer,  detailed  $5  billion  in  disguised 
loans  known  as  "prepays"  in  a  report 
dated  Aug.  13, 2001.  (According  to  uniden- 
tified handwritten  notes  on  the  report,  the 
prepays  were  used  to  "bring  cash  forward 
to  match  earnings.")  One  is  tempted  to 
suspect  that  Fastow's  report  reached  either 
or  both  of  his  superiors.  Lay  and  former 


chief  executive  Jeffrey  Skilling,  who  l 
Enron  on  the  very  next  day,  Aug.  14.  T 
undisclosed  loans  were  equivalent  to  lOf 
of  Enron's  pretax  cash  flow  in  1999. 

Failure  to  disclose  could  violate  Se( 
rities  &  Exchange  Commission  rules,  B 
son  says.  But  it's  tough  to  win  civil 
criminal  cases  on  such  "fuzzies,"  s; 
Jacob  Frenkel,  a  former  SEC  enforcerm 
attorney  now  with  Smith  GambreD 
RusseO  in  Washington,  D.C.  More  pow 
ful  would  be  a  memo  stating  what  Em 
was  trying  to  hide  from  shareholders  a 
why,  but  there's  no  sign  of  that  in  the  B 
son  report. 


This  Time  I'm  Serious 

Despite  doubts  that  he'll  consummate  the  deal, 
Marvin  Davis  isn't  backing  off  from  his  bid  for 
Vivendi's  Hollywood  properties  |  by  seth  lubove     ^ 


WITH  ALL  THE  PUBLIC  ABUSE  AND  SKEPTICISM,  ONE 
wonders  why  Marvin  Davis  bothered  to  confirm  he  was 
hoping  to  pick  up  Vivendi's  entertainment  business.  A 
"reputation  as  a  corporate  'tire  kicker,' "  scoffed  the  Los  Angeles 
Times.  "Fat  Marvin  Davis,"  the  same  paper  quoted  former 
nemesis  Barry  Diller  as  saying  at  a  financial  conference  (he  later 
publicly  apologized). 

Though  Davis  despises  the  tire-kicker  characterization,  it's 
easy  to  understand  why  there  are  doubts  that  he'll  go  through 
with  a  purchase.  Since  striking  it  rich  as  a  wildcatter,  Davis,  77, 
has  amassed  $4.6  bUlion  through  horse-trading  and  an  instinct 
for  knowing  when  to  sell.  But  for  every  Beverly  Hills  Hotel, 
Twentieth  Century  Fox,  Pebble  Beach  or  other  trophy  property, 
there's  a  deal  Davis  walked  away  fi-om. 

Insiders  at  Davis'  camp  are  confident  he'll  have  the  last  laugh 
this  time.  Driven  in  part  by  opportunism  and  the  certainty  that 
Vivendi  wants  to  unload  the  Hollywood  assets  to  focus  on  its 
faster-growing  investment  in  French  telecommunications  firm 
Croupe  Cegetel,  Davis  has  a  special  motive  to  do  this  deal.  Hav- 
ing lost  weight  and  survived  the  Internet  bubble  unscathed, 
Davis  sees  contemporaries  such  as  Sumner  Redstone,  Rupert 
Murdoch  and  Kirk  Kcrkorian  still  ruling  their  Hollywood 
empires  with  an  iron  fist,  and  he  sees  no  reason  he  can't  rejoin 
the  party  (He  sold  Fox  to  Murdoch  in  1985.)  Davis  and 
Vivendi's  managers  were  meeting  in  late  January. 

In  some  ways  Davis  never  left  Hollywood.  While  his  Beverly 
Hills  mansion  has  long  been  a  salon  for  T  iiseltown's  players  and 
a  regular  stop  on  the  charity  circuit,  he  still  maintains  his  office  on 
the  28th  floor  of  Century  City's  Fox  Plaz.i  he  sleek  skyscraper 
made  famous  in  the  original  Die  Hard.  Wl.on  not  dining  at  his 
regular  table  at  Spago,  he  holds  court  in  an  c  fice  of  lush  cream- 


colored  rugs  and  brass  sculptures. 

Though  they  won't  speak  on  the  record,  Davis'  people  c  I 
they've  got  both  private  equity  and  bank  financing  Hned  u  I 
do  the  deal.  At  what  price?  They  say  a  published  $20  billior 
ure  is  wrong  but  not  whether  it's  too  high  or  too  low.  Thi 
less  specific  about  how  they  intend  to  add  value  to  an  unw; 
collection  of  studios,  music  labels  and  theme  parks  that  1 
trated  the  likes  of  Matsushita,  Seagram  and  now  Vivendi 
that  they'U  depend  on  Brian  Mulligan,  a  journeyman  H 
wood  executive.  Before  serving  as  chairman  of  Fox  Telev: 
and  chief  financial  officer  of  Seagram,  Mulligan  was  cochair 
of  Universal  Pictures. 

Given  Davis'  trading  habits.  Mulligan  may  want  to  hed§ 
bets  with  another  job. 
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All  new.  And  more  Accord  than  ever. 


E)H01WE>A 


nilTFRONT 


Unfasten 
Your  Seat  Belts 

Tired  of  surly  flight  attendants 

in  frumpy  garb?  Airline  ciiarter  services 
are  offering  an  alternative:  buxom  host- 
esses in  teeny  underthings. 

So-called  Ecstasky  Air,  a  charter 
service  based  in  Beverly  Hills,  Calif.,  lets 
passengers  choose  their  stewardesses 
from  135  fetching  gals  (and  15  guys)  in 
teddies,  merry  widows  and  skimpy  bikini 
underwear.  Less  means  more,  at  least 
when  it  comes  to  in-flight  services. 
These  flight  attendants  offer  foot  rubs, 
shoulder  massages,  pedicures— and  a 
discreet  bill  from  "RGR  LLC."  Average 
price:  $40,000. 

The  private  company,  which  owns 
30  Lear  and  Gulfstream  jets,  apparently 
does  a  booming  business  with  flying 
bachelor  parties  (Las  Vegas  and  Cancun 
are  popular  destinations)  and  ferrying 
fat  cats  to  macho  events,  like  the  recent 
Super  Bowl. 

Dare  we  call  this  a  trend?  A  charter 
airline  called  Hooters  Air,  owned  by  the 
restaurant  chain  known  for  its  curvy 
waitresses  in  tight  T  shirts  and  hot 
pants,  will  take  off  by  midyear— featur- 
ing flight  attendants  garbed  in  clingy 
warm-up  suits.  Hooters  Chairman 
Robert  Brooks  recently  acquired  17- 
plane  Pace  Airlines,  a  division  of  Pied- 
mont Hawthorne,  in  Winston-Salem, 
N.C.  Its  first  destination:  Myrtle  Beach, 
S.C.  Brooks  thinks  sports  teams  will  be 
among  its  biggest  fans. 

—Aliya  Sternstein 


Options,  optiot 
Focus  Z> 


Outpsychingthe  Car  Buyer 

How  computers  tell  Ford  when  to  put  on  a  rebate.  By  Joann  Muller 

IF  A  CAR  COMPANY  OFFERS  YOU  A  CHOICE  OF  0%  FINANCING,  A  DISCOUNTED  LEASE  0) 
rebate,  which  are  you  likely  to  take?  Which  array  of  options  is  most  appealing?  Wk 
package  would  produce  the  best  profits  for  the  manufacturer?  Hotels  and  airlines  h; 
massaged  prices  for  years  to  get  the  right  revenue-and-profit  mix,  a  practice  known 
yield  management.  Now,  carmakers  are  playing  the  game  in  this  new  era  of  incentive  mar 
Ford  Motor,  perhaps  surprisingly,  seems  to  have  caught  on  the  fastest,  using  compu 
modeling  and  national  surveys  to  boost  revenues  for  each  sale.  Surprising  because  Fore 
deeply  in  the  red  and  GM  is  profitable,  thanks  to  the  General's  far  leaner  cost  structure. ; 
while  Ford  has  been  matching  many  of  GM's  generous  vehicle  incentives,  like  0%  financi^ 
its  revenue  per  vehicle  is  rising  as  GM's  plummets.  In  the  fourth  quarter,  for  example,  Foii 
revenue  per  vehicle  rose  4%,  or  $869.  GM's  revenue  per  vehicle  fell  7%,  or  $1,520. 

What's  Ford's  revenue  secret?  Carefully  targeted  pricing  schemes.  Ford,  working  v 
J.D.  Power  and  Associates,  established  a  database  of  sales  transactions  from  2,700  dea 
ships — including  prices,  incentives,  financing  costs  and  trade-in  values.  Computers  tl 
measure  how  a  change  in  a  vehicle's  price,  incentives  or  features  will  affect  sales  volu; 
where  it's  losing  ground  to  competitors  and,  ultimately,  profits. 

By  analyzing  five  years  of  J.D.  Power  data,  one  Ford  computer  model  concluded, 
instance,  that  Explorer  customers  respond  better  to  cut-rate  loans.  Crown  Victoria  buy 
who  tend  to  be  older  and  more  conservative,  and  Focus  customers,  who  are  younger 
often  need  help  scraping  together  a  down  payment,  prefer  cash  rebates.  So  in  Decerr 
Ford  pushed  0%  financing  for  up  to  five  years  on  Explorer,  while  emphasizing  rebate 
$1,500  on  Focus  and  $3,000  on  Crown  Victoria.  By  not  matching  GM's  0%  financing  oi 
cars,  the  company  saved  $30  million  in  the  fourth  quarter. 

Another  Ford  program  analyzes  customers'  Internet  inquiries  to  determine  the  n 
popular  and  profitable  array  of  option  packages.  One  example:  In  the  2002  model  year  I 
sold  only  one  version  of  its  sporty  Focus  ZX5,  for  $15,840.  But  the  computer  model ; 
gested  Ford  would  do  better  if  it  offered  three  models,  with  different  equipment 
els.  For  2003  Ford  now  offers  three  versions  of  the  ZX5,  from  a  base  model 
$15,440  to  a  top-of-the-line  model  for  $1,200  more.  The  payoff  has  been  substar 
The  premium  model  now  represents  8%  of  all  ZX5  sales,  and  revenues  per  vej 
rose  $  1 50  for  the  ZX5  line,  generating  an  extra  $5  million  in  fourth-quarter  reve 
says  Lloyd  Hansen,  Ford's  vice  president  for  revenue  management. 

The  computer  models  also  guide  Ford  in  keeping  incentives  at  a  level  at  w 

sales  won't  outstrip  factory  capacity.  That's  why  Ford  currendy  has  no  incentive 

its  hot-selling,  heavy-duty  pickup  trucks,  for  instance,  and  why  incentives  on  its  ] 

ular  Expedition  and  Escape  SUVs  are  much  lower  than  the  deals  GM  is  offerin 

competing  models.  Ford  says  that  in  the  fourth  quarter  that  policy  saved  it  i 

spending  $90  million  in  incentive  costs  while  seUing  to  capacity. 

Hansen  sees  a  disturbing  sign  now.  He  says  the  computer  models  are  "screai 

out  that  ever-increasing  incentives  are  not  really  healthy  for  the  long-term  indu.' 

Bumping  up  incentives  by  another  $500  wouldn't  boost  sales  enough  to  offse 

added  marketing  costs.  "We're  past  the  point  of  diminishing  returns,"  he  says.  C 

competitive  forces,  though,  Ford  has  litde  choice  but  to  play  the  game. 
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They  both  work  at  the 

same  company. 

Have  the 

same  six-figure  salaries. 


So  why  is  one  looking  forward  to 


^e  looKing  Torwara  to  g 

.  early 

retirement, 


while  the  other  looks  forward  to 


the  15th  and  the  31st? 


The  difference  is  a  Northwestern  Mutual  Financial 
Network  Representative,  offering  expert  guidance 
in  retirement  planning,  financial  services,  and  a 
network  of  specialists  to  help  get  you  closer  to  all 
your  financial  goals. 


W  Northwestern  Mutual 

FINANCIAL  NETWORK® 


Are  you  there  yet?' 


2C10  ®  2003  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee,  Wl 


www.nmfn.com 


Management  by  Black  Belt 

If  you  want  a  "best"  company  to  work  for,  stay  away  from  this  Texas  software 
firm.  Unless  you're  an  Ayn  Rand  fan,  that  is.  by  joanne  cordon 


SCOTT  HARMON,  CHIEF  EXECU- 
tive  of  Motive  Communica- 
tions, an  Austin,  Tex.  software 
company,  is  not  gunning  for  any 
best-company-to-work-for  list. 
His  workplace  credo:  "We're  not  warm 
and  fuzzy,  there's  not  a  lot  of  cheerleading, 
and  we  don't  give  back  rubs  on  Fridays." 
Harmon  and  four  friends  founded 
the  outfit  in  1997  while  under  the  philo- 
sophical influence  of  Ayn  Rand,  the  nov- 
elist who  preached  laissez-faire  capital- 
ism and  individualism.  The  "Motive" 
name  is  derived  from  Harmon's  dog- 


eared copy  of  Rand's  1957  novel,  Atlas 
Shrugged,  in  which  "motive  power"  refers 
to  thinking  and  reason  as  a  person's 
main  source  of  strength. 

On-site  day  care?  Counseling  for 
employees  with  family  crises?  Adoption 
reimbursements?  You  won't  find  such 
things  here.  Motive's  public  relations 
director,  Claire  Campbell-Seeger,  says  that 
during  her  almost  five  years  at  Motive 
Harmon  has  sent  her  but  three  e-mails 
praising  her  work.  "If  you  need  a  lot  of 
pats  on  the  back,  this  place  is  not  for  you," 
says  Steven  Semelsberger,  head  of  Motive's 


business  partnerships. 
Employees  who  nei 
more  coddling  quit- 
turnover  at  the  24 
member  work  force  ru 
around  4%  a  year.  TI 
firm  tends  to  hire  athlel 
and  sports  fans  wl 
thrive  on  competitio 
and  winning.  Harmd 
was  a  college  wrestle 
and  these  days  the  ms 
tial  arts  black  belt  tai 
tae  kwan  do  classes  tw 
a  week.  He  found  tai  < 
too  spiritual. 

Motive's  software 
embedded  in  comput 
to  help  automatically 
access  problems  w 
things  like  e-mail  a 
the  Internet  (Hewle 
Packard  is  a  big  ci 
tomer).  One  Rand  pr 
ciple:  Nothing  of  valu 
free.  So  when  the  co 
pany  got  started,  Hf 
mon  refused  to  let  c 
tomers  use  the  sofhv 
without  paying,  unl 
the  common  practice 
new  firms  desperate 
referrals. 

Business  decisii 
are  no-nonsense, 
keep  emotions  out 
the  process,  executi 
debate  an  issue  and  t 
hold  oft"  a  day  until  rr 
ing  the  final  call.  Ah' 
meetings,  workers  hi 
have  the  facts.  One  account  rep  rece 
described  a  client  as  "pleasandy  conte 
"Did  you  just  make  that  up?"  Harr 
fired  back.  "If  we  aren't  measuring  it,  1 
do  you  really  know?" 

Despite  (or  because  of)  the  Rand 
the  privately  held  company  turned  a 
million  profit  on  revenue  of  $59  mil 
last  year.  With  help  from  the  recent  ac 
sition  of  competitor  Broadjump,  Mot 
revenue  should  exceed  $100  millio 
2003.  That's  a  lot  better  than  revenu 
most  of  the  foosball-playing  tech  cor 
nies  born  in  the  same  era. 


54 


1     (1    R     B    F    S 


1  ohrii.uv  I  7,  2003 


UNTIL  NOW,  THIS  WAS  AS 


REATIVE 


Let's  face  it,  the  term  "creative"  is  seldom 
used  to  describe  supply  chain  management 
companies.  But  if  creativity  means  finding 
innovative  solutions  to  familiar  problems,  it's 
the  perfect  way  to  describe  Menlo  Worldwide. 
By  combining  the  most  inventive  minds  in 
the  business  with  leading  technology,  global 
reach  and  operational  excellence,  we're 
finding  more  intelligent  ways  for  companies 
to  source  supplies,  manage  inventories  and 
distribute  products  around  the  world.  We  call 
it  perpetual  innovation:  continually  creating 
new  -  and  often  unique  -  opportunities  to 
generate  value  from  our  customers'  supply 
chains.  It  results  in  things  like  better  visibility, 
decreased  cycle  times  and  lower  overall 
cost.  Find  out  what  a  creative  approach 
to  supply  chain  management  can  do  for 
your  business.  Visit  menloworldwide.com. 


MENLO 

WORLDWIDE 


V    FORWARDING 


LOGISTICS      •     VECTOR    SCM      •     EXPEDITE!      •     TECHNOLOGIES      •     TRADE    SERVICES 
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53,000  Miles  of  Market  Research 

A  Toyota  engineer  goes  to  the  edges  of  North  America  to 
try  to  fix  the  minivan.  by  Jonathan  fahey 


Toyota  reaps  more  profits  than  any  other 

carmaker  by  making  well-conceived,  well-  -       ^_ 

built  family  cars.  But  it  hasn't  built  a  great 
minivan,  the  ultimate  boring  family  car.  Toy-  ^' 

Ota's  first  two  attempts,  the  egg-shaped  Pre- 1 
via  and  the  undersize  Sienna,  were  relative    — 
duds.  Archrival   Honda's  minivan,  ^        r 
Odyssey,  outsells  Sienna  nearly  two  to  od|r 
So,  starting  three  years  ago,  Yuji  Yokoyai; 
enna,  hit  the  road.  He  drove  the  old  Sienna . 
miles  through  every  state  in  the  U.S.,  every  province  in  Canada  and  every  state  in 
Mexico.  His  goal:  to  find  out  what  was  wrong  and  fix  it.Here's  what  he  did. 


YUKON  TERRITi 


Road  noise  on  the  Alaska  Highway 
prevented  conversation  between 
driver  and  rear  passengers. 
FIX:  Stiffened  undercarriage  to  reduce 
twisting  and  added  sound-dampening 
material  to  the  frame. 
>►  • 


milR  nORNERS 


MAUNA  KEA 
To  get  to  the 
summit,  a  family 
must-see,  he 
needed  more 
control. 
FIX:  Added 
all-wheel  drive. 


Strong  headwind 

caused  noise  in 

the  front. 

FIX:  Reshaped  the 

windshield  edges  to 

fit  more  tightly  into 

the  front  pillars  and 

rubber  moldings; 

redesigned  the  wipers., 


SANTA  FE 


-*-• 


Yokoya's  minivan 

was  blown  into 

the  next  lane 

crossing  the 

Mississippi  from 

Tennessee  to 

Arkansas. 

FIX:  He  reduced 

the  van's  wind 

resistance  by 

narrowing  the 

gaps  between 

panels  and 

adding  plastic 

shields  under 

the  wheel  wells 

to  redirect  air. 
►  • 


MANHATTAN 
Bad  drivers. 
FIX:  The  new 
Sienna  gets 
bumpers  that 
won't  dent  in  a 
5mph  crash, 
double  the       < 
government 
standard 


m 


Parallel  parking  the  old 
Sienna  was  a  chore. 
FIX:  Reduced  turning 
diameter  by  3  feet. 

MEXICO  CITY 

Yokoya,  who  speaks  no  Spanish, 
got  lost  trying  leave  the  city. 
FIX:  Navigation  systems  are 
optional  on  the  new  Sienna. 


•-*■ 


GULFPORT, 
MISS 


-">-• 


The  sun  glare 
was  intense  on 
Route  90. 
FIX:  Added  sun 
shades  on  side 
windows  in  the 
rear  seats  for 
the  kiddies. 


The  Saudi  Way 

There's  a  reason  the  Saudi 
government  bought  billionaire 
Khalid  bin  Mahfouz's  National 
Commercial  Bank  shares. 

BY  NATHAN  VARDI 

HOW  DOES  THE  SAUDI  GOVERNMENT  Gl 
rid  of  a  problem?  Quietly.  The  Saudis  j 
cently  paid  the  family  of  Sheikh  Khi 
bin  Mahfouz  $1.8  billion  for  its  rema 
ing  30%  stake  in  Jidda's  National  Commerd 
Bank,  the  largest  bank  in  the  kingdom,  with  $ 
billion  in  assets.  That  is  an  estimated  2.5  tin 
book  value,  a  nice  premium  for  a  bank  that  1 
not  published  audited  statements  in  four  yeai 

So  why  do  it?  For 
one  thing,  Khalid 
never  got  the  hang  of 
running  the  bank, 
which  was  founded 
by  his  father  in  the 
1950s.  He  got  NCB 
embroiled  in  the 
Bank  of  Credit  & 
Commerce  Interna- 
tional blowup  and 
then  ran  up  its  non- 
performing  loans, 
some  of  which  were 
made  to  Khalid  him- 
self By  1999  Saudi 
monetary  authorities 
forced  Khalid  to  sell 
50%  to  the  government  for  at  least  $1  billion, 
of  which  was  used  to  clean  up  his  own  debt. 
Then  there's  that  terrorist  thing.  The 
Treasury  Department  has  accused  Khal 
Muwaffaq  Foundation  (though  not  Khalid 
al  Qaeda  ties.  And  in  a  lawsuit,  families  of  S 
1 1  victims  claim  Klialid  and  the  bank  hav 
nanced  terrorism,  a  charge  they  deny. 

Now  Riyadh  wants  to  clean  up  the  bank 
float  its  shares  on  the  Saudi  Stock  Excha 
Khalid  was  evidently  perceived  as  not  he! 
to  that  effort,  but  the  Saudis  like  to  keep  1 
folks  happy.  Thus,  the  premium  buyout.  At 
alyst  Thomas  Kenzik  at  Capital  Intelligence 
it:  "The  Saudis  like  to  keep  a  low  profile 
such  a  deal  would  be  made  so  people  o  ] 
walk  away  without  complaint."  Maybe  I 
Saudis  should  try  something  similar  with 
dam  Hussein. 
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You  can't  always  control 

how  they  use  office  supplies, 

but  you  can  control 
overall  costs. 


SfS- 


Here's  a  wake-up  call:  While  office  products  are  typically  12%  of 

supply  budgets,  they  can  account  tor  70%  of  transactions.  That  takes  a  lot 

of  your  associates'  time.  And  up  to  half  of  their  purchases  may  cost 

15%  more  than  you  expected.  Boise  Office  Solutions  can  help.  Our  unique 

Customer  Insight  Reports^"  show  you  who's  ordering  what,  when  and 

how.  So  you  can  really  control  expenditures.  And  our  easy,  personalized 

ordering  system  saves  valuable  time.  For  eye-opening  proof  on  how 

we  can  save  you  money,  call  1-888-B0ISE-88.    Boise.  It  Couldn't  be  Easlerf 


Office  Solutions 


OFFICE   PRODUCTS   •  TECHNOLOGY   •   FURNITURE   •   OFFICE    PAPERS 


OUTFRONT 


THE  CAR-CRASH  DEATH 
two  years  ago  of  Dale 
Earnhardt  Sr.  left  mil- 
lions of  stock  car  fans 
mourning,  and  of  course  a 
widow  in  grief  Teresa  and  Dale 
had  been  married  for  18  years. 
Their  relationship  carried  over 
to  the  business  side,  where  she 
often  worked  side  by  side  with 
her  husband  in  running  Dale 
Earnhardt  Inc.  (DEI),  which  he 
founded  in  1980.  But  widi  his 
death  Teresa,  44,  now  fully 
owns  the  company — and  she 
has  had  to  figure  out  how  to 
sustain  a  business  that  de- 
pended on  its  namesake. 

"I  never  considered  walk- 
ing away,"  says  the  reserved 
Teresa  from  DEl's  mirrored 
headquarters  in  rural  Moores- 
ville,  N.C.  Others  weren't  so 
sure.  She  was  at  first  under- 
standably slow  to  make  deci- 
sions, often  taking  months  to 
approve  advertising  campaigns. 

But  she  has  since  thrown 
herself  into  running  the  com- 
pany and  so  far  has  managed 
to  staunch  the  loss  of  most  en- 
dorsement and  sponsorship 
deals.  As  it  turns  out,  the  Earnhardt  name  remains  a 
potent  money  producer  even  in  death.  Revenues  hit 
an  estimated  $80  million  last  year,  which  the  com- 
pany says  is  its  best  yet. 

Earnhardt  drove  for  another  owner,  Richard 
Childress  Racing,  because  of  a  long-standing  rela- 
tionship. A  share  of  his  $41  million  in  career  win- 
nings went  to  Childress,  but  the  rest  flowed  to  DEI. 
The  company's  main  revenue  streams  are  corporate 
car  sponsors,  winnings  from  its  three  drivers,  prod- 
uct endorsements  and  royalties  from  licensing  deals. 

The  biggest  amount,  about  $40  million,  comes 
from  15  companies  that  pay  for  DEl's  three  Winston 
Cup  cars  and  crew — in  exchange  for  getting  their 
name  splashed  on  the  cars  and  driver  appearances. 
Teresa  retained  the  sponsors — Anheuser-Busch,  Napa  Auto  Parts 
and  Pennzoil  are  the  largest-^and  added  three  more,  including 
cologne  maker  Drakkar  Noir.  Earnhardt's  huge  popularity  among 
Nascar  fans  kept  companies  interested  in  associating  with  a  DEI  car. 
Teresa  played  anodier  card  witli  sponsors:  Her  stepson,  Dale  Earn- 
hardt Jr.,  drives  one  of  the  three  DEI  cars,  and  has  tliat  valuable 
name,  not  to  mention  a  good  racing  record. 

Still,  sponsors  are  fickle  in  the  car  racing  business.  If  a  com- 


Wife  After  Death 

How  do  you  keep  a  brand  name  alive  when  its 
owner  dies?  Teresa  Earnhardt  is  trying  to  figure 

that  out.  BY  JOANNE  GORDON 


No  looking  back:  Dale 
Earnhardt  Sr.'s  company 
moves  on  without  him. 


pany's  cars  lose  consistently, 
image  suffers.  To  avoid  thi 
Teresa  signed  off  on  $3  milli 
worth  of  new  equipment  and 
new  engineers  and  mechanic 

Endorsements  were 
trickiest  problem.  Earnhardt  \ 
a  spokesperson  for,  among  Oi 
ers,  Coca-Cola,  Chevrolet  and  Kraft.  To  offset ' 
loss  of  some  of  those  deals,  Teresa  cut  new  kinds 
marketing  agreements.  Kraft,  which  had  removed 
in-store  displays  with  Earnhardt's  image,  inst<i 
sponsored  a  new  team  car.  All  told  Kraft  will  spf  ■ 
more  with  DEI  than  when  Dale  was  alive. 

Chevrolet,  which  pulled  its  Earnhardt  ads,  p 
duced  3,333  Dale  Earnhardt  Sr.  cars  modeled  a 
his  black  Monte  Carlo.  They  all  sold.  Reming 
Arms  stopped  making  hunting  rifles  with  Ea 
hardt's  signature,  but  now  its  logo  appears  on 
drivers'  uniforms,  and  it  will  sponsor  DEI  cars. 

Marketing  the  deceased  is  delicate  busin 
Teresa  approves  almost  every  item  that  bears  her  1 
band's  name  or  likeness.  She  refuses  to  have  his  r 
on  "demeanbig"  toys  like  bobble-head  dolls.  In  December,  100, 
so-called  legacy  products,  like  die-cast  cars,  hit  shelves  and  ; 
out.  DEI  had  licensing  revenues  of  about  $18  million  last  year 
Teresa  lost  more  than  a  famous  driver.  Dale  Sr.  was  DEl's  1 
salesman.  Stephen  Handschuh,  Napa's  president,  recalls  how  E; 
hardt  once  gave  him  48  hours  to  decide  whether  to  sponsor  a 
"It  was  Dale  asking,  so  we  did  it,"  he  says.  But  says  Teresa:  "Dal 
isn't  going  anywhere.  If  anything,  he's  bigger  than  ever." 
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Spiritual  and  cash  flow: 
Deepak  Chopra. 


allies  of  up  to  5%  of  gross  revenues.  Oregon  catal« 
firm  Museum  Tour  posted  the  Jan.  10  demand  lettjl 
SBC  says  it  has  yet  to  collect  any  money. — Dirk  Smit 

No  Need  to  Buy  Office  Furniture! 

The  buyout  firm  Clayton,  Dubilier  &  Rice  issues  efiiisi 
press  releases  touting  prominent  hires,  such  as  the  rea 
employment  of  former  Ecolab  president  Bruno  Di 
champs.  But  it  was  mum  about  the  December  departi^ 
of  operating  principal  Charles  Pieper,  who  had  ow 
seen  what  turned  out  to  be  the  embarrassingly  rap 
bankruptcy  of  storied  aircraftmaker  Fairchild  Dorni 
In  a  $1.2  billion  deal  Clayton  and  German  insurer ; 
lianz  gained  a  96%  stake  in  2000.  "We  never  send  ( 
press  releases  about  anyone  leaving  the  firm,"  say 
Clayton  flack,  who,  under  questioning,  allows  tl 
Pieper  departed  "to  pursue  other  opportunities." 
comment  from  Pieper.  — RiShawn  Bid 


Mind,  Body— and  Money  WSiat,  Another  Fundraiser  in  Hawaii? 


New  Age  guru  Deepak  Chopra  is  being  sued  by  his  ex-agent  for 
more  than  $1  million.  Literary  and  Creative  Artists  Inc.,  which 
Chopra  replaced  in  2000  after  14  years,  says  the  Indian  doctor- 
turned-bestselling-author  two-timed  it  by  breaching  an  exclusive 
agency  and  quiedy  cutting  deals  without  paying  the  required  12% 
to  15%  commission.  In  one  book  blurb — attached  to  the  Wash- 
ington, D.C.  lawsuit — Chopra  lauds  LCA  agent  Muriel  Nellis  as 
"godmother  to  my  whole  career  as  a  writer."  Chopra  says  he  is 
likely  owed  money.        — Janet  Novack  and  William  P.  Barrett 

Next  Patent  Claim:  Breathing 

In  a  development  that  could  roil  already  roiled  Internet  commerce, 
SBC  is  v^Titing  to  Web  sites  that  use  multiple,  simultaneously  dis- 
played fi-ames  for  navigation,  saying  it  holds  two  recent  patents  to 
the  widely  employed  interfaces.  The  Baby  BeO  seeks  licensing  roy- 


A  change  in  U.S.  House  of  Representatives  rules  allows  compar 
for  the  first  time  since  1995  to  write  off  certain  corporate  lobby 
expenses.  Washington  lawyer  Brett  Kappel  says  firms  can  now  \ 
tax-deductible  money  to  their  affiliated  foundations  to  pay  the 
penses  of  House  members  to  attend  "fundraising  events"  for  1 
foundation  in  far-flung  venues.  Presumably,  lobbyists  can  t]{ 
buttonhole  them  more  easily  and  effectively.   — Matthew'  Sw ' 

A  Form  for  Every  Occasion 

The  U.S.  Treasury  Department's  Bureau  of  the  Public  Debt  r 
has  an  official  form,  PD  F  2966,  for  savings  bond  purchasers  ' 
volved  in  a  Chain  Letter  Scheme"  who  want  a  refiind.  Such  let 
ask  recipients  to  buy  the  writer  a  bond  and  then  get  bonds  bac 
passing  on  copies  of  the  letter  to  others.  A  bureau  Web  site  • 
such  pyramids  "against  the  public  interest."    — J.N.  and  W.. 


On  William  Aldinger's  watch  as  chief  executive,  Household  International  paid  the  biggest  penalty 
ever  by  a  consumer  lender  to  settle  charges  of  misleading  borrowers,  saw  its  stock  hit  a  6 '/2-year 
low  and  had  to  sell  to  London's  HSBC  Holdings.  But  Aldinger,  55,  is  faring  nicely.  —Bernard  Condon 

ITEM  OF  VALUE  FOR  ALDINGER 

HSBC  "retention"  bonus  over  the  next  three  years 
"Severance"  payment  upon  closing  of  sale  of  Household 
Current  bonus  for  three  more  years  fi-om  HSBC 
Vesting  of  op'                      t  ictcd  .shares  upon  closing  of  sale 
Current  salar)  li ;                re  years  from  HSBC 
Present  value  ot  t . , ,      >  i  1 1  s  sei  vice  added  to  pension 
Three  years  extra  ot   ^^ntributifins  to  personal  401  (k)  upon  sale 
101  \1, 
Sources:  Dtlves  Group;  Forbes  esttmates  based  gttfedemlfiiutf^ 
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RE  ALL  YOUR  401(k)S  ARE? 


loved  on.  But  what  about  your  money?  Fidelity  Rollover  Express' 
f,  simple  way  to  put  yourself  in  charge  of  your  retirement  savings. 
Drk  with  an  experienced  retirement  consultant,  call,  click,  or  visit 
ty  today.  Because  you're  not  just  invested.  You're  personally  Invested.*' 
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Once  upon  a  time 

there  was  a  mid-sized  company 

in  peril  of  losing  business.  They 

weren  t  connected.  They  couldn  t  share 

information  about  their  customers.  They  couldn't 

communicate  inside  of  their  own  four  walls.  So  they  bought  a 

Universal  Business  Adapter  (UBA).  The  box  said  that  it  could  "connect  anything 
to  everything."  There  were  prongs  for  e-mail.  Payroll.  Servers.  It  could  make  the 
incompatible,  compatible.  There  was  only  one  problem  -  it  was  a  lemon.  It  didn't  work. 

AND  THAT'S  WHEN  THEY  CALLED  IBM. 

IBM  can  help  you  serve  up  information  across  your  entire  company.  On  demand. 
Across  departments,  across  disciplines,  when  you  want  it.  Wherever  data's  stored. 
We  have  people  and  Business  Partners  to  help,  along  with  IBM  WebSphere®  software, 
the  world's  #1  integration  software.  Lose  the  adapter.  Head  to  ibm.com/ondemand 


IBM,  the  e-business  logo,  WebSphere  and  e-business  on  demand  are  either  trademarks  or  registered  trademarks  of  International  Business  Machines 
Corporation  in  the  United  States  and*>r  other  countries.  ©2003  IBM  Corp.  All  rights  reserved. 
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Prescription 

Growth 


BY  MARK  TATGE 

W  JAMES  MCNERNEY  JR.  GOT  HIS 
first  lesson  about  3M's  internal 
conflicts  shortly  after  arriving  in 
St.  Paul,  Minn,  two  years  ago. 
"Are  we  the  only  ones  wearing 
_|  suits?"  he  asked.  Most  of  3M's 
1 1,000  employees  there  had  chucked  coats  and  ties 
(and  pantyhose)  long  ago.  But  starched  shirts  still  pre- 
vailed at  the  top.  The  message  wasn't  lost  on  the  new 
chief  executive:  Senior  management  was  out  of  touch. 
The  rest  of  the  company  wasn't'exacdy  plugged 
into  the  new  millennium,  either.  In  some  respects  3M 
resembled  the  IBM  of  the  1980s:  a  place  of  lifetime  em- 
ployment for  tinkerers,  coddled  from  postgraduate  life 
to  the  grave,  who  might  or  might  not  eventually  turn 
out  commercial  products.  They  toOed  in  faceless  build- 
ings known  by  numbers  instead  of  names  or  addresses. 
They  read  the  company's  weekly  newspaper,  3M 
Stemwinder,  with  features  about  cooking  classes,  stamp 
collecting  and  volunteerism. 

Complacency  begat  financial  disappointments.  Be- 
tween 1992  and  2002  sales  crept  ahead  at  an  average 
1.6%  and  profits  increased  4.9%  a  year.  Chief  Execu- 
tive L.D.  DeSimone  was  popular  among  employees 
because  he  was  disinclined  to  lay  people  off.  For  that 
same  reason  Wall  Street  distrusted  him. 

Into  this  cozy  setting  parachuted  McNerney,  now 
53,  in  December  2000.  An  18-year  veteran  of  General 
Electric,  he  had  lost  out  in  the  last  round  of  candidates 
for  Jack  Welch's  job.  But  as  the  first  outsider  to  run  3M 
in  the  company's  100-year  history,  he  arrived  locked 
and  loaded  for  change. 


3M-ers  literally  lined  up  to  see  the  phenom  from 
Ohio,  like  crowds  in  Tokyo  catching  a  first  glimpse  of 
Godzilla.  "Everybody  knew  the  other  CEOs  because 
they  had  worked  here  all  their  lives,"  says  Mark  Fenner, 
company  spokesman.  They  were  worried  about  their 
jobs — and  whether  the  long  era  of  pocket  protectors 
and  calculators  was  coming  to  an  end. 

Indeed,  McNerney  has  attacked  the  old  glue-and- 
sandpaper  organization  with  some  ferocity.  Since  2001 
he  has  pared  annual  operating  expenses  by  $500  mil- 
lion, mostly  by  laying  off  6,500  of  3M's  75,000  workers. 
He  slashed  inventories  and  accounts  receivable  by  $675 
million  and  trimmed  debt.  WhOe  the  top  line  grew 
merely  2%  to  $16.3  billion  in  2002,  profits  jumped 
38%  to  $2  billion.  McNerney,  a  onetime  brand  man- 
ager at  Procter  &  Gamble,  puts  a  modest  face  on  his  ac- 
complishments. "I  was  handed  a  pretty  good  hand  of 
cards  here,"  he  says. 

But  he's  intent  on  reshuffling  the  deck.  He  wants  to 
reposition  3M  as  more  of  a  health  care  company,  build- 
ing on  the  unit's  22%  of  revenue  and  27%  of  operat- 
ing income.  Until  now  3M's  medical  products  have 
been  mostly  low  tech,  like  skin  patches  or  inhalers,  or 
service-based,  like  software  used  to  code  medical  pro- 
cedures for  Medicare  reimbursement.  Charles  Reich, 
chief  of  3M's  health  care  unit,  wants  to  sell  treatments, 
too.  Example:  "Think  of  what  most  dermatologists  do. 
They  freeze,  cut  or  burn  things  off  your  skin.  We  want 
them  to  treat  these  things  with  creams." 

Scientists  in  3M's  St.  Paul  labs  are  developing  med- 
ications to  treat  respiratory,  cardiovascular,  skin  and 
sexually-related  diseases.  Among  the  most  promising 
drugs  are  so-called  immune  response  modifiers,  which 
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Yeah,  but  where's  the  Scotch  tape?  3M  is 
banking  heavily  on  dental  restoration,  as 
well  as  products  to  treat  and  heal  wounds, 


rely  on  naturally  occurring  proteins  in  the  immune  system,  and 
could  deliver  $1  billion  or  more  in  new  sales  annually.  One  of  them, 
Aldara  Imiquimod  5%  cream,  is  the  leading  treatment  for  genital 
warts.  3M  is  awaiting  Food  &  Drug  Administration  approval  to  use 
it  against  basal-cell  carcinomas  and  actinic  keratoses.  In  Phase  II 
clinical  trials  is  an  application  to  fight  cervical  dysplasia,  a  precur- 
sor to  cervical  cancer.  3M  scientists  are  manipulating  the  same  im- 
mune system  molecules  m  hope  of  attacking  hepatitis  C  and  res- 
piratory illnesses  such  as  asthma. 

3M  is  the  number  two  supplier  of  materials  to  repair  and  replace 
teeth,  behind  Dentsply.  McNerney  wants  to  branch  into  such  areas 
as  fluoride  treatment  and  products  to  stem  periodontal  disease. 
With  the  U.S.  population  aging,  the  $12  billion  restorative  dental 
care  market  is  expected  to  reach  $21.5  billion  in  ten  years. 

What  he  can't  develop,  McNerney  is  wUling  to  buy.  The  com- 
pany generates  $3  billion  a  year  in  cash  beyond  what  it  needs  for 
capital  expenditures  on  its  existing  lines.  He  recendy  spent  $680 
million  to  get  Coming's  precision  lens  business,  which  makes 
parts  for  projection  TVs.  The  price  is  only  six  times  the  operation's 
net  before  depreciation,  interest  and  taxes  for  2002,  and  the  divi- 
sion provides  a  nice  complement  to  3M's  portfolio  of  screen-film 
products  for  mobile  phones,  palm  devices 
and  projectors. 

The  tough  part  of  McNerney's  job  is 
making  sense  of  3M's  blizzard  of  existing 
products — 50,000  of  them,  ranging  from 
sponges  to  complex  integrated  circuits.  It's 
hard  to  remember  that  Minnesota  Mining  & 
Manufacturing,  now  officially  3M,  started  out 
as  a  one-trick  pony.  Launched  by  five  busi- 
nessmen with  $5,000  in  1902,  it  nearly  went 
broke.  They  set  out  to  sell  corundum  to 
grinding-wheel  makers,  but  mistakenly 
mined  anorthosite,  a  softer  mineral,  instead. 
With  a  little  inventiveness,  they  jettisoned  the 
first  business  plan  and  began  making  sand- 
paper. That  set  a  precedent:  adapting  mun- 
dane products  to  new  applications,  from 
which  new  lines  evolved.  Probably  the  best 
example  is  3M's  relationship  with  automo- 
bile manufactuiers.  In  1914  it  started  milk- 
ing an  abrasive  cli>th  for  metal  finishing,  then 
gradually  expantlcd  into  a  huge  business  by 
supplying  tapes  and  adhesives  to  attach  up- 


A  Healthier  Future 

3M  will  have  a  different  look  going 
forward,  as  a  growing  array  of  health 
care-related  products  contribute 
steadily  to  the  top  and  bottom  lines. 

$6.5 
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($bil) 
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2002      2007E 


'Before  interest  and  taxes. 

Sources:  Forbes:  BancofAmerica  Securities. 


holstery,  soundproofing  and  trim,  lubricants,  air  filtration,  fai 
protectors  and  even  reflective  coatings  for  highway  signs.  ' 
Most  growth  came  from  mside.  Scotchgard  was  born  when 
employee  dropped  chemicals  on  his  tennis  shoe.  Post-it  Notes  ca. 
about  because  a  scientist  wanted  to  bookmark  pages  in  a  chu 
hymnbook.  Question  was,  how  could  McNerny  preserve  the  R 
legacy  while  imposing  financial  order? 

3M  had  148  plants  in  60  countries;  53%  of  sales  were  outs 
the  U.S.  At  any  given  time  it  had  1 ,500  products  in  developrnti 
Many  never  made  it  further.  Its  organizational  chart  was  be^i 
dering.  Mixing  faster-growing  businesses  with  low-tech  slowpc 
made  it  impossible  to  evaluate  performance,  a  frequent  compL 
from  Wall  Street.  "The  thing  that  always  stuck  in  my  mind 
an  investor's  comment,"  recalls  Robert  J.  Burgstahler,  former  c 
financial  officer,  "that  3M  was  a  place  where  he'd  love  to  work, 
he  just  didn't  know  if  he  would  invest  in  the  company." 

McNerney  has  asked  researchers  to  focus  the  $1  billion  t 
spend  annually  on  their  best  ideas,  ones  that  have  a  sales  potei 
of  $100  million  or  more  in  annual  sales.  He  is  also  trying  to 
3M-ers  to  think  more  like  their  customers — apparentiy  a  novel 
in  this  organization.  In  the  past,  salespeople  often  tripped  over 
another  contacting  the  same  prospects.  T 
is  now  one  sales  executive  each  in  chart 
such  accounts  as  Home  Depot,  Wal-N 
Ford  and  P&G.  Home  Depot  is  now  di 
test  runs  of  new  3M  products  and  shelf 
plays  in  chosen  stores,  then  rolling  oul 
winners  in  the  rest  of  the  chain.  It  helps 
the  man  running  this  retailer,  Ro 
Nardelli,  was  McNerney's  colleague  at  ( 
With  the  company  trading  at  $  1 26,  c 
times  the  likely  earnings  this  year,  inve. 
expect  a  lot  out  of  3M.  Mark  R.  Guile 
analyst  with  Bank  of  America,  cautions 
the  cost  reductions  won't  feed  profit  gn 
(as  opposed  to  profit)  much  longer.  He 
says  McNerney's  aim  to  get  7%  sales  gn 
internally  is  "very  ambitious — twice  a 
as  the  underlying  markets  they  serve." 
shift  into  health  care  should  eventually 
that  problem. 

"We  don't  have  a  broken  business  { 
tion  here,"  says  McNerney.  "We  just  ne 
learn  to  do  things  faster." 
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Harley    Earl    was    he 
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xpressive    styling    is    just    one    of    the    many    legacies    of    America's    greatest    car    designer. 
All    of    which    live    on    today    at    the    car    company    where    he    hung    his    hat. 
The    nev\#    2003    Park    Avenue'    Ultra. 
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Is  the  restructuring  of  LG  aimed  at  benefiting  investors— or  its  family  owners? 

BY  JUSTIN  OOEBELE 


FOR  YEARS  SOUTH  KOREA'S  LG 
Group  rarely  made  headlines. 
Even  though  it  ranked  just  below 
Samsung  as  the  country's  sec- 
ond-largest chaebol,  with  $92  bil- 
lion in  revenues  last  year,  it  didn't  keep  up 
with  Samsung's  pursuit  of  brand  glam- 
our because  it  focused  on  humdrum 
commodities  such  as  chemicals,  white 
goods  and  low-tech  electronics  like  TVs. 

LG's  founding  families,  the  Koos  and 
the  Hubs,  liked  the  low  profile.  Since  Koo 
In  Hwoi  and  Huh  Joon  Koo  started  the 
group  in  1947,  the  two  families  have 
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shared  control  through  a  traditional  web 
of  cross-shareholdings — it's  said  there 
were  as  many  as  200  among  family  mem- 
bers and  LG  companies.  Koo  Bon  Moo, 
the  cofounder's  grandson,  runs  the  group 
as  chairman  and  is  one  of  dozens  of  rela- 
tives on  LG's  130,000-strong  payroll. 

As  Korea  attempts  to  globalize,  LG 
(once  called  Lucky  Goldstar)  is  now  look- 
ing to  refashion  itself,  emphasizing  elec- 
tronics under  the  slogan  "Digitally 
Yours,"  launched  last  January. 

In  the  past  year  Lci  has  gained  ground, 
along  with  Samsung,  in  the  global  cell 


phone  market,  going  from  the  t 
largest  producer  of  cell  phones  t 
sixth.  (Samsung  is  third,  behind  1 
and  Motorola.) 

Here  in  the  U.S.  LG  Electron 
reviving  the  Zenith  brand  (wh 
bought  in  1995)  as  a  high-end  label 
digital  TVs  and  related  gear.  This  ye 
million  is  going  into  marketing  Z 
"This  is  the  most  expensive  marl 
campaign  we've  ever  done  in 
America,"  says  Wayne  Park,  vice 
dent  of  digital  TV  marketing. 

The  Zenith  brand  still  commai 
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80%  recognition  rate  here,  versus  less 
than  1  %  for  LG  Electronics.  That  helps  in 
the  fight  against  Samsung,  which  spent 
$337  million  last  year  on  its  own  North 
American  campaign. 

In  the  past  five  years  LG  Electronics' 
stock  is  up  threefold,  to  $34,  although 
Samsung  Electronics  has  done  even  bet- 
ter— up  sixfold,  to  $266. 

But  the  marketing  noise  may  be  a  dis- 
traction from  the  most  important  moves 
being  made  at  LG,  which  are  internal. 
Since  1 998  the  two  families  have  engaged 
in  the  most  radical  restructuring  of  the 
group  since  its  founding.  The  final  result, 
to  be  unveiled  in  March,  will  be  a  West- 
ern-style holding  company.  Most  cross- 
holdings  are  to  be  eliminated.  A  single 
entity,  called  LG  Corp.,  will  hold  stakes  in  a 
streamlined  group  of  companies. 

The  move  is  being  pitched  as  a  boon 
for  investors.  The  interests  of  minority 
shareholders  would,  in  theory,  be  aligned 
with  those  of  the  family  in  the  process — 
since  both  groups  woiJd  benefit  from  the 
presumably  more  efficient  management 
of  the  operating  companies. 

But  since  the  restructuring  began,  six 
transactions  have  been  criticized  as  being 
unfair  to  outside  shareholders.  This 
despite  the  restructuring's  touted  aims. 
One  transaction  has  generated  a  looming 
lawsuit,  by  Jooyoung  Kim,  Korea's  leading 
shareholder  rights  lawyer,  who  has  fin- 


ished ten  such  suits  in  the  past  four 
years — and  lost  only  two  of  them. 

The  prospective  lawsuit  is  based  on  a 
1999  transaction  in  which  the  Koo  family 
bought  a  70%  stake  in  LG  Petrochemical 
from  its  parent  firm,  LG  Chemical  (now 
called  LG  Chem)  at  a  price  of  $4.51  a 
share.  A  year  ago  the  Korea  Fair  Trade 
Commission  ruled  that  true  market  value 
of  the  shares  was  $6.97. 

Kim  is  basing  his  lawsuit  on  the  FTC 
ruling,  seeking  $67  million  in  damages.  "It 
was  an  unfair  subsidy  to  the  Koo  family," 
he  says.  LG  launched  its  own  lawsuit  seek- 
ing to  annul  the  regulators'  ruling.  LG's 
suit  is  now  awaiting  a  decision  by  the 
Seoul  High  Court. 

Investor  unease  was  inflamed  last 
April  when  LG  Chem  bought  back,  for 
$12.31  a  share,  some  of  the  same  LG 
Petrochemical  shares  it  had  sold  to  the 
Koo  family,  a  cvirious  round-trip  transac- 
tion. News  of  the  deal  drove  down  the 
price  of  LG  Chem  stock  8%. 

Investor  sentiment  was  also  hurt  by 
the  fact  that  the  Koos  cut  themselves  a  $16 
million  profit  in  the  round-trip  deal,  en- 
joying more  favorable  prices  on  both  ends 
of  the  all-shares  transaction.  "[LG  Chem] 
selling  low  and  then  buying  back  at  a 
higher  price  isn't  good  for  shareholders," 
says  Daniel  Kim,  an  analyst  with  Merrill 
Lynch  in  Seoul. 

Another  deal  that  irked  investors  was 


laws 
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one  by  LG  Electronics  in -June.  It 
bought  a   16%  stake  in  the 
unlisted  component  maker  LG 
Innotek,  for  $23  million,  from 
listed  company  LG  Cable.  Offi- 
cially the  move  was  justified  as 
part     of    the     restructurin] 
process,  to  consolidate  the  elec 
tronics  unit's  position  in  LG 
Innotek,  but  the  explanatioi 
made  little  sense.  LG  Electrons 
already  owned  a  majority  stak( 
53%,  in  Innotek.  "We  find  it 
ficult  to  understand  the  ratii 
nale  behind  increasing  a  stake  ini 
an    already    majority-owneffi 
company,"   said   ING   analyst 
Michael  Bang  in  a  report  at  the" 
time  of  the  deal.  I 

Indeed  LG  Electronics  waS 
forced  by  Korean  securities 
to  overpay  for  the  shares,  as  anw 
company  that  already  owns  a  majority  jsii 
an  unlisted  company  is  required  to  payi 
30%  premium  when  it  buys  more — 
which  means  $5.5  million  of  the  $24! 
million  price  tag  was  a  windfall  transfer 
from  LG  Electronics  to  LG  Cable. 

LG  Cable  is  one  of  the  companies  ini 
which  the  Koo  family  would  have  direct 
control  separate  from  the  holding  com-T 
pany.  (As  part  of  the  restructuring,  many 
LG  companies  are  being  sold  off  to  Koo* 
or  Hubs  as  stand-alone  companies.) 

Senior  Koo  family  members  say  theji 
are  aware  of  the  problems,  but  the  ends,  ii 
effect,  justify  the  means — cloudy  deals  tt' 
yield  more  clarity.  "The  investor  commu 
nity  sent  a  clear  message  to  LG,"  says  IX 
Electronics  Chief  Executive  John  Koo 
"We  might  have  a  couple  bumps  here  anc 
there,  but  I  don't  think  that  is  a  majo 
obstacle  for  LG  becoming  the  set  of  com 
panics  that  investors  come  to  like." 

Even  under  the  new  structure  the  Ka 
and  Huh  families  will  remain  in  firm  con 
trol  of  the  group,  holding  a  controUin 
stake  of  between  30%  and  50%  (the  fig 
ure  isn't  final  yet).  So  what  will  outsid 
eyes  be  seeing? 

John  Koo  is  adamant  that  under  th  ^ 
holding  company  structure  the  famili*  t* 
will  show  more  concern  for  the  oth<  ^ 
shareholders'  needs:  "I  am  absolutely  sui  ^ 
of  that."  Investors,  keep  waiting.  I  k 
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For  a  limited  time,  we'll  help  you  rebalance  your  portfolio 
and  include  all  recommended  equity  trades  for  a  one-time  fee. 


Rebalancing  plan. 
Recommended  equity  trades  included. 


Investors  want  a  fresh  start  in  the  market,  and  (Charles  Schwab  is  making  it  possible  for  less  than  the  cost 
of  a  single  equity  trade  at  many  traditional  brokerage  firms.  It  begins  with  listening  to  you  and  your 
financial  goals.  Then  we  review  your  portfolio  and  provide  you  with  a  detailed  report  that  evaluates  your 
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Most  importantly,  we  will  deliver  a  rebalancing  plan  based  on  your  needs  with  specific  recommendations 
on  what  to  buy,  hold  and  sell.  To  participate,  transfer  $25,000  to  Charles  Schwab  and  join  the  movement 
of  investors  who  moved  nearly  $40  billion  to  us  last  year.  Call  1-888-222-4021  or  visit  us  at  schwab.com. 

Join  the  movement  and  get  your  fresh  start. 

CALL    1  -888-222-4021 

Call  by  February  28,  2003. 
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lew  assets  exclude  margin  loans  and  transfers  between  Schwab  accounts.  For  new  customers,  offer  subject  to  account  application 
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dependent  Investment  Advisors.  ©2003  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (0103-7105).  ADS24891. 


■^jJiU^aKSKwrgiiriiiimiPflat*. 


■<s^imamSfiK^3. 


f 


f 


All-Star  forward 
Elton  Brand,  a 
restricted  free 
agent  at  the  end 
of  the  season, 
might  be  the  next 
player  to  flee  the 
Clipper  nest. 
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Coupon 
Clipper 

By  applying  the  same  principles  to  basketball  that  mat 

him  rich  in  real  estate,  Donald  Sterling  has  made  h\\ 

team  among  the  most  profitable  franchises  in  the  NBA( 

BY  KURT  BADENHAUSEN  AND  LESLEY  KUM^ 

YOU  WON'T  SEE  JACK  NICHOLSON  SITTING  COURTSIDE  AT  A  LOS  ANGELES  CLIPPER 
game.  Or  many  other  big  Hollywood  stars  (Billy  Crystal  excluded),  for  that  mattffl. 
Most  celebrities  prefer  the  champion  Lakers.  No  wonder.  Over  the  past  21  years  thi 
Clippers  have  had  the  worst  record  in  the  National  Basketball  Association.  TheyV 
registered  but  one  winning  season,  twice  as  many  losses  as  wins  and  only  three  trips  t- 
the  playoffs  in  a  league  where  over  half  the  29  teams  qualify. 

The  Clippers  may  stink  up  the  hardwood,  but  they  make  their  owner,  real  estate  mogi 
Donald  Sterling,  lots  of  money.  Last  season  the  Clippers  posted  an  operating  profit  of  $16  ml' 
lion,  twice  the  league  average.  How  can  that  be?  Sterling  applies  the  same  formula  to  p< 
basketball  that  he  does  to  his  day  job:  Buy  cheap  assets  in  rich  neighborhoods,  plow  as  littl 
cash  as  possible  into  them,  and  hang  on  for  the  long  haul.  Who  cares  about  winning  if  yot 
original  $12.5  million  investment  is  now  worth  $205  million,  an  annualized  gain  of  14%?  On 
6  of  the  league's  29  owners  have  seen  their  teams  appreciate  faster  (see  table,  p.  73). 

Sterhng,  66,  began  his  career  as  a  lawyer  in  Los  Angeles  in  1961  and  soon  began  buyir  j 
up  depressed  chunks  of  real  estate  in  Beverly  Hills.  He  didn't  invest  much  in  his  propertieT 
But  as  the  value  of  southern  California  real  estate  mushroomed  over  the  yeair 
so  did  Sterling's  net  worth.  Today  his  estimated  $500  million  fortuif 
includes  the  Malibu  Yacht  Club,  the  Beverly  Comstock  Hotel  and  a  va| 
array  of  apartments  in  Beverly  Hills.  j  J 

When  Sterling  bought  the  Clippers  in  1981,  the  team  was  in  S?  ' 
Diego.  Even  though  the  Lakers  were  the  toast  of  Los  Angeles,  Sterlii 
moved  the  Clippers  there  in  1984  because  he  knew  it  was  better  i ' 
be  second  fiddle  in  one  of  the  league's  richest  and  hottest  basketh'  ^ 
towns  than  top  dog  in  a  middle-tier  city  indifferent  to  hoops.      ' '" 
While  the  Lakers  lavish  huge  salaries  on  their  top  players-  ' 
Shaquille  O'Neal  earns  $24  million  and  Kobe  Bryant  $  « 
million — Sterling's  entire  player  payroll  last  season  w  * 
a  meager  $34  million,  $8  million  below  die  next-lc  "' 
est  team  (the  Detroit  Pistons)  and  more  than  S'*' 
million  behind  the  free-spending  New  York  Knic  " 
So  bottom-line  conscious  is  Sterling  that  ^ 
was  the  only  owner  who  didn't  employ  a  he  fi 
coach  during  the  1998-99  season  until  af  f 
the  labor  dispute  with  the  players  h  * 


been  resolved.  Not  paying  a  coach  di 
ing  that  period  enabled  Sterling 
save  himself  a  few  hundred  the 
sand  dollars.  Of  course,  it  a 
put  his  team  woefully  behi 
the  rest  of  the  league  once  ■ 
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NBA  TEAM  VALUATJQNS 
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Boston  Tea  Party 


t    LOS  ANGELES  UKERS 

$426 

14% 

$44.1 

t    NEW  YORK  KNICKS 

398 

6 

25.1 

1    CHICAGO  BULLS 

323 

23 

39.1 

DALLAS  MAVERICKS 

304 

NA 

3.2 

PHILADELPHIA  76ERS 

298 

16 

18.1 

1    WASHINGTON  WIZARDS 

278 

15 

12.7 

BOSTON  CELTICS 

274 

NA 

17.4 

PHOENIX  SUNS 

272 

13 

18.5 

PORTLAND  TRAIL  BLAZERS 

270 

10 

-22.8 

SACRAMENTO  KINGS 

259 

14 

13.5 

DETROIT  PISTONS 

258 

13 

12.9 

f    HOUSTON  ROCKETS 

255 

13 

6.7 

t    MIAMI  HEAT 

250 

20 

8.1 

(    INDIANA  PACERS 

246 

18 

3.1 

SAN  ANTONIO  SPURS 

242 

14 

8.3 

UTAH  JAZZ 

226 

14 

1.9 

CLEVELAND  CAVALIERS 

222 

14 

5.9 

NEW  JERSEY  NETS 

218 

10 

4.5 

TORONTO  RAPTORS 

217 

15 

4.5 

MINNESOTA  TIMBERWOLVES 

213 

13 

8.8 

DENVER  NUGGETS 

209 

NA 

-5.0 

SEAHLE  SUPERSONICS 

207 

NA 

6.3 

ATLANTA  HAWKS 

206 

NA 

4.2 

LOS  ANGELES  CLIPPERS 

205 

14 

16.3 

MEMPHIS  GRIZZLIES 

198 

NA 

0.6 

ORLANDO  MAGIC 

197 

8 

8.2 

GOLDEN  STATE  WARRIORS 

176 

6 

-0.6 

NEW  ORLEANS  HORNETS 

172 

13 

-8.3 

MILWAUKEE  BUCKS 

168 

14 

-8.5 

LEAGUE  AVERAGE                        248               13                 8.5 

bastd  on  cumit  mm  deal  (inles  new  anra  s  pendng)  vnitnut  deduction  for  debt  (other  ttian  arena  debt). 
vakie  compared  wntt  latest  transaction  price.  Tamngs  before  interest,  taxes  and  depreciation.  2001-02  season, 
curent  ownersti^)  in  place  less  Itian  ttYee  yvars. 

Started:  The  Clippers  finished  in  last  place,  with  41  losses 
it  only  9  wins. 

)r  a  low-revenue  owner  to  make  big  bucks  in  the  NBA,  he  must 
^oid  of  ego.  So  when  his  players  develop  into  stars,  Sterling  lets 
leave  rather  than  pay  the  market  rate.  Ron  Harper,  who  helped 
iree  championships  for  the  Chicago  Bulls,  and  Derek  Ander- 
low  with  the  Portland  Trail  Blazers,  are  among  the  former 
er  stars  who  left  for  greener  pastures  under  Sterling's  watch. 
)  why  would  anyone  want  to  go  watch  the  Clippers  stumble 
id  the  court?  In  sports-crazed  Los  Angeles,  Clipper  games  are 

entertainment  and  relatively  easy  to  get  into.  Team  Market- 
•port  says  the  average  Lakers  ticket  costs  $71.  Clipper  tickets? 
erage  of  $40.  Both  teams  play  at  Staples  Center.  The  Lakers 
(Vays  sold  out.  Most  Clippers  games  are  10%  empty, 
aples  Center  is  controlled  by  Philip  Anschutz,  who  has  owner- 
takes  in  the  Lakers  and  the  National  Hockey  League's  Kings. 

teams,  not  the  Clippers,  get  nearly  all  the  building's  $75  million 
iry-suite  and  sponsorship  revenues.  The  Lakers  are  the  big  show 
11,  leaving  little  room  for  Sterling  to  raise  his  ticket  prices. 


In  January  a  partnership  led  by  venture 
;)  capitalists  Wycliffe  and  H.  Irving  Grousbeck 
bought  the  Boston  Celtics  from  Castle  Creek 
^  Partners  for  $360  million,  the  most  ever  paid  for 
/  a  basketball  team.  The  price  tag  represents  a  31% 
J  I  \  y^  premium  to  our  valuation  for  the  Celtics  and  3.8 
.^At-  r  times  the  team's  revenue.  NBA  teams  usually  go  for 
I  4r  j  revenue  multiples  between  2.5  and  3.  What  gives? 
A  banker  familiar  with  the  prospectus  tells 
FORBES  the  deal  included  some  very  optimistic  financial  assump- 
tions. For  example,  the  buyers  project  that  the  team  will  host  seven 
playoff  games  a  year  over  the  next  several  years.  Sure.  The  Celtics 
have  totaled  eight  home  playoff  games  during  the  past  five  years. 
Best  of  all,  the  buyers  claim  they'll  be  able  to  convince  Jeremy 
Jacobs,  who  owns  hockey's  Boston  Bruins  and  the  Fleet  Center,  to 
fork  over  30%  of  the  arena's  revenue.  Good  luck.  The  Celtics  cur- 
rently get  nothing  from  suite  rentals  and  nonbasketball  events.  Ja- 
cobs, one  of  the  most  tightf  isted  owners  in  sports,  uses  some  of  the 
proceeds  from  the  arena  to  pay  his  financing  costs  for  the  Fleet 
Center.  No  matter.  The  NBA  didn't  want  to  nix  the  deal  because  it 
was  about  to  sell  an  expansion  team  in  Charlotte;  The  more  the 
Celtics  went  for,  the  more  it  could  get  for  its  expansion  team.  The 
strategy  worked.  BET  founder  Robert  Johnson  got  the  Charlotte  fran- 
chise for  a  record  $300  million,  140%  more  than  the  last  expansion 
team  went  for  in  1998. 

But  there  could  be  fallout.  The  NBA  has  a  franchise  debt  limit 
of  $100  million,  secured.  To  make  the  Celtic  deal  happen,  the 
league  permitted  the  buyers  to  borrow  $180  million,  unsecured  at 
higher  interest.  Now  other  owners  may  pressure  the  league  to 
allow  them  to  borrow  more,  too.  With  television  revenue  flattening, 
the  last  thing  the  NBA  wants  is  to  have  teams  get  too  leveraged. 

—Michael  K.  Ozanian 


Thus  the  risk-reward  ratio  says  it's  smarter  for  him  to  keep 
costs  low  and  have  a  lousy  team  than  it  would  be  to  pay  a  fortune 
for  players  and  go  for  a  championship.  Why  pay  up  for  talent  when 
you're  not  going  to  be  able  to  generate  much  more  revenue,  even  if 
the  team  wins  a  few  playoff  games? 

Plus  there's  no  guarantee  that  boosting  the  payroll  will  bring  a 
winning  team.  The  New  York  Knicks,  with  a  payroll  of  $85  mil- 
lion— the  highest  in  the  league — failed  to  qualify  for  last  year's  play- 
offs and  again  would  not  qualify  if  the  season  ended  today.  Last  sea- 
son the  Knicks  won  only  30  games,  9  fewer  than  the  Clippers. 

Dennis  Howard  is  a  basketball  fan  who  teaches  sports  market- 
ing at  Oregon's  Lundquist  College  of  Business.  He  sums  up  what 
has  made  Donald  Sterling  a  successful,  if  somewhat  contrarian, 
sports  owner:  "He  is  not  imbued  with  an  incredible  passion  to  win. 
For  him,  it's  a  business  calculation."  F 

Statistics:  Cecily  Fluke  and  Michael  K.  Ozanian 


lIJV|*»l-k^C    I  For  31  expanded  version  of  this  table,  go  to 
il^i^b  ^i^    I  www.forbes.com/basketball. 
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rl-WARH  I'RCXSSHIi  (I'ROSS)  Ml'I.l.ON  IS  SITTING  BEHIND  A  TARMAC- 
size  desk  in  a  setting  that's  just  about  what  you'd  expect  for  an  heir 
to  the  Mellon  fortune.  His  office  is  inside  an  elegant  white  colonial 
mansion  atop  a  gentle  knoll  near  Ligonier  in  southwestern  Penn- 
sylvania. The  view  through  the  French  window  leads  down  a  slop- 
ing meadow  dusted  with  snow  marked  by  deer  hoofprints,  and  on 
into  the  gray  bulges  of  the  Allegheny  Mountains. 
Sometimes  shy  and  always  reclusive,  Pross  Mellon,  60,  hasn't  given  an  inter- 
view in  more  than  a  decade.  But  now  he's  going  public  with  what  has  been  a  sly, 
almost  secret  plan  to  preserve  vast  stretches  of  land  across  the  country,  using  an 
environmental  group  as  a  Iront  to  discourage  greedy  sellers. 

Since  1988  Mellon  and  his  brother,  Richard  P.  Mellon,  63,  have  spent  $400 
million  to  buy  1  million  acres — of  wilderness,  wetlands.  Civil  War  battlefields, 
even  15  acres  alon"  the  historic  Lewis  and  Clark  Trail — in  all  50  states,  and  have 
handed  the  bulk  of  the  land  over  to  local  and  federal  governments  for  parks  and 
public  recreational  use.  It's  probably  the  biggest  private  land  conservation  drive 
in  America  in  terms  of  money  and  acreage.  The  David  and  Lucile  Packard  Foun- 
dation led  a  $175  million  drive  to  conserve  500,000  acres  in  California. 

The  cash  came  from  tlie  Richard  King  Mellon  Foundation,  where  Pross  is 
president  and  Richard  is  chairman.  The  ft)undation  was  started  by  their  late  father 
and  has  grown  into  a  private  charity  with  $1.4  billion  in  assets,  making  it  one  of 
the  20  largest  private  foundations  in  America.  FORBES  estimates  that  each  brother 
today  is  worth  in  the  neighborhood  of  $350  million. 

The  irony  hardly 
needs  to  be  stated:  The 
Mellon  family  fortune, 
one  of  the  nation's  largest, 
was  built  in  gritty  Pitts- 
burgh, tiirough  the  bank- 
rollin"  of  smoke-belching 
behemoths  such  as  the 
Aluminum  Co.  of  Amer- 
ica, Pittsburgh  Coal  and  Gulf  Oil. 

"Every  day  there  are  more  people  in  the 
world  and  in  America,"  muses  Mellon.  A  hunt- 
ing watch  with  a  compass  peeks  from  under- 
neath the  sleeve  of  liis  gray  suit.  "There  are  fewer 
and  fewer  places  for  the  deer  to  be  and  for  the 
bear  to  be  and  for  the  birds 

to  be.  Pretty  soon  we  II  have    jvvo  feciusive  MelloH  HcIrs  paid  for  one  of  the  biggestj 
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nothing  but  malls  and  con- 
crete and  asphalt  highways.  You  have  to  save  these  places." 

Irritating  some  environmentalists,  the  Melk>ns  invite  timber 
companies  to  log  the  presei'ved  lanci,  provided  this  can  be  done  in  a 
sustainable,  or  eco-friendly,  way.  The  logging  preserves  jobs,  creates 
t;L\  and  fee  revenue  foi'  local  governments  and  keeps  rural  economies 
humming.  "The  best  way  to  preseive  a  forest  is  to  timber  it, "  says 
Mellon.  "A  lot  of  people  don't  agree  with  that — tree-huggers,  I  call 
them — but  they  don't  understand  forest  management." 

That's  one  reason  they  hooked  up  with  the  Conservation 
Fund  in  Arlington,  Va.  and  its  tbunder,  Patrick  Noonan.  An 
M.B.A.,  he  started  the  group  in  1S)85  based  on  the  notion  of  a 
marriage  between  the  Green  movement  and  greenbacks.  That 
inspiration  won  him  a  "genius"  fellowship  trom  the  John  D.  and 
('atherine  T.  Mac  Arthur  Foundation  the  same  year. 


By  the  mid- 1 990s  the  Mellons  and  Noonan,  now  60,  were  bi 
ding  against  publicly  traded  companies,  entering  joint  bids  w 
pension  funds  and  using  the  Mellon  money  as  leverage  to  j 
states  to  pitch  in.  Their  trickiest  deal  came  in  1998,  when  Ht 
teamed  up  with  the  Hancock  Timber  Resource  Group  to  b 
278,000  acres  ot"  tbrest  and  wetlands  along  the  Chesapeake  B 
Hancock  Timber,  which  manages  3  million  acres  of  woodlands 
the  U.S.  and  Australia  tor  retirement  funds  run  by  John  Hana 
Financial  Services,  had  negotiated  to  bu\'  the  land  for  $180  niilli( 

Noonan  wanted  in  on  the  deal  to  preserve  the  wedands. 
Hancock  told  Noonan  to  come  up  with  $40  million,  fast.  Hcj 
the  Mellons,  staying  in  the  background,  to  pledge  $16.5  millii 
At  the  urging  of  the  Mellons,  Noonan  then  got  the  state 
Maryland  to  match  their  pledge,  followed  by  Delaware  wit) 
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drive  the  inoculation  campaign.  "We 
were  volunteered,"  Pross  says  wryly. 

When  Pross  was  in  his  20s,  he 
says,  his  father  suggested  that  he  and 
his  siblings  use  some  of  their  trust 
fund  money  to  start  their  own  foun- 
dations. Pross  called  his  the  Landfall 
Foundation,  after  reading  Joseph 
Conrad's  The  Mirror  of  the  Sea,  and 
endowed  it  with  $1  million.  He  re- 
members giving  to  anything  related 
to  land  and  animals.  "We  were  raised 
as  outdoors  people,"  says  Pross.  "We 
had  racoons  in  our  shower,  white- 
tailed  deer  in  our  bathtub;  we  had  a 
pet  fox  and  a  pet  skunk."  He  still  en- 
joys walking  through  the  woods  with 
his  28-gauge  Beretta  rifle,  his  yellow 
Labrador  and  German  shorthaired 
pointer.  The  siblings'  foundations 
were  merged  in  1978  to  cut  overhead. 

The  brothers  have  worked  on 
family  charities  much  of  their  lives, 
hi  1965  Pross  graduated  from  Sus- 
quehanna University  and  went  to 
work  for  the  Mellon  Bank  as  a  stock 
analyst.  But  upon  his  father's  death 
in  1970  he  joined  the  Richard  King 
Mellon  Foundation,  where  his 
brother,  who  left  the  University  of 
Pittsburgh  to  serve  in  the  military, 
was  working. 

There  was  a  lot  to  do.  Most  of 
the  charity's  $250  million  in  assets 
was  in  family  stocks  like  Mellon 
Bank,  Gulf  Oil  and  Alcoa.  The 
brothers  hired  money  manager 
Frank  Russell  Co.  and  investment 
consultant  Cambridge  Associates  to 

Krvation  drives  in  America— and  nobody  knew  it.    devise  a  new  investment  plan.  They 

diversified  into  other  stocks  and 


Jailer  amount.  After  the  deal  closed,  Hancock  kept  prime  tim- 

rland,  and  the  two  states  got  60,000  acres  of  forests  and  wet- 

ds  along  the  eastern  shore  for  parks  and  some  tree  cutting. 

It  was  typical  of  their  nimbleness.  "They  know  who's  buying 

1  who's  selling  and  at  what  price,"  says  J.  Charles  Fox,  Mary- 

d's  former  secretary  of  natural  resources. 

Pross,  Richard  and  their  two  sisters,  Cassandra  and  Constance 

tie  died  in  1983),  are  fourth-generation  Mellons  and  were  all 

)pted.  Charity  has  deep  roots  in  the  MeUon  family.  Andrew 

lion,  Pross'  great-uncle,  founded  the  National  GaUery  of  Art 

Washington,  D.C.  His  father.  General  Richard  King  Mellon, 

yed  a  big  role  in  reviving  Pittsburgh.  When  Jonas  Salk  devel- 

:d  his  poho  vaccine  at  the  University  of  Pittsburgh  in  1952, 

hard  King  Mellon  offered  his  children  to  be  vaccinated  first  to 


bonds  and  invested  about  a  quarter  of  the  assets  abroad.  By  the 
peak  of  the  bull  market  in  2000,  the  foundation's  assets  reached 
$1.9  billion,  and  they  were  spending  $90  million  per  year  in 
grants,  half  of  that  on  land  preservation.  They  also  give  money 
to  Carnegie  Mellon  University  and  the  cancer  center  at  the  Uni- 
versity of  Pittsburgh,  among  others. 

Now  that  they  have  hit  their  goal  of  preserving  1  million 
acres  in  all  50  states,  the  brothers  and  the  other  trustees  have 
decided  to  trim  back  their  spending  on  land  conservation. 
They've  published  a  glossy  picture  book  cataloging  their  efforts, 
which  they  plan  to  send  to  charities  that  could  pick  up  their 
mantle.  Next  on  their  agenda:  They  plan  to  focus  on  their  home 
territory,  where  the  Mellons  grew  up  and  made  their  fortune. 
But  don't  expect  to  see  their  names  in  headlines.  F 
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Long  March 


Sell  one  operating  system  to  every  citizen  i 

China  and  you  could  make  some  real  money.  But  in  Chinij 
software  is  pirated,  not  sold  legitimately  What's  a  produce 
of  intellectual  property  to  do?  By  Robyn  Mereditl| 


THE  FUTURE  OF  BUSINESS  IN  CHINA— 
and  why  it  is  both  tantalizing  and 
troublesome — is  on  display  in  Bei- 
jing at  the  bustling  Hailong  market, 
an  elbow-your-way-in  set  of  hun- 
dreds of  stalls  peddling  computers  and  soft- 
ware. Just  a  ten-minute  drive  from  the  offices 
of  Microsoft  China,  the  market  sells  every- 
thing from  ready-to-go  laptops  to  mother- 
boards, monitors  and  "mice"  for  the  boldest 
shoppers  bent  on  building  a  PC  on  the  cheap. 
At  one  busy  table  a  Chinese-language  ver- 
sion of  Windows  XP,  Microsoft's  latest  operat- 
ing system,  comes  in  a  shrink-wrapped  box 


with  the  familiar  logo.  The  price — $245 — 
amounts  to  four  months'  salary  for  an  average 
Chinese  worker.  Too  steep?  No  problem.  At  a 
nearby  stand  a  woman  reaches  under  the 
counter  to  a  tall  stack  of  CDs  on  which  XP  has 
been  illegally  copied.  Gende  bargaining  brings 
die  bootleg  price  down  to  $5.50. 

That  is  the  paradox  of  China  for  Microsoft. 
Like  many  U.S.  companies,  Microsoft  is  mes- 
merized by  the  dream  of  capturing  its  share  of 
business  here — if  only  it  could  overcome  some 
rather  monumental  barriers.  Piracy  is  rampant: 
More  dian  90%  of  the  application  software  used 
here  comes  from  illegal  copies,  ft  has  been  only 
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13  years  since  the  nation  adopted  its  first  copyright  law,  and  it 
later  tightened  the  rules  only  reluctantly,  mostly  to  win  support  for 
its  admission  to  the  World  Trade  Organization.  Comfortably  in 
WTO  now  and  enjoying  a  $30.4  biUion  trade  surplus  with  the  U.S., 
China  scarcely  bothers  to  enforce  the  laws. 

Microsoft  has  tried  the  beUigerent  route,  suing  Chinese  com- 
panies to  stop  piracy  much  as  Cisco  Systems  recently  did.  But 
those  moves  have  largely  backfired,  making  Microsoft  seem  a  for- 
eign bully.  Whenever  the  Chinese  government  has  been  threat- 
ened, it  has  thrown  more  of  its  weight  behind  Linux,  the  freebie 
operating  system  that  poses  a  looming  global  threat  to  Windows. 

The  piracy  dilemma  confronts  any  company  doing  business  in 
China  with  a  brand  or  idea  to  protect.  (See  box,  p.  82.)  For  Mi- 
crosoft, accustomed  to  a  gross  profit  margin  of  85%  on  its  most 
popular  wares,  the  experience  in  China  has  been  an  unending  tor- 
ment. Bill  Gates  might  be  retired  before  his  company  sees  any- 
thing but  red  ink  in  Red  China.  Microsoft  acknowledges  that  it 
has  run  losses  in  China  for  ten  years,  is  likely  to  do  so  for  at  least 
five  more,  and  could  wait  another  decade  or  two  for  profits. 

The  problem:  Although  Microsoft's  software  is  by  far  the  most 
popular,  with  60%  of  China's  computers  running  on  Microsoft 
operating  systems,  few  consumers  or  businesses  shell  out  for  the 
real  thing.  Microsoft's  China  revenue  was  only  $85  million  last 
year,  estimates  International  Data  Corp.  Microsoft  should  have 
taken  in  nearly  $400  million,  had  it  been  paid  only  for  its  share  of 
software  in  brand-new  computers. 

And  yet  at  a  time  when  the  rest  of  the  world  economy  lan- 
guishes, glutted  with  high-tech  gear  and  reeling  from  the  worst 
tech  slump  ever,  China  looms  with  untold  riches.  Its  economy 
grows  at  a  torrid  8%  a  year,  more  than  twice  the  rate  in  the  U.S. 
The  untapped  potential  is  huge.  This  nation  of  1.3  billion  people 
and  millions  of  abacuses  uses  only  36  million  personal  computers. 
Its  PC  market,  the  fastest  growing  on  the  planet,  is  expected  to  sur- 
pass Japan's  to  become  the  world's  second  largest  this  year,  and  to 
double  in  three  years.  A  PC  costs  $870,  more  than  a  year's  pay  for 


an  average  worker,  but  customers  fovmd  the  mon( 
to  buy  7.6  million  last  year. 

The  whole  high-tech  category,  like  so  many  bus 
ness  sectors  in  China,  is  a  blank  slate  now,  awaitii 
a  latter-day  information  revolution  driven  by  its 
ter-day  industrial  revolution.  The  dream  is  that  sa 
of  computer  systems  and  software  wiU  follow  t 
rocket  trajectory  of  the  mobile  phone.  Five  years  a 
24  miUion  Chinese  had  cell  phones;  today  the  to 
is  200  million — and  counting.  A 

Microsoft  thinks  its  China  profits  are  worth  t( 
wait.  "This  is  a  very  long  term  opportunity  of  sim 
stantial  magnitude  and  strategic  importance,"  sa 
Craig  Mundie,  a  Microsoft  senior  vice  presider 
and  chief  China  strategist.  "Are  we  happy  if  w 
only  make  this  money  over  10  or  20  years?  Ulli 
mately,  yes." 

Alexander  Huang,  the  Taiwan-born  president « 
Microsoft's  China  unit,  sips  a  cup  of  Microsoft's  Be 
jing  office  blend — chrysanthemum  and  jasmine  te 
not  the  Starbucks  coffee  that  fuels  home  base  in  Redmon^ 
Wash. — and  puts  it  more  succinctly:  "The  future  is  very  bright 
The  present,  however,  is  a  black  hole,  and  Microsoft  is  en 
barking  on  a  renewed  assault  on  the  China  market.  In  stark  coi 
trast  to  the  combative  style  that  is  the  company's  trademark,  th 
is  a  march  of  good  public  deeds,  academic  support,  even  get 
erosity  Microsoft  will  pour  $750  million  into  the  land  of  fake  sol 
ware  in  the  next  three  years.  The  money,  to  be  funneled  thronji 
China's  powerful  state  planning  department,  is  over  and  abo^ 
the  $1  bUhon  the  company  spends  annually  to  do  business  ai 
research  there.  j 

It  amounts  to  one  of  the  most  expensive  kowtows  a  foreign 
has  ever  offered  China.  Microsoft  is  helping  build  a  software  i 
dustry  from  scratch,  forming  joint  ventures  with  indigenous  fira 
promoting  basic  research  at  Chinese  universities,  and  training  st 
dents  and  entrepreneurs  in  its  own  state-of-the-art  developme 
methods.  It  is  all  the  more  surprising  given  Microsoft's  bungli 
attempts  to  set  up  in  China  early  on.  "There  was  a  degree  of  naiw 
in  how  we  entered  the  country,"  concedes  Mundie.  "We  did  it  li 
we  did  any  other  country."  But  China  is  not  like  anyplace  else. 


The  first  foray  came  in  1989,  when  Microsoft  opened  a  brar 
in  Taiwan — the  thorn  in  China's  paw.  It  entered  the  ma 
land  market  by  opening  a  Beijing  sales  office  in  1992  a 
translating  its  software  into  Mainland  Chinese  characters.  The 
Taiwanese  programmer  embedded  pro-Taiwan  messages  in  ^ 
crosoft  code,  infuriating  China's  government.  In  1997  it  opene 
tech  support  office  in  Shanghai  to  serve  corporate  customers  aa 
Asia  and  take  some  nocturnal  inquiries  from  the  U.S.  In  1998  J 
crosoft  opened  its  Asian  research  office  in  Beijing,  hoping  to 
into  China's  growing  pool  of  smart  software  engineers. 

But  Microsoft  had  a  lot  of  swagger,  and  swagger  does  i 
work  in  China.  John  Chen,  the  Hong  Kong-born  chairmar 
rival  Sybase,  says  Microsoft's  attitude  was:  "We're  America 
we  know  everything.  Why  don't  you  just  pay  for  everything,  < 
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When  a  big  home  furnishings  business  needed  financing  to  expand, 
they  cozied  up  to  CIT,  source  of  lending  and  leasing  for  everything 
from  retail  to  rail.  Learn  more  at  CIT.com.  We  see  what  you  see. 


nnVER  STHRY 


The  Counterfeit  Economy 
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irated  copies  of  Windows  aren't 
just  sold  one  at  a  time  on  tlie 
street.  Hundreds  are  sold  at  once 
to  Chinese  businesses,  preloaded  on 
computers  made  in  Chinese  factories. 

Microsoft  has  company  in  its  misery, 
since  many  foreign  companies  doing 
business  in  China  face  similar  problems. 
"It  is  everything:  pharmaceuticals,  Zippo 
lighters,  circuit  boards,  you  name  it.  If  it 
can  be  reverse  engineered,  it  will  be," 
says  Thomas  Lee  Boam,  a  commercial 
attache  at  the  U.S.  embassy  in  Beijing. 
Cisco  filed  suit  in  Texas  last  month 
against  Huawei  Technologies,  contend- 
ing the  Chinese  tech  company  copied  its 
router  software  and  sold  it  as  its  own. 
Even  cars  are  copied.  You  can  get  a  fake 
Volkswagen  made  in  China. 

A  marketer's  version  of  Dante's  sixth 
circle  of  hell  would  look  something  like 
the  Silk  Market  in  Beijing's  embassy  dis- 
trict. Visitors  run  a  gantlet  of  thin,  deter- 
mined men  hawking  the  latest  Hollywood 
movies  and  music  from  canvas  bags 
slung  over  their  shoulders.  "DVD?  CD?" 
they  cry.  The  filched  films  can  be  a  bit 
fuzzy,  but  buyers  don't  expect  much  for 
$1.  The  International  Intellectual  Property 
Alliance  estimates  that  millions  of  pirated 
DVDs,  worth  $160  million  retail,  and  $47 
million  worth  of  fake  CDs  and  cassettes 
were  sold  in  China  in  2001. 


Then  there  are  the 
clothes,  handbags, 
shoes,  toys  and  watches. 
An  elegant  silver  "Bul- 
gari"  watch  with  a  blue 
face  goes  for  $7  there, 
while  the  real  thing  goes 
for$l,960inaBulgari 
boutique.  There  are  $8        fl 
zippered  jackets  labeled 
Fendi,  $7  purses  labeled 
Prada  and  $10  briefcases 
labeled  Bally.  For  those 
who  can't  decide  which       Piracy?  We're 
brand  to  buy,  there's  a 
special  pair  of  $5  sandals:  The  leather 
on  top  is  stamped  "Esprit."  The  rubber 
soles  swear  they  are  from  Kenneth  Cole. 

Government  ministers  insist  they 
are  cracking  down,  raiding  software 
and  CD  factories  and  scrapping  thou- 
sands of  pirated  discs.  In  2001,  says 
the  government,  it  destroyed  11,000  un- 
derground workshops  and  confiscated 
$2.8  million  worth  of  fake  goods. 

But  deed  doesn't  always  follow  word. 
The  uniformed  policemen  strolling  Bei- 
jing's Silk  Market  ignore  counterfeiters, 
instead  watching  out  for  pickpockets. 
You'd  think  the  soldiers  across  the  street 
with  automatic  rifles  would  be  more  of  a 
deterrent.  Not  so:  Those  soldiers  can't  be 
bothered  with  the  theft  of  brand  names. 


Piracy?  We're  shocked!  A  Beijing  policeman  after  a  rare  bust. 


They're  there  to  keep  starving  North  Ko- 
rean refugees  from  entering  the  safe 
haven  of  foreign  embassies. 

There  are  two  ways  to  fight  piracy 
in  China.  The  first  is  the  Coca-Cola 
method:  "You  make  your  product  so 
well  and  you  distribute  it  so  cheaply 
that  there's  no  money  left  for  the  coun- 
terfeiters," Boam  says.  The  second  is 
the  Budweiser  approach.  Budweiser 
beer  cans  in  China  have  fluted  edges 
that  are  difficult  to  manufacture.  Chi- 
nese companies  can  brew  beer  and  call 
it  Budweiser,  but  they  can't  yet  put  it  in 
a  can  that  looks  real.  "If  you  don't  have 
an  intellectual  property  rights  plan  as 
part  of  your  business  plan,  you're  in 
trouble,"  Boam  says.  —R.M. 


we'll  be  cool." 

By  the  late  1990s  Microsoft  began  suing  Chinese  computer 
makers  that  loaded  pirated  Microsoft  operating  systems  or  other 
software  on  the  computers  that  were  hurtling  out  of  their  factories, 
and  it  sued  Chinese  companies  found  using  ill-gotten  software. 
This  produced  mixed  legal  results  in  a  country  where  the  rule  of 
law  is  not  a  given.  The  lawsuits  succeeded  mostly  in  winning  Mi- 
crosoft a  reputation  for  bullying  tiny  Chinese  firms. 

The  confrontational  strategy  was  all  wrong.  "You  can't  just 
walk  in  there  and  say,  'Hey,  I'm  Microsoft  and  here's  how  it's  going 
to  be  played,' "  says  Denis  Simon,  a  longtime  China  hand  who  is 
dean  of  the  Lally  School  of  Management  &  Technology  at  Troy, 
N.  Y.'s  Rensselaer  Polytechnic  Institute.  "China  doesn't  covet  Mi- 
crosoft the  way  other  countries  do." 

By  instinct  any  Chinese  government  official  would  be  wary  of 
turning  over  his  country's  information  technology  sector  to  for- 
eigners. The  suspicion  is  all  the  greater  when  the  foreigners  in 
question  run  a  firm  that  has  been  attacked  by  its  own  government 
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as  being  an  illegal  monopoly. 

"Microsoft  has  a  very  patchy  and  checkered  relationship  wit 
China  as  a  whole,  and  that's  not  just  consumers,  but  also  the  gov 
ernment,"  says  Patrick  Morgan,  who  runs  the  Beijing  office  c 
APCO  Worldwide,  a  public  affairs  consulting  company.  "China  h£ 
a  love-hate  relationship  with  the  U.S.,  so  when  multinationals  ru 
into  problems  in  China,  the  discussions  can  leave  purely  economi 
parameters." 

In  1999  Microsoft  China's  general  manager,  Juliet  Wu,  qu 
and  wTote  a  tell-all  book  in  Chinese,  saying  the  company  was  ai 
rogant  and  selfish  and  an  enemy  of  Chinese  consumers  because 
wouldn't  slash  prices  in  the  developing  world.  Shordy  after  tl 
book  was  published,  China's  state-run  newspapers  reported  th; 
various  government  departments  had  blacklisted  Microsoft. 

Even  now  many  Chinese  government  officials  support  Linu 
which  is  free,  instead  of  Microsoft's  operating  system.  In  June  20{ 
China's  Ministry  of  Information  Industry  and  the  Chinese  Aca( 
emy  of  Sciences  teamed  up  to  commercialize  Red  Flag  Linux, 
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So  Much  Promise,  So  Little  Return 

China's  teeming  masses  in  the  midst  of  an  information  revolution  . 
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but  software  piracy  has  left  no  profit  for  Microsoft,  despite  its  grand  ambition. 


$139^ 

Worldwide  revenue  per 
new  PC  shipped  (2002) 


China  revenue  per  new  PC 
shipped  (2002  est) 


Sources:  tJlicrosoft:  IDC.  'Windows  and  Office  sales  only.  ^Excludes  preloaded  PC  software. 


Chinese  edition  of  Linux.  Linux  is  gaining  ground,  both  on  the 
desktop  and  in  servers.  It  had  L4%  of  China's  operating  system 
market  in  2001,  but  that  is  expected  to  double  by  2006,  IDC  says. 
Microsoft  lost  the  bidding  14  months  ago  for  a  contract  to  supply 
software  to  the  Beijing  municipal  government.  The  victors  were 
small  Chinese  outfits  running  Linux. 

Last  March  Microsoft  rival  Sun  Microsystems  made  a  splash  by 
offering  free  copies  of  its  open-source  StarOffice  software  to 
China's  Ministry  of  Education  and  administrators,  teachers  and 
students.  The  software,  which  competes  with  Microsoft's  Office 
suite  of  programs,  runs  on  Windows  or  Linux.  Meanwhile,  the 
Chinese  post  office  contracted  with  IBM  to  use  Linux  at  1,200  Chi- 
nese post  offices.  The  National  Statistics  Bureau  uses  Linux,  too. 

Microsoft  found  itself  at  a  crossroads.  After  a  decade  of  strug- 
gle, profits  were  as  far  off  as  ever,  yet  the  company  couldn't  sim- 
ply surrender  and  abandon  what  will  be  one  of  the  world's  lead- 
ing economies  in  10  or  20  years.  "You  either  help  it  emerge  and 
reap  the  long-term  benefits  or  you  have  to  make  the  strategic  as- 
sumption that  someone  else  will,"  says  Microsoft's  Mundie. 

By  June  2002  Microsoft  was  set  on  making  itself  the  accept- 
able choice  for  China,  whatever  the  cost.  That's  when  it 
pledged  $750  million  over  three  years,  promising  to  give 
China's  state  planners  a  say  in  where  Microsoft  donates  millions 
of  dollars'  worth  of  technology  training.  The  deal  calls  for 
Microsoft  to  buy  hardware  such  as  Xbox  game  consoles  from 
Chinese  factories  and  to  invest  in  joint  ventures  with  locals.  Bei- 
jing gets  to  pick  the  partners.  Microsoft  plans  to  open  seven 
more  offices  by  2005. 

Meanwhile,  it  is  staging  dozens  of  programs  that  together 
amount  to  a  giant  technology  transfer.  It  is  training  a  new  gener- 
ation of  China's  software  engineers,  sending  35  of  its  own  R&I) 
staffers — even  Ya-Qin  Zhang,  the  head  of  Microsoft  Research 
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What  Microsoft  should 
have  made  (2002  est) 


Asia — to  drafty  college  class 
rooms  as  guest  lecturers  or 
the  latest  in  programming 
Now  when  Microsoft  sues  pii 
rates,  it  tells  anyone  who  wil 
listen  that  protecting  intellec 
tual  property  will  help  Chin; 
build  a  homegrown  softwan 
industry  as  strong  as  India's.' 
A  $25  million,  three-yea' 
partnership  with  the  Ministr; 
of  Education,  dubbed  th< 
"Great  Wall  Plan,"  promote 
basic  research  in  computer  sci^ 
ence  at  Chinese  universities 
Microsoft  researchers  agrees 
to  partner  with  Beijing's  Unii 
versity  of  Aeronautics  &  As. 
tronautics  to  work  on  researd 
projects  geared  to  Beijing' 
2008  "Digital  Olympics,"  i 
geekfest  coinciding  with  tb 
arrival  of  the  world's  athletes.  i 

Microsoft  also  formed  joint  research  labs  with  four  Chinea; 
universities — one  in  Beijing,  one  in  the  eastern  city  of  Hangzhou 
one  in  the  northern  city  of  Harbin  and  one  in  Hong  Kong.  Th'; 
company  donated  another  $5  million  to  pay  teachers  at  15  uni 
versities.  It  has  named  59  Microsoft  Fellows,  who  are  China's  bes-j 
computer  science  Ph.D.  students,  and  created  an  internship  pro 
gram  that  allows  200  grad  students  in  computer  science  and  eleci 
trical  engineering  to  work  at  Microsoft's  research  lab  in  Beijing. 
Research  has  been  one  of  the  few  bright  spots  for  Microsoft  i] 
China.  The  company  spent  $5. 1  billion  worldwide  last  year  on  re; 
search  in  its  five  labs:  three  in  the  U.S.,  one  in  Cambridge,  U.K.  anci 
one  in  Beijing.  The  one  in  Beijing  costs  as  much  to  run  as  the  oth 
ers,  Zhang  says,  because  so  many  workers  are  American-born  Chi 
nese,  or  "ABCs,"  with  American-size  salaries,  and  because  ren 
costs  more  in  Beijing  than  in  Redmond.  Even  computers  cost  Mi 
crosoft  more  in  China,  because  of  high  import  taxes. 

But  Mundie  doesn't  measure  the  research  lab's  costs.  He  count 
its  contributions  and  calls  it  "hugely  successful."  Already,  inven 
tions  from  Beijing  are  in  Microsoft's  newest  software.  Moviemake 
Version  2  was  shipped  late  last  year  and  contains  a  born-in-Beijin; 
feature  called  AutoEdit.  In  it,  the  computer  automatically  com 
piles  a  slide  show,  set  to  music,  of  digital  photos.  If  all  goes  well,  fu 
ture  software  will  contain  better-than-HoIlywood  graphics  an( 
"Mulan,"  a  realistic-sounding  bilingual  text-to-speech  progran 
that  lets  computers  read  to  people. 

Outside  the  lab  and  classroom,  Microsoft  has  formed  two  join 
ventures  with  Chinese  software  companies,  and  it  is  taking  th 
time  to  partner  with  dinky  startups.  Its  first  joint  venture  partnei  \ 
Censoft  Corp.  Ltd.,  recently  completed  a  building  in  a  high-ted 
zone  in  northwestern  Beijing  that  looks  like  any  airy  Silicon  Val 
ley  office.  A  year  ago  Microsoft  announced  it  would  pay  $2.3  mil 
lion  for  a  19%  stake  in  the  company,  which  now  has  150  employ 
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'imicro  is  a  Beijing  company  founded  by  the  Min- 
istry of  Information  Industry  and  run  by  John 
Deng,  a  35-year-old  Beijing  native  who  studied  at 
Berkeley  and  worked  for  IBM  before  returning  to  China. 
His  company,  operating  in  a  nondescript  building  with 

scores  of  bicycles  in  the 
parking  lot,  makes  imag- 
ing and  video  chips  found 
in  digital  cameras,  Web- 
cams,  mobile  phone  cam- 
eras and  the  like. 

The  small  firm  is  one  of 
just  five  worldwide  autho- 
rized by  Microsoft  to  use 
Windows  XP  for  digital 
imaging  chips.  Vimicro  has 
90%  of  the  Chinese  mar- 
Vimicro  Chairman  John  Deng,     ^et  for  these  chips.  In  the 

last  Party  Congress,  Chinese  officials  praised  a  Vimicro 
chip  along  with  China's  historic  space  flight  and  rice-gene 
sequencing. 

"Some  government  officials  are  not  very  happy  with 
Microsoft,  but  they  are  happy  with  our  partnership  with 
Microsoft,"  Deng  says.  "They  believe  a  big  company  can 
help  a  Chinese  high-tech  startup  go  international."  Vimi- 
cro started  out  just  three  years  ago.  But  Deng  already  has 
achieved  something  Bill  Gates  hasn't  managed  after  a 
decade  of  struggle  in  this  enigmatic  market:  Last  year 
Vimicro  earned  several  million  dollars  in  profit.         —R.M. 


ees.  Its  chief,  Zhu  Xiduo,  says  he  learned  the  basics  from  Microsoft 
engineers  and  copied  the  Microsoft  system  for  large-scale  devel- 
opment, something  no  Chinese  company  knew  how  to  do. 

"We  learned  a  lot  from  Microsoft  in  terms  of  how  to  do  the 
marketing,  how  to  build  up  our  sales  in  China  and  even  how  to 
demonstrate  our  product  to  customers  and  how  to  do  a  product 
launch,"  Zhu  says.  Censoft  has  landed  some  big  accounts  for  high- 
end  enterprise  applications  software  and  consulting,  including  the 
Bank  of  China,  Huawei  (the  router  company  sued  by  Cisco)  and 
the  Beijing  city  government.  Some  of  the  jobs  will  run  on  Windows 
and  some  on  Linux.  Censoft  is  on  track  to  break  even  on  revenue 
of  $20  million  this  year.  That  lowly  sales  figure  makes  Censoft  the 
31st-largest  local  software  provider  in  China.  In  all  likelihood  it 
will  turn  profitable  before  Microsoft  does  in  China. 

Most  of  Censoft's  top  executives  have  worked  for  Microsoft 
in  China  and  were  recommended  by  the  U.S.  company.  Most,  in 
fact,  were  hai  gut,  or  "sea  turtles,"  the  nickname  for  Chinese  who 
went  abroad  for  their  education  but  are  coming  back  as  China 
modernizes.  For  Censoft  and  China,  it  is  a  brain  gain.  For 
Microsoft,  this  time-consuming  project — 1,200  hours  and 
counting — pays  off  in  small  ways.  WTien  the  Chinese  govern- 
ment held  a  big  e-government  conference,  Censoft  got  a  booth. 


"We  let  Microsoft  show  products  at  our  stand,"  Zhu  says  witH 
a  smile. 

China's  banks,  telecps  and  utilities  are  all  rushing  to  buy  coi 
puters  and  software  for  their  back  offices,  and  Microsoft  will  gi 
chunk  of  that  business.  Microsoft  has  wooed  and  won  over  a  ni 
ber  of  gargantuan  government  entities  rushing  to  compute 
their  paper-pushing  pasts:  China  Telecom,  China  LJnicom, 
Public  Security  Bureau,  the  Ministry  of  Inspection  and  the  po: 
a  city  called  Ningbo.  Microsoft's  SQL  database  had  18%  of  the 
road  industry's  2001  server  budget  after  the  Ministry  of  Rail 
decided  to  use  Microsoft. 

In  addition,  Microsoft  aims  to  win  a  hefty  share  of  e-g( 
ernment  contracts  as  China  makes  a  push  in  that  directii 
While  Microsoft  lost  Beijing's  contract  to  equip  all  compul 
with  Microsoft  Office,  it  won  a  contract  in  Shanghai  coverii 
at  least  20,000  government  computers  and  one  in  Guangzhou 
covering  8,000. 

However  vexing  the  piracy  problem  is  now,  China  may  some- 
day grow  out  of  it — as  japan,  Taiwan,  Singapore  and  Korea 
all  have,  in  varying  degrees.  For  now  the  piracy  remains  b; 
enough  that  Microsoft  won't  even  sell  its  Xbox  in  China.  In  othi 
countries  Microsoft  loses  $125  on  each  Xbox  game  console  it  sel 
but  it  makes  up  the  loss  selling  software.  It  hasn't  got  that  optioi 
in  China,  where  the  company  assumes  fake  games  would  quickt; 
reach  the  market.  Xboxes  buUt  in  China  are  for  export  only. 

Desktop  application  software  like  Microsoft  Office  is  almosi 
entirely  pirated.  Microsoft  sells  copies  mostly  to  city  governmenti 
at  a  discount  and  to  computer  makers  like  Dell  and  Legend,  whidi 
install  it  on  the  PCs  they  build  in  China  for  sale  there.  About 
third  of  Microsoft's  revenue  in  China  comes  from  this,  IDC 
Microsoft's  Huang  insists  the  situation  is  improving.  "The  mai  ki 
demand  is  there.  The  technology  is  there.  The  government  i  jj 
changing  its  attitude,"  he  says  hopeftilly.  f 

If  Microsoft  remains  patient,  its  myriad  indoctrination  efforlf 
could  pay  off  and  its  software  could  continue  to  run  China's  coid'l 
puters.  In  this  respect  it  is  not  entirely  a  bad  thing  that  the  piratt 
go  after  Windows.  They  are  making  it  more  likely  that  developei 
will  be  addicted  to  Microsoft  code. 

That  will  be  crucial  as  China's  native  mathematical  talen  | 
give  rise  to  a  software  export  industry.  Microsoft  especially  wan ' 
to  ensure  that  the  software  powering  mobile  phones,  palmtc'  y 
computers,  games  and  smart  watches  is  written  in  Microsoi  I 
languages,  since  it  is  inevitable  that  such  gizmos  will  be  bui  I 
with  cheap  Chinese  labor  for  export  as  well  as  for  the  huiil 
domestic  market. 

"Five  years  ago  the  Chinese  software  industry  pretty  mu( 
didn't  exist,"  says  Microsoft's  Zhang.  But  China  is  coming  on  fa 
"In  Beijing  and  Shanghai  and  in  some  of  the  major  cities,  it 
about  5  to  6  years  behind,  and  in  the  countryside,  it  is  about  51 
years  behind." 

Someday  there  may  be  enough  Chinese  programmers  makii 
a  living  writing  software  that  their  government  will  take  an  int« 
est  in  preventing  the  theft  of  code.  At  that  point,  presumably,  N 
crosoft  will  finally  make  some  money,  too. 
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The  Midas  List 


Most  venture  capitalists  are 

locked  into  failing  enterprises, 

but  the  resourceful  ones 

know  where  the  exits  are. 


Tech's  Top  50  Venture  Investorl 


BY  ERIKA  BROWN 


TWO  YEARS  AGO  VINOD  KHOSLA  CLAIMED  THE  TOP  SPOT 
in  FORBES'  inaugural  Midas  List  by  trading  Cerent,  an  optical 
networking  company  he  backed,  for  $7  billion  in  Cisco  stock. 
The  deal  was  inspiring.  It  was  also  the  last  of  its  kind.  Last  year's 
tech  whopper?  Tellabs'  purchase  of  Ocular,  a  maker  of  data-net- 
working gear,  for  $355  million. 

This  year's  list  shows  just  how  hard  it  is  to  get  Liquid.  Accord- 
ing to  Jesse  Reyes  at  Venture  Economics,  9,900  venture-backed 
companies  are  stOJ  scrambling  for  the  exits.  Most  of  them  won't 
make  it.  A  mere  22  went  public  in  2002.  The  median  sale  price 
for  the  214  venture-backed  companies  sold  last  year  was 
$19  million.  Investors  put  up  a  median  $16  million  to  start  those 
companies.  And  these  were,  by  and  large,  the  winners. 

But  the  more  skilled  VCs  are  finding  exits,  thanks  to  an  eye 
for  markets  that  don't  yet  exist,  a  Blackberry  loaded  with  cus- 
tomers and  investors,  and  a  willingness  to  sweat  a  bit.  Rob  L. 
Soni,  formerly  a  managing  partner  at  Bessemer  Venture  Part- 
ners, had  a  rare  twofer  last  year:  selling  Ocular  to  Tellabs  and 
selling  Pirus,  a  storage  networking  company,  to  Sun  Microsys- 
tems for  $175  million.  With  Pirus,  Soni  provided  both  the  seed 
money  and  the  germ  of  the  idea:  to  improve  storage  area  net- 
works. Today  Pirus  allows  capacity  from  different  devices  to 
appear  as  one  pool  of  storage.  The  technology  fits  nicely  with 
Sun's  desire  to  build  lower-cost  data  centers.  Soni  retrieved 
three  times  his  $10  million  investment. 

David  Chao,  cofounder  of  Doll  Capital  Management,  four 
years  ago  invested  $1  million  in  Recourse,  a  security  software 
outfit  cofounded  by  a  business  school  chum.  When  Recourse 
needed  more  fiinds  at  the  end  of  2000  and  outside  investors 
wanted  to  cut  its  valuation,  Chao  called  on  his  limited  partners 
to  pitch  in  another  $10  million  without  chopping  the  valuation. 
This  was  done  in  January  2002,  and  six  months  later  Recourse 
was  sold  for  $135  million  in  cash  to  Symantec. 

Jay  Hoag,  cofounder  of  Technology  Crossover  Ventures,  had 
a  hand  in  two  public  offerings  last  year:  Netflix,  an  online  DVD 
rental  service,  and  Altiris,  an  IT  services  outsourcer.  When  Hoag 
found  Altiris  at  the  turn  of  2002,  it  had  less  than  $5  million  in 
cash.  Customers  were  shying  away  Hoag  put  in  $35  million  for 
a  32%  stake.  He  also  reworked  Altiris'  shaky  road  show  presen- 
tation. Altiris  went  public  in  May  at  $10  a  share  ?nd  now  trades 
at  $14.  Hoag's  stake  is  worth  $110  million,  three  times  his 
investment.  In  a  silicon  recession,  that's  a  hit.  F 
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11  I  James  Barksdale 


Ocular  and  Pirus.  Also  fielded  Altiga, 
Castle  Networks  and  PowerTel.  2002 
RANK:  NONE 

7  I  David  Strohm 

VC  Greyiock.  AGE:  54.  Veteran  VC 
with  software  wins  like  Forte  (acquired 
by  Sun),  Kiva  (acquired  by  Netscape). 
Director  at  DoubleClick,  Legato.  2002 
RANK:  31 

8  I  Avram  Miller 

'" .  Avram  Miller  Co  AGE:  57.  Advised 
Kibu  and  Pets.com,  though  they  didn't 
last.  Picked  up  stakes  in  AtHome,  Covad, 
CMGI  as  head  of  biz  dev  at  Intel.  Bailed 
before  it  all  went  to  hell.  2002  RANK: 
NONE 

9  I  Geoffrey  Yang 

VC.  Redpoint  Ventures.  AGE:  42. 
Founding  partner  of  Redpoint.  Turn-ons: 
cool  digital  media  plays  TiVo  and  Live- 
Planet.  Turn  offs:  Excite,  AskJeeves. 
More  serious  buys:  Agile  Networks, 
Crescendo  and  Netcore  Systems.  2002 
RANK:  35 

10  I  Peter  Morris 

VC.  New  Enterpri  Associates.  AGE: 
46.  Made  his  bones  on  $3.5  billion  sale 
of  Alteon  to  Nortel;  also  Gadzoox,  Ju- 
niper, Racketeer  Still  b-^lieves  in  broad- 
band, wants  to  take  do\  n  Cisco.  Hedg- 
ing his  bets  with  health  care.  2002 
RANK:  82 


Biggest  Acquisitions  of  200 


VC.  General  Atlantic  Partners.  AGE: 
60.  Bridged  old  and  new  economy  with 
FedEx  and  Netscape.  Shut  down  his  own 
VC  firm  filled  with  dot-bombs  in  late 
2001.  Moved  to  General  Atlantic  Part- 
ners last  year  2002  RANK:  17 

12  I  James  Wei 

VC.  Worldview  Technology  Partners. 
AGE:  35.  Former  IBM  coder.  Cofounded 
Worldview,  also  late-stage  Meritech  Cap- 
ital. Likes  chips  and  wires:  Cyras,  Nvidia, 
Triton.  2002  RANK:  NONE 

13  I  George  Still  Jr. 

VC.  Norwest  Venture  Partners.  AGE; 
44.  Sole  venture  investor  in  PeopleSoft. 
Also  in  former  highfliers  Corio,  SeeBe- 
yond,  Netro.  2002  RANK:  42 

14  I  Todd  Dagres 

VC.  Battery  Ventures.  AGE:  43.  Firm 
"resigned"  some  partners  this  year,  but 
he's  still  good.  Smart  moves:  QTera,  Red- 
stone, RiverDelta.  2002  RANK:  NONE 
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NetlQ 

Dec.  9 

TogetherSoft 

Borland 

Oct.  30 

Blue  Ocean  Software 

Intuit 

Sept.  13 

Hammerhead  Networks 

Cisco 
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Biggest  IPOs  of  2002 
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Medical  Staffing  Network    MRN            Aprill8 

Zymogenetics 

ZGEN           Jan.  31 

Kyphon 

KYPH            May  17 

Alternative  Investor:  VentureOne; 

15 


Christopher 
Schaepe 


VC.  Lightspeed  Venture  Partners. 
AGE:  38.  Founding  partner  of  Light- 


Vintage  Venture 

VCs  are  returning  to  a  more  modest  era. 
itable  exits,  they're  keeping  their  money  i 


Value  of  venture-backed 


'k 


$89 

■1 

$57 

1 

Sources:  Thomson  Venture  Ecor)omics;  National 
Venture  Capital  Association, 


Dollars  Invested  by  VCs 
($bil) 


$22 

Sources:  PricewaterhouseCoopers:  Venture  Economics;  National 
Venture  Capital  Association  Moneytrec  Survey. 


speed,  formerly  Weiss,  Peck  &  G 
deals  in  LightLogic,  Lightspeed 
tional  (Cisco),  Lightwave  Micro 
Also  Brocade,  Terayon,  Cieni 
RANK:  16 

16  I  Robert  Kagle 

VC.  Benchmark  Capital.  / 
Made  an  early  call  on  Ebay.  Als 
Ariba,  E-Loan,  Synopsys  and 
retailer  Jamba  Juice.  2002  R 


17  I  David  Anders 


Slitter  Hill  Ventures 
Started  Sutter  Hill  before  manij 
execs  were  born  (1971).  Claii*] 
Palm.  Also  backed  Quantui 
Technology,  Mentor  Graphi' 
RANK:  NONE 

18  I  William  Save 


vr  Vulcan  Ventures  AGE: 
Paul  Allen's  "Wired  World."  Mc 
of  early  broadband  bets.  Sor 
early.  A  sampling:  Charter  Cc 
tions,  MetriCom,  WebTV,  Tic 
2002  RANK:  25 

19  I  James  W.  Br 


VC.  Accel  Partners.  AGE:  ^ 
ion's  up  but  most  of  his  IPO-e 
Redback,  Foundry  Networks, 
Recent  break:  $1  billion  sa 
Mart.com  to  Wal-Mart.  2002 

20  I  Roger  Evans 

VC.  Greyiock.  AGE:  57.  Foi 
preneur  made  mark  in  comn 


: 


I 
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1  I  Vinod  Khosia 


VC.  Kleiner  Perkins  Caufield  &  Byers.  AGE:  48.  There's  a  reason  all  the  limited  partners  want  a  piece 
Df  Khosia:  Not  even  a  tech  depression  can  stop  his  streak.  Believes  the  best  results  come  from  put- 
i?ing  in  tiny  sums  ($10  million  is  too  high)  early.  Rues  the  day  venture  investing  became  more  about 
jfiming  getting  in  and  out,  and  less  about  building  companies.  "The  thing  I  worry  about  is  the  business 
iolans  that  get  dislocated  because  the  venture  capitalists  won't  invest  in  this  shell-shocked  environ- 
nent.  We  will  lose  some  good  companies."  Took  Synaptics  public  in  2002.  Other  wins:  Cerent,  Juniper, 
Extreme  Networks.  Latest  bets:  Kovio  and  Infinera.  2002  RANK:  2 


2  I  Promod  Hague 

"  Norwest  Venture  Partners.  AGE: 
34.  Likes  communications  and  enter- 
prise software.  Former  director  at  Cer- 
ent, Forte  Software,  OnDisplay.  Sold 
Resonext  to  RF  Micro  Devices  in  Octo- 
ber. 2002  RANK:  15 

3  I  L.  John  Doerr 

VC.  Kleiner  Perkins  Caufield  &  Byors. 
\GE:  51.  Former  Intel  salesman,  current 
Johnny  Appleseed  of  Silicon  Valley.  Di- 
rector at  Amazon,  Handspring,  Google 
and  Good  Technology.  Flops:  ExciteAt- 
Home,  WebMD,  Homestore.com.  2002 
f;ANK:  4 

4  I  Lawrence  Sonsini 

L.  Wilson,  Sonsini,  Goodrich  &  Rosati. 
AGE:  61.  The  first  name  in  high  tech 
briefs.  Clients  include  Pixar  and  Seagate. 
Negotiated  sale  of  Netscape  to  AOL.  Oc- 
casionally invests  the  firm's  money  in 
promising  deals,  including  Netflix,  Ju- 
niper, CommerceOne.  2002  RANK:  7 

5  I  Tench  Coxe 

utter  Hill  Ventures.  AGE:  45.  Big 
scores  selling  Alteon  WebSystems  and 
AtMobile.com,  also  this  year's  sale  of 
Avant.  Currently  in  networking  switches, 
digital  gift  cards  and  health  science. 
Trolling  for  deals  on  the  public  market. 
2002  RANK:  5 

3  I  Rob  Soni 


VC- Venture  Capitalist,    -  Lawyer,    -  Angel,    -Recruiter 


>.  Left  the  Boston-based  Bessemer 
;nture  Partners  in  January.  AGE:  34. 

Came  in  late  (1997),  caught  up  fast. 

Scored  two  of  the  biggest  hits  of  2002: 


NOW,  LET'S  TALK  ABOUT  CHOOSING  A  GUIDE. 


1*.  ■                                     ^ 

In  venture  capital,  risk  comes  with  the  territory.  But  the  right  guide 
can  improve  your  odds  climb  after  climb,  deal  after  deal.  Our  guides  were 
managers  on  five  of  last  year's  top  25  IPOs!  We've  also  been  the  top  performing 
bookrunner  since  2001!*  And  last  year,  we  guided  clients  on  deals  valued  in 
excess  of  $17  billion.  So  before  you  take  your  next  step,  take  a  guide. 

"i^  '•^r' 

TENZING  NORGAY, 

GUIDE  BEHIND  THE  FIRST 

SUCCESSFUL  ASCENT  OF 

MT.  EVEREST. 


Guides  for  the  journey;     [T^  bdllCOrp 

Piper  Jaff ray® 
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MINNEAPOLIS        SAN  FRANCISCO        NEW  YORK        LONDON*        CHICAGO        MENLO  PARK        SEATTLE        TEL  AVIV 


t  B,iicd  on  pcacnt  return  from  IPO  offer  price  through  12/31/02.  tt  Performance  based  on  1-day  and  30-day  returns  from  offer  price.  Considers  all  bookrunning  managers  completing 
.It  least  10  IPOs  and  follow-on  offerings  since  1/1/2001.  Source:  Dealogic.  Securities  products  and  services  are  offered  through  U.S.  Bancorp  Piper  Jaffray  Inc.,  member  SIPC  and  NYSE, 
1    Inc.,  and  a  subsidiar%'  of  U.S.  Bancorp.  '■'Securities  products  and  services  are  offered  in  the  United  Kingdom  through  the  affiliated  entity  U.S.  Bancorp  Piper  Jaffray  Capital  Markets  Ltd., 
*    which  IS  regulated  by  the  FSA.  *  ^Strategic  alliance:  Securities  products  and  services  are  offered  in  Israel  through  Nessuah  Zanne.x  Ltd.  under  an  agreement  with  USBPJI. 


Yahoo  and  PayPal,  but  some  didn't:  Web- 
Van,  PlanetRX.  2002  RANK:  8 

33  I  Dixon  Doll 

VC.  Doll  Capital  Management.  AGE: 
60.  Founded  this  firm  in  1996.  LPs  like 
what  they  see  so  far.  Backed  Internap, 
IPivot,  AtMotion,  About.com,  Foundry 
Networks.  2002  RANK:  NONE 

34  I  Kevin  Compton 

VC.  Kleiner  Perkins  Caufield  &  Byers. 
AGE:  44.  High  returns,  low  profile.  Took 
ONI  Systems  public,  then  sold  it  to  Ciena, 
distributing  some  $380  million  to  his 
LPs.  Advised  and  financed  Citrix  Sys- 
tems, Active  Software,  Corsair  Bad  call: 
Broadband  Office.  Co-owns  San  Jose 
Sharks.  2002  RANK:  NONE 

35  I  Roger  McNamee 

VC.  Silver  Lake  Partners.  AGE:  46. 
Runs  a  VC-meets-LBO  firm.  Says  un- 
derstanding tech  is  more  important  than 
financial  engineering.  Worked  on  Gartner 
turnaround.  This  year  took  Seagate  pub- 
lic, sold  Datek.  2002  RANK:  28 

36  I  Daniel  Nova 


VC.  Highland  Capital  Partners.  AGE: 
41.  He's  East  Coast  but  not  too  Old 
School  to  have  launched  a  pile  of  dot- 
coms. Bought  into  AskJeeves,  Etoys, 
MapQuest,  Lycos.  2002  RANK:  NONE 


ill  37 


Robert 
Gunderson  Jr. 


Gunderson  Dettmer.  AGE:  51. 
Clients  of  the  firm  he  cofounded  include 
onetime  highfliers  like  Ariba,  Sclent  and 
Vignette.  2002  RANK:  12 

38  I  Jeffrey  Christian 

P  Christian  &  Timbers.  AGE:  47. 
Cleveland-based  headhunter  found  time 
to  write  a  book  on  the  subject.  Wins  in- 


dude  chief  exec  placement  at  HP.  Flops: 
AtHome,  Healtheon.  2002  RANK:  32 

39  I  Jay  Hoag 

VC.  Technology  Crossover  Ventures. 
AGE:  44.  May  have  come  in  late  but 
helped  Altiris  and  Netflix  go  public  last 
year  His  Expedia  PIPE  is  paying  off;  Fire- 
pond,  IVillage,  Homestore.com  aren't. 
2002  RANK:  33 

40  I  William  Younger 

Sutter  Hill  Ventures.  AGE:  53. 
Early,  deep  investor  in  Celeritek,  COR 
Therapeutics,  Forte  and  Oacis  Health- 
care. 2002  RANK:  99 

41  I  Pierre  Lamond 

VC.  Sequoia  Capital.  AGE:  72.  Valley 
days  go  back  to  Fairchild.  Still  at  it:  Took 
Plumtree  Software  public  last  year. 
2002  RANK:  NONE 

42  I  Timothy  Barrows 

VC.  Matrix  Partners.  AGE:  45.  His  bets 
on  early-stage  companies  like  Sycamore 
Networks  look  less  prescient  after  tele- 
com Implosion.  2002  RANK:  34 

43  I  Andrew  Verhalen 

VC.  Matrix  Partners.  AGE:  46  Impec- 
cable timing  on  communications  picks. 
Biggest  scores:  Phone.com  (now  Open- 
wave),  Alteon.  2002  RANK:  67 

44  I  Mark  Stevens 

VC.  Sequoia  Capital  AGE:  42.  Got  in  at 
the  ground  level  at  Nvidia,  Aspect  De- 
velopment, Terayon.  Winner:  Pixelworks. 
Wants  to  network  your  home  wirelessly. 
2002  RANK:  10 


James  Wei  12 


45  I  Kenneth  J.  Virnig 

R .  Devine  &  Virnig,  executive  search 
consultants.  AGE:  59.  Placed  execs  at 
lots  of  now-struggling  firms.  Survivors 
include  Brocade,  Interwoven.  2002 
RANK:  38 

46  I  David  F.  Marquardt 

VC.  August  Capital.  AGE:  54.  Early  fan 
and  director  of  Microsoft,  Sun,  Seagate. 
Big  visionary  cachet.  2002  RANK:  81 

47  I  Michael  Maples 

A.  AGE:  60.  Ex-Microsoft  president. 
Hunts  on  his  ranch  in  Austin.  Advised 
J.D.  Edwards,  NetlQ,  Lexmark.  2002 
RANK:  21 

48  I  Douglas  Leone 

VC.  Sequoia  Capital.  AGE:  45.  Multi- 
billion  sale  of  International  Network  Ser- 
vices makes  up  for  collapse  of  VA  Soft- 
ware and  Sclent.  2002  RANK:  NONE 

49  I  William  Ford 

VC.  General  Atlantic  Partners.  AGE: 
41.  E-Trade  director  survived  shakeup 
of  compensation  committee  after  ker- 
fuffle over  chief's  pay.  2002  RANK:  29 

50  I  Frank  Bonsai 

New  Enterprise  Associates.  AGE: 
G5.  Cofounded  NEA,  1978.  Prior  invest- 
ments: Corvis,  Synaptic  Pharmaceuti- 
cals, Entevo,  GraphixZone,  Object  De- 
sign. Current:  Codeon,  Yafo  Networks. 
2002  RANK:  NONE 


A  NOTE  ON  METHODOLOGY:  The  Midas  list  seeks 
to  identify  individuals  who  deploy  venture  capital  to  cre- 
ate wealth  for  investors.  Our  ranking  formula  weighs 
most  heavily  the  market  capitalization  of  a  venture- 
backed  company  on  its  first  day  of  trading  or  the  pur- 
chase price  in  an  acquisition.  Companies  must  have  gone 
public  or  been  acquired  after  June  1995  to  be  considered, 
and  they  must  be  engaged  in  the  field  of  information 
technology  or  life  sciences.  Placement  on  the  list  also 
depends  on  a  venture  capitalist's  (or  lawyer's  or  re- 
cruiter's) degree  of  involvement  with  a  startup.  Our 
results  are  based  on  extensive  reporting  and  surveys 
sent  to  600  professionals  including  VCs,  angels,  lawyers 
and  bankers.  This  year  we  also  polled  limited  partners  in 
VC  funds.  Special  thanks  go  to  VentureOne  and  the 
National  Venture  Capital  Association. 
Contributors:  Senior  Editors  Kerry  A.  Doian  and  Michael  K 
Ozanian;  Statisticians  Mitchel  Rand  and  Carl  Subick;  Reporter 
Aliya  Stemstein;  Art  Director  Anton  Klusener;  Associate  ArtDi-\ 
rector  David  Lada;  and  Photo  Researcher  Brian  Marcus. 

PLEASE  VISIT  F0RBES.COM  FOR  THE 
COMPLETE  MIDAS  100  LIST 


nclucte  Ascend  (acquired  by   S 
rgon   (Siemens).   Xircom 
jggling:  Openwave.  Flop: 
Communications.  2002 


omas  H.  Bredt 

\/enfurei  AGE:  62.  HP  en- 
timely  investments  like  Syn- 
nunications  and  Xros.  Ac- 

hasn't  fared  as  well  of  late. 

:  NONE 

vid  Spreng 

ndo  Ventures.  AGE:  41. 
Spreng  swiftly  distributed 
0  his  limited  partners.  Co- 
and  Tut  Systems  once  fairer 

2002  RANK:  NONE 

ry  Rieschel 

Venture  Capital  AGE:  46 
Ti  Softbank.  Backed  GeoCit- 
schnology,  UTStarcom.  Lost 

Urban  Media,  many  more. 

is  shakeout  year.  2002 


bert  Davoli 

'artners  AGE:  54.  Veteran 
tnded  former  hits  ICG,  ISS 
igeNetworks,  Vignette  and 
Is.  Except  ISS,  all  are  now 
i.2002  RANK:  53 


Tips  for  2003 
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TECHNOLOGY  PARTNERS 

nchronous  chips, 
whole  802.11  area 
ded. 

vens 

PITAL 

le  networking. 

ng  to  telecom  carriers. 

osia 

DKINS  CAUFIELD  &  BYERS 

■dware  that  costs  less 
d  operate;  personalized 

otech  feels  like  a  bubble. 


VC.  Venrock  Associates.  AGE:  50. 
Says  it's  time  for  VCs  to  reinvent  them- 
selves. Did  Lightera,  Stratacom,  Ramp 
Networks.  Sees  opportunities  in  telecom 
mop-up:  security  software;  medical  de- 
vices, 2002  RANK:  9 


Keith  Geeslin 


VC  Sprout  GroLip  AGE:  49  Joined 
Sprout,  the  venture  arm  of  Credit  Suisse 
First  Boston,  18  years  ago.  Ascended  the 
Midas  ranks  on  strength  of  360net- 
works'  first  day  of  trading,  2002  RANK: 
NONE 


iaque 

ENTURE  PARTNERS 

^pler  software  integration; 

elf  silicon  chips. 
aey-£entricity.  Think  India. 


Anthony  Sun 

VENROCK  ASSOCIATES 

Hot:  Security  software.  Chips 
for  high-def  television. 
N<^^    Broad-based  software 
infrastructure.  Only  niches  are  left. 

Andrew  Rachleff 

BENCHMARK  CAPITAL 

Hot:  802.11;  securing  Web  traffic. 
Not:  Storage  networking. 

Peter  Morris 

NEW  ENTERPRISE  ASSOCIATES 

Hot:  Less-invasive  drug  delivery. 
Not:  Proprietary  server  systems. 

Tench  Coxe 

SUTTER  HILL  VENTURES 

Hot:  Electronic  gift  cards.  Private 
investments  in  public  equities  (PIPEs) 
like  Eloyalty  and  CopperMountain. 


30  I  Edward  Anderson 

VC.  North  Bridge  Venture  Partners 
AGE:  53.  Low-key  Bostonian  funded 
Sycamore,  Sonus,  ArrowPoint,  Cadia, 
SpringTIde.  2002  RANK:  51 

31  I  Andrew  Rachleff 

VC.  Benchmark  Capital.  AGE:  44.  Sold 
C-Port,  Shasta,  Epigram.  Sees  money  to 
be  made  in  Wi-Fi,  yet  wants  to  steer 
clear  of  tech  "waves,"  2002  RANK:  62 

32  I  Michael  Moritz 

v;;.  Sequoia  Capirai.  AGE:  48. 
Journalist  turned  financier.  Made  lots  of 
e-commerce  bets.  Some  paid  off,  like 
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Backseat  Driver  By  Jerry  Flint 


Too  Much  Globalism 


GLOBALISM— ALSO  KNOWN  AS  THE  HUNT  FOR  LOWER 
wages — continues  apace  in  the  auto  industry.  Move 
the  work  to  Canada,  where  the  cheap  currency  and 
government-paid  health  care  lower  labor  costs  by  a 
third.  Move  it  to  Mexico.  Move  it  to  China,  where 
wages  are  reaUy  low.  General  Motors  will  buOd  a  new  sport  util- 
ity vehicle,  the  Equinox.  The  six-cylinder  engine  and  some  other 
parts  will  come  from  China  and  go  to  a  Japanese-run  assembly 
plant  in  Ontario.  That  will  save  money  for  sure. 

In  fact,  all  Chrysler's  PT  Cruisers  come  from  Mexico,  while 
Chrysler's  new  Pacifica  wagon  and  many  of  its  minivans  come 
from  Canada.  Ford  gets  all 
its  Crown  Victorias  from 
Canada.  New  York's  cab 
drivers  and  just  about  all 
our  police  use  them. 

Partsmakers  try  even 
harder  to  ship  work  abroad 
to  low-wage  countries 
because  they  are  under 
enormous  price  pressure 
from  their  automaking 
customers.  Delphi,  the 
giant  partsmaker  spun  off 
from  General  Motors,  is 
the  largest  employer  in 
Mexico. 

It's  easy  to  understand 
the  drive  for  lower  costs. 
The  auto  world  is  terribly 
competitive.  But  are  auto- 
maker direct-labor  costs, 
which  account  for  8%  of  a 

car's  price,  all  that  important?  The  most  successful  vehicle  mak- 
ers today  are  foreign:  Toyota,  Honda,  BMW,  Mercedes,  Nissan 
and  Hyundai.  What  are  they  doing?  Expanding  their  manufac- 
turing here. 

Nissan  is  building  a  new  plant  in  Mississippi  to  build  big 
pickup  trucks.  The  plant  isn't  in  China  or  Bangladesh.  Toyota  is 
going  to  announce  a  new  truck  plant  in  a  couple  months  for 
Texas,  not  Romania.  Honda  and  Mercedes  are  expanding  in 
Alabama,  and  Hyundai  will  build  a  new  plant  there.  BMW  is 
expanding  in  South  Carolina. 

Yes,  the  foreigners  have  advantages  when  they  build  here. 
They  avoid  protectionism.  They  get  huge  subsidies  fi-om  those 
southern  states  for  their  plants.  And  while  they  pay  Detroit  wage 
scales,  their  nonunion  workers  are  younger,  don't  get  the  top 
rates  and  aren't  collecting  pensions  yet. 

But  the  point  is  they  wouldn't  be  building  here  if  it 


It's  easy  to  appreciate 

the  drive  for  lower 

costs.  The  auto 

industry  is  terribly 

competitive.  But  are 

labor  costs  all  that 

important?  The  most 

successful  vehicle 

makers  are  foreign, 

and  they  are 

expanding  here. 


weren't  a  good  place  for  mai 
facturing — if,  that  is,  tl 
couldn't  get  high  quality  z 
build  at  competitive  costs.  1 
not  a  fool.  I  understand  I 
troit's  global  thinking:  Tlj 
want  not  only  to  lower  lal| 
costs  but  also  to  spread  cc 
with  similar  design  and  en 
neering  for  products  sold  aa| 
the  world.  Building  abroad  i 
creates  a  presence  in  coun 
that  will  in  time  become  good  markets,  like  Korea.  And 
union  and  the  environmentalists  and  the  lawyers  make  it  toi 
to  do  business  in  the  U.S. 

Detroit  will  never  dominate  the  automobile  world  as  it  o 
did.  It  wSl  never  even  dominate  the  U.S.  market  as  it  once  i 
But  carmakers  don't  have  to  go  bankrupt  like  steel  compaii 
or  move  away  like  textile  companies.  The  U.S.  still  is  a  fine  p 
to  manufacture  vehicles.  What  counts  is  not  where  the  vehid 
buUt  or  what  the  labor  costs  are.  What  counts  is  how  good 
car  or  truck  is.  Americans  are  proving  every  day  that  they 
pay  more  for  a  vehicle  if  they  think  it's  better. 

Nothing  is  written  in  stone  in  the  auto  industry,  neither 
success  of  the  foreign  manufacturers  nor  the  decline  of  Deti 
There  are  no  quitters  in  this  business.  At  the  Detroit  Auto  SF 
in  January  General  Motors  showed  an  array  of  production  v* 
cles  coming  out  over  the  next  30  months  that  could  lead  • 
real  resurgence.  Naturally,  the  competition  fi^om  the  Japai 
and  Germans  is  fierce.  And  the  enemies  of  the  automobile 
on  the  attack.  They  talk  of  how  cars  and  trucks  pollute  ( 
really,  not  anymore),  how  they  warm  the  Earth  (maybe,  ma 
not),  how  they  make  us  slaves  to  the  oil  terrorists  (though  n 
of  our  oil  comes  from  home  or  Canada,  Mexico  and  Venezu 
and  how  SUVs  kill  almost  everybody  in  sight  (not  true). 

With  this  kind  of  pressure  it's  good  to  have  lots  of  wor 
at  home  who  vote.  This  type  of  thinking  might  be  old-f< 
ioned.  Possibly  in  the  future  our  jobs  will  consist  of  moving 
tie  electronic  bits  on  computer  screens,  and  manufacturing 
be  done  only  in  the  Third  World. 

But  I  can't  help  recaUing  an  exchange  that  took  place  a  F 
century  ago.  It  was  after  World  War  II.  A  Ford  manager 
showing  off  a  new  Ohio  plant  to  Walter  Reuther,  head  of 
United  Auto  Workers.  The  manager  pointed  at  the  row  a 
row  of  robotic  machines  running  without  workers.  He  laug 
and  said  something  like,  "Who's  going  to  join  your  unic 
Walter  came  back  with,  "Who's  going  to  buy  your  cars?" 


Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automj 
industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 


96     FORBES-   February  17,  2003 


-OP6NS7K   M^^^  THUNlSKp?y, 

(■■(DO,') 2-  ^^^^F^  DOES  THE  K  II 

'■'^ftl^^^  (K)  STAND  I 

^^^R  ..KANGARww^, 

r^.VA  ir:..THATD  BE 

t)'S  U  ishouldS FUNNY. 

TO  BE  BAD?*-:.  AMATADOR,f 

OURS  SEEMS  ^  I'M  COLD. 
REALLY  GOOD.  CRAIG'S^f- . 
:  PROBABLY  \L, 

IF  1  FELL,  WHAT  I  COLD  TOO,  :75*„. 

DO?  THAT'S  :  WON'T*-tf^;  ?*SOV 
DUMB.  IM®    ADMIT  IT?^    0^<=t 

SAFE.  BUT :....... '...I  J;^.:  jSPzi-y 

WHAT  WOULD  ANNE  DO?:  Ul^gjihuj 

WOW,' FROM  UP  H E*R E  o "^ g ^ o I? : • 
THOSE  CARS  LOOK-»f  ^McoiVH 
LIKE  ANTS.  WAIT^pm  jgJglrijrNz 
THOSE  ARE  ANTS.M<S)5c^.-:yg. 

HEALTH  PLAN.4^*-  iyiSl* 
YIKES!  TiTiTiTi      ^'X^m. 

:gopBo 

_CRAIG  KIDDING  WHEN  HE  !2*S''£v 

SAlB^HETWASACUTF <fW^ 

NAMCTBOR  » 


rs.  PPO' 

IPO'9>«EALTH  ^ 

I N  SU  R  aFtoS^  AY^" 

CONFUSE  SO! 

PEOPLE,  BUT 

NOT  ME.  ♦  ♦  ♦ 


IM  COLD   JOHNS  PROBABLY 
COLD  TOO.  BUT  HE  WONT«- 

ADMIT  IT   •••     '.  ■  .,   V  ■  .   .  .:  -'i: 


•oj5o 


NOW  THAT  rM<^- 
FINALLY  GETTING^ 
MARRIED,  I  HAVE, 
TO  UPDATE  MY<-4 

:  BENEFITS  PLAN7 
J;:AND  MY<-«-^s_,^ 
5;:WARDROBE.-^?^ 
$*>  ii.MAYBE  NOT  IN 

"♦klLUKflOinlflt  AFTER  24 
~(0UJCnTQ5  YEARS,  A 
"la      ottlil  I'M  NO  ^li 
I  =  lijy  =  J  LONGER  •• 
|_»0:ff,?f.  AFRAID  TO 
,^^0      LOOKDOW^ 


w^* 


'z"?;:'  SHOULD 
<i    .have:::* 

□  it^BEEN  A 
>W^:^SHERPA. 

HOW  CAN  I  GET 
PROMOTED  IF  MY 
BRILLIANCE  GOES 
UNOBSERVED  BY 
MY  SUPERIORS? 

I  SHOULD 

HAVE:::::.,  i 

STARTED  K 


INVESTING  at;;*? 

HiSAGE-g^llii^::  ■■ 

„^ vS'-^Er 


■Ml 


it' 


.V' 


■1^^ 


ill     itl     23       '■■ 


People  issues  are  complex.  Managing  them  doesn't  have  to  be.    |Hf*\Vill 

lutsourcing  ■  HR  Technology  ■  Organizational  Change  •  Talent  &  Reward  Strategies  ■  Retirement  ■  Health  Care 


www.hewitt.com 


HA 


orge  vande  woude 
j^iMpressive  following. 


Thirty-seven  distinguished  cancer  researchers  and  scientists  from  10  countries  followed 

fr.  Vande  Woude  to  the  Van  Andel  Research  Institute  (VARI).  Certainly,  his  reputation  and  credentials  as 

the  former  Director  for  the  Division  of  Basic  Sciences  at  the  National  Cancer  Institute  is  an  attraction 

as  is  VARI's  aggressive  work  in  cancer  research. 

This  is  part  of  the  story  of  what's  going  on  today  in  Michigan's  Life  Sciences  Corridor.  There's  more. 
You  may  be  surprised  to  learn  that  Michigan  ranks  in  the  top  ten  states  in  the  nation  for  life  sciences. .., 

Your  company  could  provide  an  interesting  chapter.  Call  1.800.946.6829  or  visit  www.michigan.org. 


www.michigan.org 


MICHIGAN 


T  LAKES.  GREAT  LOCATIOl 
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The  file-swapping  networks 

plaguing  movie  and  music  moguls 

1^  are  starting  to  figure  out 

how  to  make  a  legitimate  buck. 


RAVIS  KALANICK  LIKES  TO  SURF.  FOR  SPORT  HE  TAKES 

to  the  water  outside  his  Hermosa  Beach,  Calif,  home. 

For  a  living  he  surfs  the  Web.  His  first  plunge  into  this 

business  was  with  a  little  company  called  Scour,  which 

knocked  off  the  famous  music  knockoff  site  Napster. 

:i>ur  became  one  of  the  most  popular  MP3  sites  on  the  Web, 

klping  larcenous  teenagers  get  free  copies  of  copyrighted  music 

V  sharing  files.  Scour  made  its  money  on  advertising. 

No  surprise,  music  publishers  sued  Scour  two  years  ago. 


BY  ALIYA  STERNSTEIN 


seeking  damages  for  contributing  to  copyright  infringement. 
Kalanick  settled  the  case  by  giving  the  publishers  $  I  million  for 
their  trouble  and  agreeing  to  shut  down  the  site.  He  also  sold 
Scour  for  $9  million  to  CenterSpan  Communications.  Kalanick 
left  for  Hawaii  to  surf  for  a  bit. 

Now  the  26-year-old  is  back  with  a  new  company,  in  West- 
wood,  Calif:  Red  Swoosh,  which  aims  to  use  the  same  file-shar- 
ing technology  legitimately.  By  adding  a  layer  of  copy  protection 
and  user  authentication  to  his  prior  application,  Kalanick  is 
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making  nice  with  the  people  he  once 
drove  mad.  "We  want  to  make  customers 
of  every  one  of  the  33  Htigants  in  the 
Scour  suit,"  he  says. 

If  you  can't  beat  'em,  hire  'em.  Find- 
ing it  next  to  impossible  to  shut  down  all 
the  Napster-like  sites  that  facilitate  illegal 
copying,  Hollywood  is  trying  to  make 
honest  businessmen  of  some  of  the  per- 
petrators by  teaming  up  on  digital  distri- 
bution of  content.  Microsoft  has  joined 
forces  with  Altnet,  a  mogul-friendly 
accessory  to  the  notorious  Kazaa  net- 
work. One  of  Napster's  cofounders  has 
launched  a  movie  download  service  that 
is  in  early  discussions  with  MGM.  The 
once-anarchic  creator  of  Freenet  has  pro- 
duced an  application  to  help  office  work- 
ers search  one  another's  hard  drives  for 
important  memos  and  documents. 

The  legal  battle  over  the  unauthorized 
copying  continues.  The  music  labels  shut 
down  Napster  and  still  blame  it  for  their 
sales  slump.  The  Motion  Picture  Associa- 
tion of  America  is  suing  Kazaa,  MusicCity 
and  Grokster  in  a  federal  district  court  in 
Los  Angeles.  Meanwhile,  operators  of  some 
corporate  networks  are  trying  to  keep  file 
sharing  out  of  the  workplace,  lest  they  be- 
come entangled  in  copyright  suits  or  sim- 
ply lose  bandwidth  to  MP3  frivolity.  Home 
Depot  and  IBM,  for  example,  ban  the  peer- 
to-peer  music-sharing  technology  that 
Napster  used.  Companies 
that  upgrade  to  Windows  XP 
can  deploy  a  new  feature 
that  prohibits  employees 
from  installing  anything  on 
their  desktops  that  would 
bypass  the  server. 

But  file  sharing  is  a  powerful  technol- 
ogy, and  its  legitimate  uses  cannot  be 
denied.  The  beauty  of  it  is  that  it  doesn't 
require  a  central  server.  Users  who  want  a 
file  search  among  other  "peers,"  scanning 
all  the  computers  on  a  network  and  then 
swapping  bits.  The  bottleneck  at  the  file 
server  is  bypassed. 

Red  Swoosh  has  signed  up  such  clients 
as  Cable  &  Wireless  and  IGN  Entertainment 
to  download  songs,  videos  and  games.  As 
with  Kazaa,  the  Swoosh  networks'  content 
comes  from  disparate  PCs  near  ihe  user  that 
have  already  installed  Swoosh.  Data  is  as- 
sembled for  download  on  the  fly.  But  unlike 
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The  demise  of  Napster  didn't  stop  the 
swap.  The  bands  play  on. 


Application 
downloads 
(mil) 


May  June  July   Aug   Sept    Oct 


Source:  CNet's  Download.com. 

Kazaa,  which  involves  the  drudgery  of 
searching  through  massive  file  databases 
and  smears  your  desktop  with  annoying 
pop-up  ads.  Swoosh  allows  its  1.4  million 
users  to  click  on  a  download  easily.  Its  dig- 
ital-rights-management feature  blocks 
unauthorized  users  from  downloading,  en- 
crypts the  file  while  in  transit  and  makes  it 
difficult  to  burn  additional  copies. 

IGN,  a  gaming  fan  site,  would  have  to 
pay  a  traditional  content  distribution  net- 

"I  don't  have  any  doubt  that  in  20 
years  peer-to-peer  will  be  as 
ubiquitous  AS  THE  TELEPHONL" 

work  about  60  cents  to  get  a  200- 
megabyte  file  sent  out  to  a  purchaser. 
Kalanick  charges  a  fixed  fee  of  a  few  pen- 
nies per  active  user  per  month,  regardless 
of  how  much  users  download.  IGN  has 
used  Swoosh  to  promote  game  hits  such  as 
Grand  Theft  Auto:  Vice  City.  Kalanick  says 
Swoosh  grossed  $250,000  in  the  last  three 
months  of  2002  and  is  on  track  to  do  $2.5 
million  this  year. 

Last  October,  in  its  ongoing  effort  to 
insinuate  itself  into  Hollywood,  Microsoft 
paid  $18,000  to  promote  Lions  Gate  Films' 
coming-of-age  movie  Rules  of  Attraction, 
using  the  Altnet  peer-to-peer  service.  Altnet 


happens  to  be  bundled  with  Kazaa.  For  a 
fee,  its  search  technology  will  push  legiti- 
mate music  files  and  videogames  to  the  top 
of  Kazaa  search  queries.  Hundreds  of 
games  are  downloaded  on  Altnet  daily,  for 
$10  to  $25.  Music  files  cost  users  between  a 
dime  and  a  dollar;  a  30-day  movie  license 
runs  up  to  $4. 

Even  Napster  cofounder  John  Fan- 
ning is  making  a  comeback.  Fanning, 
uncle  of  Shawn  Fanning,  is  chief  technol- 
ogy officer  and  founder  of  NetMovies,  a 
movie  subscription  service.  The  Hull, 
Mass.  company,  similar  to  studio-backed 
Movielink,  is  testing  its  publishing  sys- 
tem, which,  for  $5  a  month,  will  allow 
viewers  to  download  old  classics  and  pur- 
chase new  releases,  like  Bruce  Willis' 
Hart's  War.  Blockbuster  is  an  investor. 

Ian  Clarke,  the  26-year-old  behind 
file-swapping  service  Freenet,  is  about  to 
enter  the  corporate  world.  In  March  he 
will  launch  Locutus  Enterprise,  an  appli- 
cation that  wraps  a  three-piece  suit 
around  Freenet's  technology.  Companies 
that  buy  Locutus  will  enable  employees 
to  search  for  and  share  work  documents 
by  placing  them  into  one  of,  for  example, 
three  folders:  one  for  a  work  group,  one 
for  a  department  and  one  for  the  com- 
pany. Locutus  will  transport  encrypted 
PowerPoint  presentations,  e-mails  and 
Word  documents  on  a  system  built  on 
Microsoft's  .NET. 

The  corporate  market 
is  getting  other  file-swap- 
ping   schemes.    Groove 
Networks,    started    by 
Lotus  Notes  creator  Ray 
Ozzie,  has  won  a  $50  mil- 
lion investment  from  Microsoft  to  pro- 
mote its  document-sharing  platform 
beyond  customers  such  as  Bertelsmann 
AG,  Neutrogena  and  Pfizer.  Blue  Falcon 
Networks  has  legally  dealt  downloads  for 
years  for  companies  such  as  Virgin. 

As  file  sharing  matures  into  a  big 
business,  its  proponents  will  inevitably 
evolve  beyond  defending  lawsuits  to  max- 
imizing profits.  "I  don't  have  any  doubt 
that  in  20  years  peer-to-peer  will  be  as 
ubiquitous  as  the  telephone,"  says 
Stephen  Griffin,  chief  executive  of 
StreamCast  Networks,  creator  of  the 
Morpheus  peer-to-peer  service.  F 
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Dependable  technology  builds  confidence. 


When  you  set  out  to  conquer  e-business  challenges,  success  or  failure  often  hinges 
on  your  technology  partner.  Consider  the  partner  that  4  out  of  5  FORTUNE  500'* 
companies  already  trust:  Sterling  Commerce.  With  a  25-year  track  record  of 
helping  businesses  successfully  improve  performance  and  operating  metrics, 
no  partner  is  more  dependable  or  more  knowledgeable. 

Integrating  existing  processes?  Developing  new  ones?  Building  entire  electronic 
trading  communities?  Look  to  us  for  dependable  software  and  services. 
It's  all  a  matter  of  confidence. 


Sterling  commerce 


sterlincicommerce.com 


©2002  Sterling  Commerce,  Inc.  ALL  RIGHTS  RESERVED.  Sterling  Commerce  and  the  Sterling  Comrnerce  logo  are  trademarks  of  Sterling  Corrimerce  ( 
Sterling  Commerce  is  ari  SBC  Communications  Inc.  company. 
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David  Versus  Microsoft 

A  23-year-old  founder  who's  turning  away  calls  from  venture 
capitalists  for  his  software  firm?  No,  this  isn't  a  time  warp. 

BY  LEIGH  GALLAGHER 


DAVID  KORETZ  GUNS  THE  ENGINE  ON 
his  Porsche  Boxster.  The  car  fishtails 
on  a  patch  of  ice  in  Rochester,  N.Y., 
but  it  doesn't  distract  Koretz  from  his  cell 
phone  conversation.  "Charlie,  you're 
killin'  me  here.  When  are  we  gonna  start 
closing  some  deals?"  Koretz  wants  Char- 
lie, a  computer  reseller,  to  start  selling  his 
firm's  software.  "I  just  signed  a  reseller  in 
Oneonta,"  Koretz  continues,  referring  to 
a  small  neighboring  city.  "Do  you  know 
how  many  people  live  in  Oneonta?  Like 
three.  But  they've  sold  a  thousand  seats!" 
He  hangs  up.  "We'll  get  them,"  he 
says,  shifting  into  third  gear. 

Koretz  is  all  of  23  years  old.  His  com- 
pany, BlueTie,  provides  applications  such 


as  e-mail,  scheduling,  instant  messaging 
and  contact  management  to  small  busi- 
nesses. Firms  with,  say,  ten  employees  can 
get  all  these  tools  delivered  over  the  Web 
for  $10  to  $20  per  user  per  month. 

The  young  entrepreneur  is  breaking 
all  the  rules:  that  you  can't  compete 
against  Microsoft,  that  no  one  wants  to 
rent  software  over  the  Web,  that  no  one  of 
sound  mind  would  start  a  software  firm 
in  Rochester.  BlueTie's  revenue  was  just 
$  1  million  in  2002,  but  Koretz  expects  $7 
million  this  year  and  $26  million  by  2004. 
If  he  can  meet  his  expectations  and  con- 
tinue to  grow,  he  might  indeed  become  a 
competitive  threat  to  Microsoft  in  the 
small-business  market. 


Typically,  small  companies  either  usd 
free  e-mail  from  Yahoo  or  Hotmail,  o 
buy  an  expensive  server-based  product^ 
usually  Microsoft  Exchange — designee] 
for  larger  companies.  Microsoft  sells  mos  j 
of  the  e-mail  systems  for  the  estimated 
1  million  server-hardware  packages  sokj 
annually  to  small  and  medium-size  com ! 
panics.  According  to  a  study  by  the  Radi 
cati  Group,  average  total  cost  of  owner 
ship  for  Exchange  is  $24  per  user  pd} 
month  in  the  first  year.  The  initial  invest^! 
ment  in  hardware  and  services  for  a  smal; 
business  can  be  as  much  as  $40,000. 

Koretz  aims  to  sell  to  small  businesse. 
that  find  Exchange  overpowered  or  overi 
priced  for  their  purposes.  BlueTie  soft- 
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owth  cannot  be  growth-at-any-price. 

It  must  be  selective,  strategic 


reholder-focused. 


At  Sun  Life  Financial,  we  adhere  to  a  growth  strategy 
that  demands  discipline,  intelligence  and  foresight. 
That  strategy  has  led  to  selective  acquisitions  intended 
to  position  us  within  the  top  tier  of  financial  services 
organizations. 

This  has  occurred  in  Canada,  where  Sun  Life  Financial 
is  now  a  market  leader.  And  in  the  United  States  we 


have  added  to  our  important  annuity  businesses, 
strengthening  our  overall  portfolio  in  the  world's  largest 
financial  services  market. 

The  Sun  Life  Financial  group  of  companies.  Building 
shareholder  value  wherever  we  live,  work  and  do 
business.  By  aiming  toward  market  leadership  with  a 
disciplined  and  strategic  approach  to  growth. 


INTEGRITY 


EXCELLENCE 


MER       FOCUS 


UILDING       VALUE 


w''<. 


Visit  us  at  www.sunlife.com 


Sun  W/ 
Life  Financiar 


©  2003  Sun  Life  Financial  Services  of  Canada  Inc.  Ail  rights  reserved. 
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$^50,000  l$t  Year  Profit 
$Z,000,000*Zn(l  Year  Buyout 


$163,000 

Down  Payment 


$450,000 

1st  Year  Profit 
After  Start- Up 


$z,ooo,ooo* 

Per  Lo(ation...AfterZ  Years, 
On  Anticipated  Aqulsition 


Our  company  establishes  small  medical  facilities  under 
a  rapidly  expanding  21 -year-old  go^ernment  program. 

Medical  backgroimd  completely  unnecessary.  Nearly  300 
facilities  already  contracted  nationwide... and  growing. 


Please  visit  our  web  site: 


www.corf.com 


Winston  Churchill  was  porhaps  the 
most  stilling,  eloquent  speaker  ot  his 
ceiitury.  He  also  stuttered. 

It  you  srurter,  you  should  know  ahout 
Churchill.  Because  his  lite  is  proof 
that,  with  the  will  to  achiex'e,  a  speech 
impediment  is  no  impediment. 

Write  or  call  us  toll-tree 


Stuttering 
foundation" 

OF  A\  11:  RICA 


1-800-992-9392 

\www.stu!teringfielp.org 

MOO  Walnut  tuove  Road,  Suite  60? 
\^.  Tvx  1 174^  •  Monpliis,  TN  VSl  1 1-074'J 


The  voice  of  freedom  never 
faltered,  even  though  it  stuttered. 
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ware  can  work  with  almost  any  deskto 
and  browser  combination,  and  the  serv( 
it  runs  on  were  designed  with  plentx  c 
redundancies.  The  entire  svstem  can 


trimsferred  to  backup  power  in  5  niilli>c^ 
onds.  Customer  data  are  secured  in  trar! 
sit  by  military-grade  encryptioi 
BlueTie's  data  center  has  dl  the  tantare  t!  r 
suggest  security:  a  bulletproof  buildin 
wtli  gu^irds  iuid  motion  detectors. 

Wet  Planet  Beverages,  the  maker  c 
lolt  cola,  used  individual  Hotma 
accoimts  tor  its  1 1  employees  betbre  sigr 
ing  up  with  BlueTie.  So  did  WN\'C,  th 
National  Public  Radio  station  servin 
New  York  City.  Koretz  is  hoping  to  cor 
vert  tlie  entire  NPR  network  of  680  stJ 
tions.  Although  Koretz  won't  sav  ho 
many  end  users  he  has,  he  allows  that  10 
resellers  and  distributors  sell  BlueTiiij)! 
including  the  Zones  (Mac  Zone  and  P 
Zone)  and  Ingriini  Micro.  Last  year  Intu 
agreed  to  market  BlueTie  on  its  Quid 
Books  Web  site.  "I'm  not  a  Microsof 
hater,"  says  Koretz.  "They  have  son- 
good  products,  and  some  that  sucl| 
Exchange  is  one  that  sucks." 

Microsoft  says  it  has  never  heard  <| 
BlueTie,  and  dismisses  the  idea  that  Wet 
delivered  software  will  eat  into  its  ser\  i 
business.  "The  idea  of  outsourcing  yoi 
infrastructure  is  something  that  sma 
businesses  aren't  interested  in,"  sa> 
Katherine  Himter,  marketing  manager  f( 
Microsoft  Small  Business  Server,  a  sui 
that  includes  a  cheaper  version  ( 
Exchange  designed  for  very  small  bus 
nesses.  Shipments  were  up  50%  last  \'ea 

Koretz  is  a  born  hustler.  At  age  7  1 
sold  seashells  from  his  grandparent 
house  in  Florida.  At  16  he  resold  coi 
smiier  electronics  out  of  his  parents'  bas' 
ment.  He  missed  his  junior  prom  to  negc 
tiate  the  sale  of  the  business  to  a  Singapo 
firm.  Next  came  a  Web  design  firm  and 
sales-lead  software  firm.  He  dropped  oi 
of  Babson  College  and  in  1999  startt 
BlueTie,  self-funding  it  for  four  mond 
betbre  raising  $10  million  from  Rochest 
billionaire  Thomas  Golisano  and  oth 
executives  at  Web-based  payroll  firm  Pa 
chex.  A  second  round  last  summer  rais< 
anotlier  $10  million. 

"I  always  have  to  win,"  Koretz  sa> 
"It's  not  like  1  like  to.  1  need  to." 


Technology  |  Digital  Tools 


by  Stephen  Manes 


T 


Tunes  From  Space 


DIGITAL  SATELLITE  RADIO  HAS  RACKED  UP  STUNNING 
fiscal  losses  while  snaring  fewer  than  half  a  million 
subscribers.  Maybe  that's  because  it  has  been  aimed 
mostly  at  cars.  Now  Delphi's  SkyFi  radio  for  the  XM 
network  adds  a  new  wrinkle:  portability.  You  can 
move  the  $130  unit  from  car  to  home  stereo  to  boombox  by 
plucking  it  from  one  cradle  and  snapping  it  into  another. 

The  $70  home  cradle  plugs  into  AC  power  and  a  home 
stereo  input.  The  $100  boombox  runs  on  six  D  cells  or  AC 
power.  Using  either  may  require  placing  a  smaU  antenna  near  a 
window  that  catches  the  southern  sky,  but  in  my  neighborhood 
XM's  terrestrial  repeaters  let  me  use  the  boombox  even  in  a  win- 
dowless  interior  room.  Alas, 
you  can't  turn  the  pocket-size 
radio  into  a  handy  Walkman. 

Vehicle  setup  is  tricky, 
thanks  to  aO  the  cables  that  run 
from  the  $70  car  cradle.  One 
goes  to  the  cigarette  lighter, 
another  to  the  cassette  adapter 
and  two  more  to  a  little  antenna 
meant  to  be  snaked  outside  and 


\ 
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Satellite  radio  can 

now  travel  from 

your  car  to  your 

home  to  your 

favorite  beach. 


magnetically  stuck  to  the  roof.  Setting  the  antenna  on  the  dash 
generally  worked  fine  but  the  tangle  of  black  cables  may  make 
you  spring  for  professional  installation  to  hide  them. 

XM's  $10  monthly  fee  gets  you  100  channels  that  sound  bet- 
ter than  FM,  but  worse  than  CD.  XM  will  not  disclose  the  bit  rate 
it  delivers,  but  in  a  quiet  home,  you  may  notice  a 
certain  lack  of  openness  to  the  audio.  In  a  runi- 


e3 


bling  car,  it's  more  than  accept-]  \ 
able,  particularly  in  its  lack  of 
typical  FM  noise  and  stutter.  The 
signal  sometimes  drops  out  in 
tunnels  and  under  overpasses.  •. 
Those  100  channels  include 
everything  from  the  audio  por-i 
tions  of  CNN  and  Fox  News  tele-ln 
casts  to  multiple  streams  of  rod^ 
jazz,  country,  Latin,  urbaiiv 
dance,  classical  and  world  music. 
The  emphasis  is  clearly  on  satis-' 
fying  young  listeners.  About  a  third  of  the  channels  are  ofificiallyi 
commercial  free,  but  even  on  the  others,  ads  seem  rare.  J 

Given  the  programming  diversity,  it's  disappointing  to  dis-i 
cover  that  detaOed  schedules  are  unavailable.  I  wished  I  couidj 
have  heard  Scott  Joplin's  opera  Treetnonisha  in  its  entirety,  bul 
stumbled  onto  it  near  its  end.  The  SkyFi  displays  two  lines  ol 
information  about  what  is  playing,  but  they  are  often  truncated^ 
and  inadequate;  instead  of  the  loplin  work's  name,  the  screenf  •" 
showed  only  track  titles  like  "We  Shall  Tr."  And  I  wonder  about  15 
playlist  depth:  I  heard  Mozart's  Concerto  for  Flute  and  Harp  anc,  jd 
Haydn's  Symphony  No.  83  two  days  in  a  row. 

Thanks  to  clever  design  and  a  readable  screeni 
SkyFi's  user  interface  is  the  best  I've  seen  for  satellite 
radio,  though  you  inevitably  turn  the  dial  the  wronj 
way  when  changing  channels.  The  included  remote 
(complete  with  sun  visor  clip)  works  more  logically i  m 

If  you  don't  need  to  maximize  the  value  of  a  satel 
lite  subscription  by  bringing  music  home,  you  ma; 
prefer  a  system  that  installs  directly  into  a  dashboan 
cutout.  And  consider  the  competitive  Sirius  radio  net 
work.  Although  it  charges  $3  more  per  month  for  1(K 
similarly  diverse  channels,  all  its  music  is  commercia 
free,  and  its  lineup  boasts  programming  XM  doesn'  m 
have,  like  National  Public  Radio  (though  not  such  sig 
nature  shows  as  All  Things  Considered).  In  my  tests  i 
sounded  just  as  good  but  dropped  out  slightly  mor 
often  and  offered  less  usefril  onscreen  program  data 
Sirius  plans  to  offer  portable  units  by  fune. 
But  digital  programming  using  Ibiquity's  HD  Radio  systen  j 
will  soon  be  available  from  local  stations  in  many  markets.  I 
will  carry  ads  and  require  compatible  receivers,  but  it  will  b 
free.  Digital  radio  could  soon  be  as  confusing  to  consumers  a 
digital  TV  is  today.  I 
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Stephen  Manes  (steve@cranky.com)  was  cohost  of  Digital  Duo  and  has  been  covering  | 
technology  for  nearly  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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IN  A  SERIES:  FOCUS  ON  URBAN  REDEVELOPMENT 

iJssance  Zones  and  Bro\A/nfield 
kvelopment  Revitalize 
ligan's  Core  Comnnunities 

by  Vickery  Eckhoff 


Dmically  distressed  areas  and  contaminated,  function- 
obsolete  property  may  sound  like  unlikely  places  to 
xess  story.  But  in  Michigan,  it  is  precisely  these  areas 
aking  economic  development  news, 
ss  Michigan,  communities  are  making  use  of  two 
incentive  programs  created  to  redevelop  slow-growth 
clean  up  abandoned  or  contaminated  sites. 
Vs  Renaissance  Zone  program  designates  34  geo- 
eas  of  the  state  as  virtually  tax-free  for  any  business 
ice  located  or  moving  there.  Michigan's  Brownfield 
ment  law  aids  redevelopment  in  88  core  communities 
ig  targeted  tax  credits  to  investors  who  bring  contami- 
jndoned  or  functionally  obsolete  buildings  and  sites 

Dgrams  have  been  tremendously  successful.  Since  its 
n  1996,  the  state's  Renaissance  Zones  have  stimulated 
commercial  and  residential  projects,  $1.8  billion  in  pri- 
tment  and  more  than  6,400  new  jobs.  The  Brownfield 
las  provided  for  redevelopment  assistance  for  more 
jntaminated  or  functionally  obsolete  properties,  gener- 
ttian  $2.7  billion  in  private  investment  since  the  law 
ed  in  2000. 

hievement  earned  Michigan  the  National  Brownfield 
n's  rating  of  being  "first  in  the  nation  for  making  Brownfield 
ment  successful,"  according  to  the  Michigan  Economic 
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Development  Corporation's  Jennifer  Owens. 

In  Grand  Rapids,  The  Right  Place  Program  — 
a  regional  economic  development  organization 
—  helped  the  city  identify  which  areas  should 
receive  Renaissance  Zone  designation  from 
the  start.  Today,  this  Renaissance  Zone  is  one 
of  the  most  successful  in  the  state,  comprising 
approximately  700  acres  in  the  city  and  gener- 
ating more  than  100  projects,  $200  million  in 
private  investment  and  in  excess  of  1,500  jobs. 
"We've  been  very  aggressive  in  the  use  of 
Renaissance  Zones.  Statistically,  no  other  com- 
munity in  Michigan  has  had  the  same  success," 
says  Rick  Chapla,  The  Right  Place  Program's 
vice  president  of  redevelopment. 
Grand  Rapids  offers  specific  tax-increment 
financing  to  help  developers  pay  for  the  remediation  of 
Brownfield  sites,  including  the  demolition  of  structures,  site 
preparation  and  infrastructure  improvements.  The  program  has 
generated  close  to  $300  million  and  300  new  jobs  since  its 
inception,  says  Chapla. 

In  Northern  Berrian  County,  the  Cornerstone  Alliance  has 
formed  partnerships  at  the  state  and  local  levels  to  achieve 
impressive  results  in  terms  of  jobs,  investment  and  a  higher  stan- 
dard of  living.  Its  480-plus-acre  Renaissance  Zone  and  Brownfield 
Redevelopment  projects  have  worked  symbiotically,  helping  to 
remove  asbestos  and  replace  300,000  square  feet  of  obsolete 
empty  retail  shopping  space  with  a  revitalized  retail  area  that  has 
since  attracted  14  national  retail  chains. 

Other  successes  are  epitomized  by  the  area's  Edgewater  proj- 
ect, once  among  the  top  contaminated  sites  in  Michigan.  Using 
$135  million  in  public  and  private  investment,  the  county 
removed  2.5  million  square  feet  of  highly  contaminated  buildings 
and  began  construction  of  100  single-family  housing  units,  new 
infrastructure  and  walking  and  bike  trails.  ■ 

For  more  information,  contact  the  Michigan  Economic  Development 
Corporation  at  800-946-6829  or  visit  www.michigan.org. 


hotos:The  Edgewater  project,  a  2.5-million-square-foot  site,  was  once  among  the  state's  most  contaminated  areas.  It  was  funded  with  $135  million  in 
public  and  private  investment.  Right  two  photos:  The  Fairplane  Shopping  Center  was  300,000  square  feet  of  empty,  obsolete  retail  shopping 
space  in  the  North  Berrian  County  Renaissance  Zone,  but  it's  now  Fairplane  Plaza,  home  to  14  national  retailers. 


Insurers,  drug  companies,  hospitals,  physicians,  lawmakers,  employers 
and  consumers.  We  all  need  to  work  together  to  keep  healthcare  affordable. 

BlueCross  and  BlueShield  Plans  are  leading  the  way.  First,  we're  working 
to  keep  our  administrative  costs  low,  with  only  about  11  cents  of  every 
healthcare  dollar  going  for  administrative  expenses,  and  the  rest  invested 
in  paying  medical  claims. 

Second,  since  recent  research  tells  us  that  new  medical  technology  is  one 
of  the  key  drivers  of  healthcare  costs,  we're  working  with  industry  leaders 
to  better  evaluate  new  technologies  to  make  sure  that  consumers  are  able 
to  access  the  medical  advances  they  need,  at  a  price  they  can  afford. 

After  all,  the  Blues  collectively  insure  one  in  three  Americans.  We  know 
the  size  of  the  challenge.  And  we  know  that  working  together,  all  of  us  can 
keep  healthcare  affordable. 

To  receive  a  co|)y  ot  our  research  on  the  drivers  of  healthcare  costs  log  onto  W'ww.bcbs.com. 


BlueCross  BlueShield 
Association 

An  Association  of  Independent 
Blue  Cross  and  Blue  Shield  Plans 
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Marketing 


■  he  museum  of  sex  in  MANHATTAN  DISPLAYS 
garter  belts  and  pornography.  In  itself,  boring. 
What  made  the  museum  titillating  on  a  recent 

ay  evening  was  who  was  there — people  attend- 
i  museum  party  thrown  by  MatchLive,  a  new 
iion  of  Match.com. 

rhe  party,  for  single  folks  under  40,  was  just  one  of 
y  real-world  events  and  excursions  that  are  being 
ed  by  the  Web 
onals  company. 
chLive  is  organizing 
i-dancing  mixers, 
ung  tours  and  cook- 
:lasses  in  four  major 
s,  including  Chicago 
Los  Angeles. 
:h.com  also  runs  ad- 
ure  trips,  like  last 
ith's  Sl,995-a-head 
ng- cycling- kayaking 
in  New  Zealand. 
;ther  or  not  the  trips 
e  a  profit,  they  should 
Match.com,  a  unit  of 
etmiister,  attract  more 
cribers  to  its  Internet 
ig  service. 

vlatchLive  creates  its 
■.t  lists  mainly  from 
:h.com's  database  of 
cribers,  who  share 

■  personal  tidbits  such 
ge,  gender,  income 
interests  in  their  on- 
personal  ads.  Older 
les  may  get  invited  to 
lit  to  the  symphony; 
ager  folks  were  the 
;t  for  the  recent  "Sin- 
jid  Sexy  in  the  City" 
y  in  San  Francisco. 
ch.com  encourages 
)le  to  invite  fi-iends  to 
Its,  which  are  occa- 
ally  attended  by 
ch.com  mouthpiece 

Michel,  formerly  of 
's  The  Bachelor.  The 
pany  also  sends  e- 

solicitations  to  curi- 
:blks  who  have  visited 


Sex  and  the  City 

BARRY  DILLER'S  Match.com  is  going  offline  to  attract 
more  online  daters— and  destigmatize  Web  courtships. 

BY  ALLISON  PASS 


Marketing 


its  Web  site  but  haven't  subscribed.  It  strives 
for  a  balance  of  guys  and  gals  and  offsets 
the  costs  through  subscriptions,  admission 
fees  and  sponsors,  such  as  Cinguiar  Wire- 
less and  Original  Sin  Hard  Cider.  "I'm  a  lit- 
tle wary  of  online  dating;  these  events  are 
less  intimidating,"  says  Jerry  A.  Epstein,  47, 
the  unattached  chief  executive  of  PR21,  a 
public  relations  company  Ln  Manhattan. 

"The  problem  with  the  personals  area 
is  that  it  has  been  misunderstood,"  says 
Barry  Diller,  chief  executive  of  USA  Inter- 
active, Ticketmaster's  parent.  Many  people 
are  skittish  about  revealing  personal  infor- 
mation on  the  Internet.  Others  think  plac- 
ing or  answering  a  Web  personal  makes 
them  seem  desperate  for  a  date. 

It's  easy  to  understand  why  Match.com 
is  determined  to  win  them  over:  The 
Richardson,  Tex.  outfit  gets  $25  a  month 
from  653,000  lonely  hearts,  most  of  them 
between  the  ages  of  30  and  44.  It  also  enjoys 
distribution  agreements  with  America  On- 
line, MSN  and  Ivillage.  The  formula  reeled 
in  perhaps  $25  million  of  income  (before 
interest  and  taxes)  last  year  on  revenue  of 
$124  million.  Diller  is  so  high  on  the  po- 
tential that  in  December  he  agreed  to 
buy  another  Web  personals  company, 
Udate.com,  for  $150  million  in  stock. 

Now  think  of  the  cross-marketing  pos- 
sibilities. Singles  book  their  tickets  to  the 
parties  through  TicketWeb,  another  Ticket- 
master  company.  They  can  invite  pals  using 
Evite,  Ticketmaster's  online  RSVP  company. 
When  trips  are  offered,  Match.com  sug- 
gests travelers  make  arrangements  through 
USA  Interactive's  Expedia. 

Not  that  seven-year-old  Match.com  has 
the  business  to  itself  Its  next  biggest  rival  is 
Yahoo  Personals,  which  is  sweetening  its 
service  with  voice  and  video  capabilities. 
The  gimmick  at  GreatBoyfriends.com  is 
that  gals  vouch  for  unattached  male  pals. 

"Match  isn't  going  to  win  the  category 
the  way  Ebay  won  its  category,  just  by  being 
the  biggest,"  says  Timothy  Sullivan, 
Match.com's  president.  He's  spending  some 
$18  million  on  tele\'ision  and  outdoor  ads 
that  will  run  in  six  urban  markets.  In  one,  par- 
ents arc  shocked  to  leai  n  their  son  met  his 
squeeze  trolling  Match.com,  not  strolling  tlie 
Champs-Elysees,  as  they  had  expected. 

At  least  they  didn't  meet  over  garter 
belts  and  porn  at  tlic  Museum  of  Sc\.     F 


Crass  Warfare 

A  newly  popular  fixture  in  advertising:  potty  humor. 


BY  DIRK  SMILLIE 

HAVE  ADVERTISING  AGEN- 
cies  just  hired  a  bunch  of 
sophomores  as  interns? 
The  big  fad  in  television  com- 
mercials these  days  is  bathroom 
humor.  Some  of  the  ads  are  au- 
dacious— and  none  of  them 
pitches  products  that  have  to  do 
with  the  loo. 

A  dad  begs  for  patience  and 
paper  from  his  family  as  he 
labors  in  a  locked  room  over  his 
"business,"  in  an  oft-aired  com- 
mercial for  Gateway.  Turns  out, 
his  family  is  fuming  because 
Pop's  hogging  the  computer, 
not  the  pot. 

In  a  commercial  for  Place- 
ware,  the  privately  held  Web 
conferencing  company,  an  agi- 
tated infant  on  a  crowded 
plane  suddenly  upchucks  in 
the  face  of  a  businessman 
who's  sitting  in  an  adjacent 
seat.  The  fellow,  apparently 
accustomed  to  such  in-flight 
indignities,  never  stops  reading 
his  newspaper. 

Many  of  the  vulgar  ads  are  aimed  at 
young  guys.  That  certainly  explains  the 
Bud  Light  commercial  in  which  a  Porta- 
Potty  tumbles  down  a  hill  with  a  woman 
inside.  Advertisers  like  Anheuser-Busch 
are  picking  up  on  what  attracts  guys  to 
cable  shows  such  as  Comedy  Central's 
South  Park.  Beer  is  one  thing.  But  why 
would  companies  selling  into  the  de- 
mographic mainstream  use  potty 
humor? 

In  a  regional  spot  for  O  Premium 
Waters,  a  small  bottled  water  company 
in  Mesa,  Ariz.,  two  outdoorsmen  are 
shown  relieving  themselves  in  a  moun- 
tain stream.  The  warning:  "Do  you 
know  what's  in  your  bottled  water?  Not 
everything  is  on  the  label." 

A  Dodge  Ram  commercial  features 
a  rambunctious  cartoon  boy  preparing 


Comic  relief:  Character  wants  to  defile  Dodge  logc j 
(top);  guys  use  a  mountain  stream. 


to  urinate  on  the  truck's  logo.  T 
Dodge  Ram  springs  to  life  from  the  k 
and  thwarts  the  menace,  suppose 
underscoring  the  toughness  of 
Chrysler  brand. 

Most  of  these  companies  ackno 
edge  receiving  complaints  about  th 
ads.  But  awareness  trumps  grumps 
least  for  Chrysler.  The  company  en 
that  the  Dodge  Ram  spot  just  recei 
the  highest-ever  awareness  score  arm 
250  auto  spots  tested  in  the  past  dec 
by  market  researcher  Millward  Brov 

You  can  measure  how  memorab 
comic  ad  is.  Can  you  measure  1 
much  subliminal  damage  it  does 
brand  image?  "Most  people  don't  v 
to  see  these  images  in  their  li^ 
room,"  says  Donny  Deutsch,  head  o 
agency  Deutsch  Inc. 
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e  students  dream 

aying  after  school 
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Join  Steve  Forbes  and  His  Team  for  an  Investment  Seminar  at  Sea. 
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Alaskan  Grandeur 

June  14-26,  2003  •  Crystal  Harmony 


l^yi 


Don't  Miss  This  Forbes  Experience... 

Explore  the  splendor  of  Alaska,  America's  last  frontier,  with  an  abundance  of 
natural  wonders,  exotic  wildlife,  and  rich  history. 

Savor  the  elegance  of  traveling  in  luxury  aboard  the  six-star  Crystal  Harmony. 
Let  this  proud,  award-winning  staff  pamper  you  with  true  European  service. 

Learn  and  profit  from  the  advice  and  insights  of  top  financial  and 
geopolitical  experts,  including  former  Presidential  Candidate  Steve  Forbes. 

Discover  how  to  get  the  highest  risk  adjusted  returns  by  focusing  on  asset 
allocation  and  investment  style — in  addition  to  individual  stock  selection. 

Get  expert  insight  into  hedging  and  short  selling — use  of  alternative 
investments,  new  tax  strategies,  and  estate  planning  methods. 

Find  out  how  to  protect  your  retirement  fund  while  concentrating  on  ways 
to  increase  your  cash  income  by  30%,  50%  or  even  100%  or  more  with  selected 
preferred  stocks,  value  stocks,  and  corporate  bonds  and  convertibles. 
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Steve  Forbes 


David 
Asman 


Bernici 
Schaeff 


Christopher 
Buckley 


George 
Gilder 


Loui: 
Navelli 


San  Francisco  •  Vancouver  •  Sitka  •  Skagway  •  Juneau  •  Ketchikan  •  Vict< 


Cabins  start  as  low  as  $6,760  per  couple!  To  receive  a  full-color  conference  bn  h 
and  to  reserve  your  cabin  call  800/530-0770  or  visit  www.lnvestmentCruii  .c 

(outside  the  US,  please  call  941/955-0323,  9:00  am  -  5:30  pm  EST) 
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CH.\I  LING  \VOULD  LIKE  TOTAL  CONTROL  0\TR 
her  biography.  In  her  version,  she  risks  her  life 
leading  student  protests  in  Tiananmen  Square  in 
1989,  escapes  China  stowed  in  a  crate  and  is  twice 
nominated  for  the  Nobel  Peace  Prize.  Then  she 
moves  to  ,-\merica  and  marries  a  millionaire  ven- 
ture capitalist  who  bankrolls  her  promising  In- 
ternet startup.  Alas,  the  market  crashes  before  the 
)mpdn\'  can  go  public,  and  it  is  unfairly  besieged  by  lawsuits  from 
rmer  executives,  one  of  whom  alleges  that  Chai  and  her  hus- 
ind  have  misled  investors  and  cheated  the  IRS. 

"You're  not  going  to  write  about  that,  are  you?"  Chai  says, 
hen  asked  about  the  suits.  "Do  you  really  have  to  mention  those 
ings?"  Chai's  seeming  naivete  is  a  little  out  of  character.  She  has 
equendy  scored  points  in  the  press  by  recalling  her  glory  days  as 
letime  "commander-in-chief  of  rebel  students  in  Beijing. 
Chai  left  China  via  Hong  Kong  in  1990  and  arrived  that  year 
the  U.S.,  where  she  enrolled  at  Princeton.  In  1993,  after  earning 
master's  degree  in  public  affairs,  she  landed  a  job  at  Bain  &  Co., 
le  consultancy,  and  began  dating  one  of  the  firm's  partners, 
abert  A.  Maginn  Jr.  Chai  received  an  M.B.A.  from  Harvard  in 
>98,  the  same  year  she  launched  Cambridge,  Mass.-based  Jen- 
ibar  ("best  and  brightest"  in  Mandarin)  with  angel  funding  from 
laginn  plus  two  heavy  hitters:  Paul  B.  Fireman,  the  chairman  of 
eehok  International,  and  Stephen  Perlman,  who  cofounded 
febrv'  and  sold  it  to  Microsoft.  Jenzabar's  mission  was  to  develop 
itemet-based  portals  that  college  students  could  use  to  register  for 
mrses  and  check  homework  assignments.  By  early  2000  a  few 
)lleges  were  testing  its  software,  but  nobody  was  paying  for  it. 

So  Maginn,  46,  and  Chai,  36,  who  were  engaged  in  1997  and 
larried  in  2001,  cooked  up  a  new  plan  in  which  Jenzabar  would 
lin  customers  by  acquiring  them.  In  April  2000  Maginn  quit  his 
b  at  Bain  and  joined  Jenzabar,  raising  $40  million  from  in^^estors, 
iduding  his  own  New  Media  Investors.  Jenzabar  bought  four 
jrely  profitable  companies  that  made  administrative  software  for 
)lleges.  Yoking  them  to  Jenzabar's  portal,  Chai  reckoned  she  could 
ffer  a  single  vehicle  to  handle  all  aspects  of  campus  life. 

As  the  market  for  Internet  companies  imploded,  managers  of 
le  four  acquired  outfits  bickered  over  which  products  would  sur- 
ive.  "We  had  a  lot  of  upheaval,"  says  Chai. 

Nothing  compared  with  what  happened  next.  John  Pierce,  for- 
ler  owner  of  one  company.  Cars  Information  Systems,  sued  Jen- 
ibar.  claiming  it  had  withheld  part  of  his  purchase  price.  (The  dis- 
A'as  settled  in  arbitration,  and  Chai  says  the  resolution  went 
1  Jenzabar's  favor.)  Mahendran  Jawaharlal,  Cars'  former  presi- 
ent.  sued,  claiming  Jenzabar  breached  his  separation  agreement. 
Kvight  Wyse  and  his  son,  Derek,  who  owned  yet  another  acquired 
ompany.  Computer  Management  &  Development  Services,  al- 
^ed  in  a  suit  that  Jenzabar  had  failed  to  repay  them  for  sums 
wed  on  promissory  notes;  their  suit  was  Ln  response  to  a  com- 
•laint  by  Jenzabar  that  claimed  Dwight  Wyse  had  leaked  confi- 
ential  information  to  Jenzabar's  rivals.  Alan  Frishman,  former 
Jnior  vice  president  of  operations  at  Jenzabar,  sued,  claiming  the 


company  had  denied  him  severance  compensation  after  firing  liim 
in  2000.  (The  case  was  settled  last  November.) 

The  most  sensational  charges  come  from  Joseph  DiLorenzo, 
Jenzabar's  former  chief  financial  officer,  who  claims  in  a  lawsuit 
that  Chai  and  Maginn  fired  him  in  March  2002  because  he  re- 
fused to  assist  them  in  "certain  unethical,  inappropriate,  and/or 
illegal  actions."  DiLorenzo's  complaint  alleges  Chai  and  Maginn 
misappropriated  software  from  other  companies,  set  up  sham 
partnerships,  sent  out  inaccurate  press  releases  and  earnings  re- 
ports, and  retroactively  changed  IRS  filings  to  escape  personal  tax 
liabilities.  DiLorenzo's  suit  also  accuses  Chai  and  Maginn  of  "self- 
dealing"  and  "commingling  funds." 

Chai  says  DiLorenzo's  suit  is  without  merit.  DiLorenzo,  she 
claims,  simply  could  not  do  his  job  and  now  is  suing  because  he's 
bitter.  She  says  his  allegations  are  just  a  ploy  to  shake  a  settlement 
out  of  the  company. 

DiLorenzo  won't  discuss  his  complaint,  and  his  lawyer  would 
not  explain  the  allegations  about  "sham  partnerships"  because 
the  case  is  in  the  discovery  process.  Maginn  says  Jenzabar  made  its 
four-way  acquisition  using  subsidiaries,  a  routine  strategy  that 
keeps  sellers  from  getting  nailed  with  the  tax  burden  on  illiquid 
Jenzabar  shares;  by  selling  to  a  subsidiary,  rather  than  to  Jenzabar, 
sellers  could  delay  paying  taxes  on  any  gains. 

The  lawsuits  are  only  part  of  the  turmoil  at  Jenzabar.  Last  year 
it  sold  off  two  companies  it  had  recently  acquired — Student- 
City.com,  an  online  travel  agent  that  books  spring-break  trips  for 
college  kids,  and  Progressive  Solutions,  which  offers  computer 
training.  While  barely  profitable,  StudentCity  added  $26  million  in 
sales,  allowing  Jenzabar  to  boast  in  an  August  200 1  press  release 
that  its  sales  in  the  first  half  of  the  year  had  grown  88%  to  $46.7 
million.  (Today,  no  longer  counting  sales  from  those  subsidiaries, 
Jenzabar  says  revenues  for  the  full  year  in  200 1  were  $42  million, 
growing  to  $50  million  in  2002.)  And  then  there's  the  hassle  with 
a  key  investor,  Pegasus  Capital  Advisors,  which  in  2000  lent  Jen- 
zabar $25  million  Ln  the  form  of  convertible  debt  and  now  wants 
out,  Maginn  says.  He  and  Chai  have  tried — without  luck — to  find 
an  investor  to  buy  out  Pegasus. 

Where  does  this  leave  Jenzabar?  Depends  on  whom  you  ask. 
"It's  been  a  litde  chaotic,"  says  Chai.  "But  2002  was  our  turnaround 
year.  In  2003  we  have  our  house  in  order  and  will  start  to  grow  and 
take  market  share."  Perhaps.  But  nabbing  new  clients  isn't  easy  in 
the  $2.7  billion  market  for  higher-ed  software,  which  is  growing  at 
only  2.7%  annually,  reports  IDC.  It's  especially  tough  given  larger 
competitors  like  SCT  (2002  fiscal  sales:  $238  million),  whose  edu- 
cational software  is  used  at  half  of  all  U.S.  colleges  with  more  than 
2,000  students,  and  PeopleSoft,  a  $1.9  billion  (sales)  firm. 

Maginn  seems  to  see  a  different  horizon.  Recendy  he  and  Chai 
hired  an  investment  bank,  a  move  that  prompted  rumors  of  a  sale. 
"If  a  giant  company  were  to  come  along  and  make  a  great  offer," 
he  says,  "we  would  consider  it."  In  2000,  Chai  says,  investment 
bankers  told  her  that  Jenzabar  could  be  worth  $  1  billion  in  a  pub- 
lic offering.  In  those  days  a  good  story  could  go  a  long  way.  Today 
it  might  get  you  just  enough  money  to  pay  off"  your  debts.        F 
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Finding  His  Footing 

Dale  Bathum's  sandals  are  nice  to  the  feet,  not  so  nice  to  his  bank  account. 


BY  EMILY  LAMBERT 

DALE  BAIIIUM  DHVELOPtD  A  PllEOC- 
cupation  with  footwear  as  a  kid, 
wiicn  his  wide  feet  hurt  in  running 
shoes.  As  a  teenager  he  sold  women's  shoes 
at  Nordstrom  in  southern  California.  The 
obsession  turned  into  a  career  as  a  pro- 


duction manager  for  Nike  in  Hong  Kong 
and  Guangzhou.  "I  was  that  dorky  guy  who 
was  really  into  shoes,"  says  Bathum,  38.  He 
worried  about  design  and  comfort,  and 
why  most  companies  didn't  have  the 
brains — or  the  guts — to  niiike  better  shoes. 
Returning  to  the  States  in   1996, 


A  business  to  reflect  on 
To  sell  more  of  his  sandatai 
Bathum  must  overcome 
more  than  just  tradition. 

Bathum  founded  B: 
Footwear  (now  based 
Preston,  Wash.)  wi 
Nike  pal  Kevin  Xiao  a 
designer.  Bathum  put  i] 
$200,000  saved  durin? 
frugal  years  in  Chim 
borrowed  $200,000  fron 
his  dad,  who  sold  crane 
and  hoists,  and  raise, 
$2  million  from  othe 
angels.  The  shareholde* 
are  still  waiting  for  the: 
first  dividends. 

Bathum's  first  proc 

uct  was  a  golf  sandal 

Why?  Because  he'd  picke| 

up  the  sport  in  Hod 

Kong,  where  it  was  ofte 

hot  on  the  course.  T¥ 

sandal  had  breathabilif 

and  ankle  support,  plus 

guard  to  prevent  stubbt 

toes   and   improve  tl 

wearer's  balance.  But  r 

place  the  classic,  if  ugl 

saddle  shoe?  "We  sai 

'What  the  hell  are  yc 

doing?' "  recalls  Timotl 

Terwilliger,  head  profe 

sional  in  the  Brooksii 

Golf  Course  pro  shop 

Pasadena,  Calif.,  whe 

Bathum  made  one  of  \ 

first  sales  calls.  "Then  i 

decided,  'It's  so  stupid,  we'll  try  it.'" 

If  Bathum  could  just  get  enough  co 
sumers  to  try  the  idiosyncratic  but  con 
shoe  he  could  make  some  real  money.  1 
had  lined  up  a  Chinese  manufacturer  at  $ 
a  pair  (including  freight)  and  put  a  who 
sale  price  of  $38  to  $48  on  the  produ 
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Why  get  DSL,  Enhanced  Local  Service 

and  Long  Distance  for 

your  business  all  from  Verizon? 


Because  there's  no 
need  to  deal  with  three 
providers  when  I  can  get 
everything  I  need  from  one. 


Verizon  Veriations  for  Business.  Verizon  offers  tfie  communications  and  support  otiier 
providers  can't.  Witti  solutions  you  can  count  on.  A  history  of  service  you  can  depend  on. 
And  a  complete  voice  and  data  package  for  everything  you  need. 

» 

It's  called  Veriations*  for  Business.  And  it  gives  you  the  power  of  DSL,  enhanced  local  service 
and  competitive  long  distance  rates  from  a  single  source,  on  a  single  bill.  All  working  together. 
All  working  for  you  —  now  and  in  the  future. 


Get  a  10% 
monthly  discount 
on  Business  DSL 

when  you  sign  up  for 
Veriations^"  for  Business 


©2003  Verizon,  All  rights  reserved.  Offer  not  available  in  all  areas  or  on  all  lines.  Qualifying  plans  only;  all  services  must  be  billed  to  the  same  Verizon  business  telephone  number. 
If  you  drop  any  qualifying  service.  Business  DSL  will  be  billed  at  standard  rate  Long  Distance  service  provided  by  Verizon  Enterprise  Solutions  or  Verizon  Long  Distance;  not 
available  in  AK,  DC.  MD  or  WV,  Universal  Sen/ice  fee,  taxes  and  other  charges  apply;  instate  rates  may  be  higher,  $5  minimum  monthly  long  distance  charge  applies.  Local  calling 
plans  subject  to  applicable  tariffs  and  availability,  DSL  provided  by  Verizon  Online;  availability  subject  to  verilication  following  order  Veriations-"  for  Business  is  limited  lo  Dynamic  IP 
DSL  services  only.  Local  and  toll  usage  charges  may  apply  for  dial-up  connection.  Separate  GSP  charges  included.  NIC  card  required  (sold  separately).  Download  speeds  vary;  speeds 
and  uninterrupted  service  not  guaranteed.  Early  cancellation  fees  and  other  restrictions  may  apply 


Call  a  Verizon  consultant  today. 

1-866-252-5509 


verizon.com/veriationsforbusiness/packages 


yen  on 


Make  progress  every  day 
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Success?  NOT  AS  AN  INVESTMENT,  ANYWAY;  the  company  just 
broke  even  last  year,  and  Bite  is  plunging  into  line  extensions._^ 


\ 


He'd  also  made  a  more  traditional  golf  shoe 
to  fall  back  on,  as  well  as  a  golf  boot  for  win- 
ter play  and  a  sneakerlike  golf  shoe.  ("I  like 
to  stand  on  more  than  one  foot,"  he  says.) 

But  he  stumbled  badly  when  it  came  to 
selling  his  wares.  Traveling  through  25 
states  in  three  months,  Bathum  and  three 
colleagues  tried  to  set  up  accounts  in  any 
store  that  might  carry  the  shoes.  Pro  shops 
usually  sent  the  Bite  bunch  packing.  It  was 
with  the  occasional  chain  or  specialty  store 
that  Bathum  made  some  headway — and 
his  biggest  mistake:  He  failed  to  line  up  a 
dedicated  sales  force  and  didn't  bother  to 
follow  up  on  orders.  Store  owners  and 
managers  were  furious.  "We  got  a  bad  rep- 
utation," says  Bathum,  who  offers  no  ex- 
cuses for  the  lapse.  "Even  five  years  later 
we're  still  overcoming  that." 

Bathum  finally  recruited  freelance  sales 


reps  for  commissions  of  7%  to  12%.  They 
made  scant  headway  in  the  hidebound  East 
(women  players  at  Augusta,  anyone?)  but 
had  some  luck  in  Arizona.  Eventually  Nike 
and  Footjoy  came  out  with  competing  golf 
sandals,  which  gave  Bite's  product  compe- 
tition but  also  credibility.  Pro  shops  and 
chains  started  warming  up  to  the  oddball 
product  line.  Bite  eked  out  sales  of  $3.7  mil- 
lion in  1999  and  $8  million  last  year. 

Success?  Not  as  an  investment,  anyway; 
the  company  just  broke  even  last  year  after 
two  years  of  slight  profits.  But  instead  of 
solidifying  his  base  in  golf  sandals,  now  car- 
ried in  2,500  shops,  Bathum  is  plunging 
into  line  extensions.  He  introduced  a  $79- 
to-$89  hiking  sandal  three  years  ago  that 
now  accounts  for  5%  of  sales.  Last  spring 
he  released  $69  sandals  for  fly-fishing.  Who 
wants  to  wear  an  open  shoe  in  cold,  rocky 


water?  Bathum  promotes  the  toe  guai 
plus  "environmentally  friendly"  aluminum 
grips  on  the  sandal's  bottom  that  cut  mos 
but  yield  to  rocks.  The  angler's  sandal  is 
grand  1%  of  sales. 

This  month  Bite  comes  out  with  twi 
additional  sandal  lines.  One  is  a  $99  oi 
thotic  sandal  with  specialized  insoles.  Bit 
has  presold  5,000  pairs  to  outdoorsy  store 
like  REI  and  shoe  shops  like  Shoes-N-Fee| 
The  other  is  a  $79  running  sandal,  for  pec 
pie  who  want  to  dress  up  like  5th-centur]l 
B.C.  marathoners.  ! 

Bite  is  stretched  thin.  It  has  five  sept 
rate  sales  staffs  and  a  marketing  and  ac 
vertising  budget  of  only  $300,000.  Mayt; 
Bathum  should  be  working  on  ways  to  im 
prove  the  bottom  line?  He's  too  busy  thinl 
ing  about  his  next  product,  due  out  i 
2004 — a  water  sandal. 


Delta  SkyMiles"  members  can  earn  and  redeem  miles  on  South  African  Airways. 


South  African 

AIRWAYS 
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Put  better,  faster  decision-making 

in  your  sights. 

Get  a  single  view  of  your  business  with  Teradata. 


A'^ith  Teradata,  it's  all  right  there  in  front  of  you.  We  consolidate  all  your  data  from  throughout 
/our  organization  into  an  enterprise  data  warehouse  to  give  you  one,  integrated  view  of  your 
business.  So,  you  have  all  the  information  you  need — readily  available — to  uncover  new 
opportunities  and  make  better  decisions,  fast.  Which,  quite  clearly  wiU  help  your  business 
^row.  Bring  your  company's  future  into  focus.  See  it  all  with  Teradata. 


Teradata 

a  division  of  ^^NCR 


fou've  never  seen  your  business  like  this  before,    ivww.  teradata.  com 


NTT  DoCoMo,  the  world's  leading  mobile  telecom  company, 
gets  20%  of  its  ARPU*'  from  data  transmission. 


Q]  Aggregate  ARPU  $68  (Voice  $54 

+  Data  $14)*^ 

© 

45  million*^  total  subscribers 

m 

36  million*^  of  total  subscribers  access 

NTT  DoCoMo's  wireless  Internet 

service  —  i-mode™ 

® 

58.5%  of  Japan's  mobile  commut 

lications  market*' 

© 

41 .2%  of  EBITDA  margin*' 

NTT      .• 

DoCoMyio 


NYSE:DCM 


For   a   borderless   world. 


Beyond  The  Mobile  Frontier 


For  more  about  NTT  DoCoMo,  please  visit  www.nttdocomo.com 


Source  NTT  DoCoMo  Corporate  Website 

CDlZi'A' :  According  to  NTT  DoCoMo's  results  lof  ttie  ilrst  half  of  FY2002  (Apnl  1, 2002  lo  September  30. 2002)  covering  operations  in  Japan 

knode  Is  a  trademark  or  registered  trademark  ol  NTT  DoCoMo.  Inc  in  Japan  and  other  countnos. 

The  hmode  service  is  only  available  lo  NTT  DoCoMo's  subscnbers  In  Japan  artd  other  alliance  penners'  subscribers  in  Europe  and  Asia. 


■  1  Average  monthly  Revenue  Per  Unit  <PDC(2G)>    '2  Calculated  at  120  yen/ 

'3  As  of  January  2003  Subscribers  tor  PDG  (2G),  FOMA  {3G),  PHS,  pager  and  olher  sei 

*4  Source  Telecommunications  Gamers  Association  <PDC  (2G)  +  FOMA 

*5  Cor\solidated  Financial  Report  tor  the  Six  Months  Ended  September  30,  2002  (April  1.  2002  to  September  30. 

EBITDA  Margin  =  EBITDA/  total  operating  revenues  [  U.S.C 
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Money  &  Investing 


A  large  coal  pile  lies 

ready  to  power  an 

electrical  generating 

plant  in  San  Juan 

County,  N.M. 


i 


(Some) 


nra 
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How  do  you  capitalize  on  the  country's 
insatiable  appetite  for  electric  power? 
Begin  by  identifying  the  producers 
that  don't  burn  lots  of  expensive  gas. 

BY  PETER  W.  HUBER  AND  MARK  P.  MILLS 


s  A  FINANCIAL  CRISIS  TO  RIVAL  THE  REAL  ESTATE  BUBBLE 
ot  the  1980s  that  bankrupted  750  thrifts.  About  $150  bil- 
li.on  of  debt  paper  written  by  electric  utilities  and  inde- 
pendent ("merchant")  power-plant  operators  is  now  trad- 
ing at  deep  discounts.  One  in  ten  utilities  now  ranks  as  a 
junk  debtor,  half  are  almost  there,  and  the  Dow  Jones  Util- 
Index  closed  out  2002  at  a  seven-year  low. 
So  now  is  a  time  to  buy  utilities.  But  buy  only  the  ones  that 
ve  steered  clear  of  speculative  foreign  investments,  Enronlike 
iding  debacles  . . .  and  natural  gas. 
Four  years  ago  we  estimated  that  the  manufacture  and  oper- 
on  of  semiconductor  circuits  and  datacom  networks  already 
counted  for  well  over  10%  of  our  national  electricity  con- 
mption,  and  we  predicted  that  digital  demand.would  propel 
ing  electric  use  for  a  long  while  to  come.  It  was  a  surprising 
d  controversial  assertion,  but  subsequent  research  has  borne 
It  our  conclusions.  (For  links  to  critiques  of  our  study  and  to 
ir  rebuttals,  see  the  online  version  of  this  article.) 


With  half  of  all  U.S.  power  generated  by  coal,  FORBES  titled 
our  story  "Dig  More  Coal,  the  PCs  are  Coming"  {May  31,  1999). 
Depending  on  whether  you  believe  government's  numbers  or 
the  industry's,  electricity  consumption  is  up  between  7%  and 
10%  since  then — despite  a  recession  that  sharply  depressed 
industrial  output.  Stock  prices  of  pure-play  coal  companies  have 
risen  about  20%,  while  the  DJIA  was  dropping  10%. 

Why  didn't  power  companies  thrive  during  this  period  of 
rising  demand?  Because  many  of  them,  instead  of  investing 
capital  in  their  coal  plants,  got  caught  up  in  a  wild  scramble  to 
burn  more  gas.  Utilities  had  built  far  too  few  plants  in  the  early 
1990s,  and  the  cushion  of  excess  capacity  had  fallen  danger- 
ously low  (see  chart,  p.  122).  Regulators  then  opened  up  inter- 
state transmission  lines  to  competition.  New  coal  plants  take  at 
least  five  years  to  build,  and  so,  faced  with  an  unexpected  short- 
age, utilities  and  the  new  merchants  all  rushed  to  build  new 
gas-fired  plants,  which  take  only  six  months  to  two  years.  Gas 
now  generates  19%  of  our  power  (consuming  roughly  a  third 


FORBES"   February  17,  2003      121 


Money  &  Investing 

of  the  country's  gas)  and  accounts  for  35%  of  generating  ca- 
pacity. Unregulated  merchants  now  supply  about  a  third  of  the 
nation's  power. 

Gas-fired  power,  however,  is  t"wo  to  four  times  as  expensive 
as  coal  or  nuclear.  The  wise  course  of  action  is  to  use  gas  to  cover 
just  the  spread  between  baseload  demand  and  peak  demand 
(typically,  about  15%)  and  to  provide  another  10%  as  a  reserve 
against  unexpected  outages.  Then  use  other  fuels  to  cover  the 
baseload.  That  minimizes  the  combined  cost  of  fuel  (high  for 
gas,  low  for  coal)  and  capital  (high  for  coal,  low  for  gas).  But  the 
market  has  swung  far  past  the  optimum  mix.  Today's  generating 
capacity  glut  is  almost  all  in  plants  that  burn  expensive  gas. 

Gas  prices  aren't  coming  down.  Domestic  gas  production 
has  remained  virtually  flat  since  1996,  and  while  Canadian 
imports  are  up,  gas  can't  easily  be  imported  from  any  farther 
afield.  Capacity  limits  in  gas  pipelines  are  putting  further  pricing 
pressure  on  gas-fired  power. 

So  there's  now  a  huge  opportunity  to  generate  power  under 
the  sky-high  umbrella  set  by  gas.  Old  plants  can  be  juiced  up  like 
hot  rods,  and  that's  now  happening.  Some  80  gigawatts — about 
10%  of  current  total  U.S.  capacity — will  be  squeezed  out  of 
existing  coal  and  nuclear  plants  in  coming  years. 

Improved  maintenance  and  management  allowed  top-notch 
nuclear  operators  like  Entergy  and  Duke,  over  the  last  decade,  to 
raise  the  run  time  of  their  plants  from  about  60%  of  the  hours 
in  a  year  to  90%.  Nuclear  plants  are  so  overbuOt  that  they  can 
also  readily  be  run  5%  to  15%  hotter.  Federal  safety  regulators 
approved  17  such  "uprates"  in  the  last  year  alone  and  will 
process  another  30  to  50  applications  in  the  next  five  years. 
Exelon  uprated  two  of  its  big  nukes  last  year,  eight  in  2001. 

Coal  operators  have  pushed  their  run  times  up  about  ten 
points  (to  around  70%)  in  the  last  decade;  another  ten  points  is 
still  achievable.  Refurbishing  plants  with  new  furnaces,  boilers, 
and  turbines  will  add  even  more  power  to  the  grid.  A  few  years 
ago  Detroit  Edison  was  set  to  replace  turbine  blades  at  its  Mon- 
roe, Mich,  plant — a  fix  worth  about  70  megawatts  of  new  power, 
with  no  increase  in  fuel  consumption  or  emissions — but  the 
Clinton  Administration  treated  rebuilt  plants  as  "new  sources," 
requiring  prohibitively  expensive  new  scrubbers.  New  rules 
recently  announced  by  the  Bush  Administration  won't.  Those 

Looking  Beyond  Natural  Gas 

Here  are  six  coal-  and  nuclear-rich  utilities  whose  stocks  are 
worth  buying.  These  fuels  are  reasonably  priced,  and  not 
subject  to  the  volatility  of  gas.  While  most  of  the  companies 
listed  have  gas  facilities,  too,  they  have  very  strong  baseload 
capacity  in  regions  that  certainly  need  it. 


Company 

Recent 
price 

52-week 
high 

2003  ESTIMATE 
EPS          P/E 

Allegheny  Energy 

$8.95 

$43.86 

$1.55 

6 

Cinergy 

32.50 

37.19 

2.66 

12 

Exelon 

52.22 

56.99 

4.89 

12 

Teco  Energy 

14.42 

29.05 

1.60 

9 

Texas  Genco  Holdings 

12.90 

13.45 

1  13 

11 

TXU 

18.84 

57.05 

2.08 

9 

Supply  and  Demand 


Coal,  nuclear  and  hydro  plants  are  costly  to  build  but  cheap  j 
to  run,  so  they  make  sense  for  satisfying  basic  round-the- 
clock  (baseload)  dernand.  Gas  plants  are  cheap  to  build  and] 
costly  to  run.  They're  best  for  peaks  and  reserve  capacity. 

_12QD_gigawatts 


lOQO 


_aQD_ 


Sources:  Muttex  via  FactSet  Research  Systems,  company  reports. 
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Sources:  North  American  Electric  Reliability  Council: 
Department  of  Energy  Information  Administration. 


changes  will  be  worth  about  40  gigawatts  of  additional  capac 
over  the  long  run,  if  they  survive  in  the  courts. 

Even  oil  is  beginning  to  look  interesting  again.  Warren  Bi 
fett  put  $1.5  billion  into  Center  Point  and  TXU — whose  ok 
gas-fired  facilities  can  also  burn  oil.  Keep  in  mind,  also,  that  t 
country  is  divided  into  ten  major — and  largely  autonomous 
grids,  and  conditions  vary  considerably  from  region  to  regk 
The  Mid-Continent  Area  Power  Pool  (MAPP)  grid  in  the  M 
west,  for  example,  is  still  seriously  short  of  peaker  capacity,  sc 
makes  sense  for  a  coal  utility  like  Wisconsin  Energy  to  invest 
two  new  545-megawatt  gas-fired  units. 

Better  wires  will  facilitate  further  shifts  from  peak  capacit) 
base.  Here  again  much  of  the  action  is  in  upgrading  exist: 
facilities.  Last  year  New  York's  Marcy  substation  was  outfit 
with  silicon  switches  that  boosted  the  capacity  of  existing  wi 
by  240  megawatts.  To  be  sure,  parts  of  the  utility  business 
subject  to  regulated,  cost-plus  pricing.  But  the  deregulated  fr 
tion  is  growing,  and  a  good  portion  of  the  gains  to  be  m 
from  upgrades  of  old  plants  will  flow  into  bottom  lines. 

The  portion  of  gross  domestic  product  fueled  by  elec 
power  passed  50%  around  1978;  it's  65%  today.  All-elec 
information  technology  now  accounts  for  somewhere  betw 
25%  and  60%  of  GDP  growth,  and  the  fraction  continues  to 
year  by  year.  Domestic  electrons  have  no  shelf  life,  they  face 
off-shore  competition,  and  barriers  to  entry  in  the  basel 
market  are  substantial.  Utilities  and  merchants — the  ones  v 
long-term  horizons,  coal  and  nuclear  capacity,  and  a  stick 
the-knitting  business  philosophy — are  going  to  prosper. 


I 
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:ansporting  chemicals  can  be  a  long,  complicated  journey. 

We  handle  the  long,  complicated  part. 


Chemical  Logistics 


Cendian  is  the  premier  lead  logistics  provider  focused  exclusively  on  the  chemical 
and  plastics  industries.  Leveraging  over  $1  billion  in  purchasing  power  and  advanced 
technology,  Cendian  builds  customized,  reliable  solutions  to  meet  our  clients' 
logistics  challenges,  allowing  them  to  focus  on  their  core  business.  Our  solutions 
require  no  upfront  capital  investment,  and  deliver  immediate  bottom-line  results. 
To  join  us  in  this  journey,  call  1.800. Cendian  or  visit  us  at  www.cendian.com. 

®  2003  Cendian  Corporation.  All  rights  reserved . 
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STOCK  FOCUS 


Pssst . . .  Gravel! 

The  commercial  construction  slump  has  hurt  producers 
of  crushed  rock.  Their  shares  are  cheap.  FAM  is  buying. 

BY  JAMES  M.  CLASH 


A  TIP  FROM  JOHN  FOX  OF 
the  FAM  (Fenimore  Asset 
Management)  Value 
Fund:  Buy  rocks.  A  good 
chunk  (6%)  of  his  fund's 
$470  million  portfolio  is  in  compa- 
nies that  sell  gravel,  the  main  ingre- 
dient in  concrete  and  asphalt. 

At  the  moment  business  is  slow 
for  builders  of  roads  and  commer- 
cial real  estate,  which  absorb  three- 
fourths  of  the  country's  gravel  out- 
put. (The  rest  goes  to  home  building, 
which  is  thriving.)  For  the  12  months 
through  November  nonresidential 
construction  was  off  14%.  So,  over 
the  past  year,  shares  of  most  gravel 
vendors  have  dropped  like  a  ...  weO, 
they're  down  30%  to  40%. 

In  a  sense  FAM  Value,  comanaged  by 
Fox  with  veteran  Thomas  Putnam,  and 
sister  FAM  Equity- Income  (Putnam  and 
Paul  Hogan)  can  be  thankful  they  were 
not  heavier  into  rocks  until  recently.  Since 
the  bear  market  began  in  March  2000,  the 
two  funds  are  up  an  annual  10.9%  and 
14.8%,  respectively,  handily  beating  the 
market.  But  now  they  own  Vulcan  Mate- 
rials and  Martin  Marietta  Materials. 
Marietta  was  split  off  in  1996  from  the 
aerospace  company,  which  merged  with 
Lockheed  in  1995. 

The  fund  men  expect  that  an  improv- 
ing economy  will  invigorate  construction 
spending,  which  since  1980  has  averaged 
an  annual  growth  rate  of  5%,  and  will 
revive  profits  for  quarry-owning  compa- 
nies. "You  can't  make  rocks  cheaper  in 
China,"  says  Fox,  40.  "Either  you  have  the 
supplies  in  the  ground,  or  you  don't." 

Not  only  are  imports  from  C^hina  no 
threat,  gravel  doesn't  even  cross  state 
lines  most  of  the  time.  It  costs  .$6  to  get  a 
ton  of  the  pebbles  out  of  the  ground,  ei- 
ther by  smashing  large  rocks  or  by  sifting 
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dirt  out  of  a  natural  gravel  bed.  To  truck 
that  ton  of  rock  down  the  road  costs  10 
cents  a  mile.  Hauling  it  60  miles  means  a 
doubling  of  the  mine-mouth  cost. 

For  that  reason  Fox  pays  a  lot  of  at- 
tention to  geography.  He  wants  to  see 
quarries  in  high-growth  states.  Says  Fox, 
"He  who  has  the  most  quarries  closest  to 
the  construction  areas  wins." 

One  of  his  holdings,  Vulcan,  headquar- 
tered in  Birmingham,  Ala.,  has  35%  of  its 


operations  in  the  ten  fastest-growing  states: 
chiefly,  Texas,  North  Carolina,  Georgia  and 
Florida.  Ditto  with  another  holding,  Martin 
Marietta  Materials.  Headquartered  in 
Raleigh,  N.C.,  Martin  has  36%  of  its  pro- 
duction within  the  ten  fastest  growers. 

The   champ   is   Jacksonville-basec 
Florida  Rock  Industries — with  72%  of  i 
quarries  in  the  growth  territory — a  cot 
pany  Fox  is  now  nibbling  at.  Most 
that,  of  course,  is  in  Florida.  In  fa( 
among  publicly  traded  compani 
Florida  Rock  has  the  industry 
highest  KBIT  margin  (earnings  b 
fore  interest  and  taxes,  divided  b 
sales),  14.5%  versus  an  average! 
9.8%.  Indeed,  the  quarry  companie 
on  FAM's  list  have  margins  onl 
slightly  below  that;  the  lowest  is  Vyi 
can's  1 1.3%.  But  Fox's  rock  cruna 
ers  have  a  lot  more  going  for  thett 
The  companies  have  low  debt,'; 
minimum  15%  return  on  equit 
and  reasonable  price/earnings  ratio 
Business  is  sluggish.  For  tlj 
nine  months  ended  Sept.  30,  Vulca 
saw  revenue  drop  8%  to  $2.1  bi 
lion.  Florida  Rock,  which  report*; 
$545  million  in  revenue  for  the  perioi 
managed  to  keep  the  decline  to  1%.  Tl 
idea  here,  as  with  any  cyclical  play,  is  to  gi 
the  stock  before  a  rebound  is  apparent 
the  financial  statements. 

If  you're  interested  in  FAM's  way 
thinking,  the  fund  family,  located  in  riu 
CobleskiU,  N.Y.,  is  largely  undiscovered 
retail  investors.  Its  funds  have  no  loa 
and  reasonable  expense  ratios.  For  a  mc 
pure  play  on  rocks,  see  the  table  below. 


Let's  Get  Stones 

In  the  gravel  business,  geography  is  destiny.  Fenii 
producers  whose  quarries  are  in  the  ten  fastest-g 

nore  Asset  Management  prefers    ' 
rowing  states. 

Number         Percent  in  te 
P/E     crushed  stone    fastest-growi 
2002      operations            states 

Company 

PRICE 

52-weel( 
recent          high 

Florida  Rock  Industries 

$34.46      $44.13 

15 

18 

72% 

Hanson  Building  Materials^^ 

22.65        39.69 

9 

117 

26 

Lafarge  North  America 

30.70       45.15 

9 

31 

32 

Martin  Marietta  Materials 

29.33        44.55 

13 

297 

36 

Vulcan  Materials 

34.01        49.95 

17 

236 

35 

'American  Depositary  Receipts.  ^Prices  ar 
Sources:  Baseline:  Bloomberg  Financial  K 

id  P/E  are  for  parent  compan 
Markets:  U.S.  Department  ofl 

/.  Hanson  B 
iferior. 

uilding  Materials  owned  by  Hanson 

A  PERSPECTIVE  ON  TAX-FREE  INVESTING 

^iOT  CAN  HAPP£iv 
^^TWtEN  MAKING  YOl/D 
^ONtY  AND  KEEPING  /? 


You  can  keep  more  of  what  you 
earn  when  you  invest  in  Franklin 
Tax-Free  Funds.  But  you  don't 
have  to  be  wealthy,  or  close  to 
retirement  to  take  advantage  of 
them.  They  can  provide  strong 
benefits  for  most  investors  in  a 
27%  federal  income  tax  bracket 
or  higher  The  Franklin  Federal 


You  work  hard  for  your  money.  Help  keep  more  of 
what  you  earn  by  investing  with  the  tax-free  leader. 


respectively,  ended  12/31/02." 
Of  course,  past  performance  does 
not  guarantee  future  results. 

As  the  nation's  largest  tax-free 
mutual  fund  manager,  we  review 
more  than  1 ,500  new  debt  issues 
every  year  And  our  advice  is 
often  sought  on  the  structuring 
of  municipal  bond  offerings. 


Franklin  Federal  Tax-Free  Income  Fund*  JMorningstar  Ratings' 


12/31/02' 


OVERALL 
•  ••• 

mumrn 


tmrn 


THREE  YEAR 
•  •* 

1 1     »— IW 


FIVE  YEAR 
•  •• 


TEN  YEAR 

•  ••• 


Tax-Free  Income  Fund's  Class  A  shares  received  a 
4-Star  Overall  Morningstar  Rating"  by  Morningstar, 
Inc.,  against  a  category  of  305,  255  and  1  1 6  muni 
national  long  funds  for  the  3-,  5-  and  10-year  periods 


To  gain  more  perspective  on  the  Franklin  Tax-Free 
Funds,  mail  in  the  postage-paid  card  or  coll  us  at 
1-800-FRANKLIN  Ext.  F978  or  visit  our  website  at 

franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE™  > 

Franklin  Templetoii  Distnbulors,  Inc.,  One  Franklin  Paikway,  San  Mateo,  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  information,  including  sales 
ctiarges,  expenses  and  risks.  Please  read  it  carefully  before  you  invest  or  send  money. 

tftiese  dividends  are  general^  subject  to  state  and  local  income  taxes,  if  any.  For  investors  subject  to  federal  or  state  alternative  minimum  tax,  a  portion  of  tfiese  dividends  may  be 
subject  to  sucti  tax.  Distributions  of  capital  gains  are  generally  taxable, 

ttSource:  MORIIINBSIAIi®  12/31/02.  Past  perfomiance  does  not  guarantee  future  results.  For  each  fund  with  at  least  a  three-year  history,  Morningstar  calculates  a  Morningstar 
FiatIng™  based  on  a  Morningstar  Risk-/VJjusted  Return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance  (including  the  effects  of  sales  charges,  loads  and  redemp- 
tion fees),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  perfomiance.  The  top  1 0%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  receive  4 
stars,  the  next  35%  receive  3  stars,  the  next  22,5%  receive  2  stars  and  the  bottom  1 0%  receive  1  star  (E,xh  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale  and 
rated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.)  The  Overall  Momingslar  Rating  for  a  fund  is  derived  from  a  weighted-average  of  the  performance 
figures  associated  with  its  three-,  five-  and  ten-year  (if  applicable)  Morningstar  Rating  metrics,  Morningstar  Rating  is  for  Class  A  shares  only;  other  classes  may  have  different 
performance  charactenstics.  ®2002  Morningstar,  Inc,  N\  Rights  Reserved,  the  information  contained  herein  is  proprietary  to  Morningstar  and/or  its  content  providers;  may  not  be 
copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely  Neither  Morningstar  nor  its  content  providers  are  responsible  for  any  damages  or  losses  arising  from 
any  use  of  this  infomiation  For  more  cun^nt  performance  information,  please  call  Franklin  Templeton  Investments  at  1  -800-342-5236.  fob2/03 


The  Contrarian  By  David  Oreman 

Energy's  Bad  Inning 


f 


LAST  YEAR  I  SUMMED  UP  MY  2002  MARKET  OUTLOOK  AS 
"More  of  the  same:  high  volatility  and  a  weak  market." 
That  was  an  understatement.  I  was  right  that  value 
stocks  would  have  reasonably  good  earnings  and  would 
outperform  the  broad  market  indexes.  But  even  though 
the  forecast  was  far  more  pessimistic  than  most,  I  didn't  see  the 
S&P  500  down  22%  (total  return)  or  the  Nasdaq  100  declining 
38%  last  year,  making  the  2000-02  period  the  worst  market 
decline  since  the  1930s. 

The  42  stocks  I  recommended  dropped  an  average  of  17%. 
(That's  after  a  1%  transaction  bite  on  new  purchases,  and  it  also 
does  not  include  dividends, 
which  normally  add  a  per- 
centage point  or  two  to  value 
stocks.)  My  picks  fared  4% 
worse  than  if  you  had  put  the 
same  amounts  into  the  S&P 
500  on  the  same  days. 

My  biggest  downfall  was 
in  energy  providers.  They 
were  cheap,  and  their  assets 
(pipelines,  generators)  far 
outweighed  their  liabilities. 
True,  as  I  warned,  they  were 
far  riskier  than  the  typical 
value  stock  because  of  higher 
leverage  and  volatile  energy 
prices.  After  the  recommen- 
dations came  accounting 
questions,  federal  probes  of 

dark  doings  in  the  California  energy  crisis  and  a  near-freeze  on 
the  energy  trading  industry's  credit  from  anxious  lenders. 

The  result?  The  six  worst-performing  stocks  were  all  energy 
traders:  El  Paso  (9,  EP),  Williams  (4,  WMB),  Mirant  (2,  MIR),  Reliant 
Resources  (5,  RRi)  and  Dynegy  (2,  dyn),  the  last  recommended 
twice.  The  least  paijifti!  slide  was  El  Paso's  66%;  the  worst,  Dyn- 
egy's  96%.  After  the  sharp  runups  in  the  first  few  weeks  of  this 
year,  I'd  move  on.  The  other  36  picks — real  value  stocks  aU — for 
the  most  part  suffered  only  mildly. 

Among  the  other  [  oorest  performers  were  Bristol-Myers 
Squibb  (25.  BMY),  down  5  :%  to  23  by  year-end,  R.J.  Reynolds  (44. 
RJR),  down  30%,  and  Philii  Morris  (40,  MO),  down  23%.  I  would 
hold  all  three  because  of  their  low  multiples  and  high  yields. 
The  drug  company  goe.>  for  1 7  times  earnings  and  yields  4.5%. 
RJR's  P/E  of  38  is  artificially  high,  because  of  mandatory  one- 
time accounting  charges  of  J5.20  per  share,  and  the  sU  k  yields 
8.6%.  Philip  Morris  goes  for  7  times  earnings  and  6.5  . . 


Expect  a  2003  of 

high  volatility, 

strong  rallies,  then 

horrendous  drops. 

In  short,  it  will  be 

like  2002.  The  big 

difference  is  that 

the  market  should 

head  up  a  bit. 


my  picks.  But  just  as  no  .30( 
hitter  is  guaranteed  three 
every  ten  times  at  bat, 
money  manager  is  going  to 
ahead  in  every  inning.  Look 
the  broader  picture.  Stocks  n 
ommended  in  this  column 
2000  were  up  29%  and  in  2i 
up  10.5%,  handily  beatinj' 
equivalent  S&P  500  investment 
by  41%  and  19%. 

Even  in  a  sharp  markei 
decline  there  were  some  respectable  performers,  including  Elec  I 
tronic  Data  Systems  (17.  EDS),  up  36%  to  18  as  2002  ended.  1  sug  i 
gested  EDS  in  the  fall,  when  tech  stocks  enjoyed  a  late-year  rail;! 
This  gain  was  caused  by  an  over  reaction  to  disappointing  earn' 
ings,  which  resulted  in  the  stock's  dropping  as  much  as  75%  i  j 
just  weeks.  Other  winners  were  Best  Buy  (28,  BBY),  its  second  yea 
in  a  row  in  my  top  ten  performers,  up  18%,  and  Wachovia  Baft 
(37,  WB),  up  13%.  I'd  hold  on  to  only  EDS  and  Best  Buy. 

Other  stocks  I'd  keep  around  include  Washington  Mutual  (J 
WM),  P/E  8,  yield  3.3%,  and  KeyCorp  (24,  key),  P/E  11,  yield  4.59f 
in  banking;  General  Electric  (24.  ge),  P/E  17,  yield  3.2%,  Stapk 
(18,  SPLS),  P/E  23,  and  Borders  (i6,  bop),  P/E  1 1,  in  retailing;  Saft 
way  (24,  SWY),  P/E  20,  in  supermarkets;  Fannie  Mae  (67.  FNM),  R 
14,  yield  2%,  and  Freddie  Mac  (61.  fre),  P/E  9,  yield  1.5%;  and  U) 
(34,  UST),  P/E  1 1 ,  yield  6%,  in  tobacco. 

Both  the  bubble  and  2002  are  now  history.  What  corm 
next?  Again,  I  think,  more  of  the  same — high  volatility  as  well ; 
strong  rallies  followed  by  gut-wrenching  drops.  While  I  see 
higher  market  by  year-end,  the  gains  will  not  be  breathtakin 
Earnings  are  just  not  there.  Analysts  are  looking  for  a  142' J 
increase  in  earnings  before  nonrecurring  charges  for  the  SS 
500's  information  technology  sector,  but  I  find  that  foreca 
enormously  optimistic.  Last  year  tech  earnings  estimates  we 
dropping  faster  than  Wall  Street  was  lowering  bonuses.  Tl 
phenomenon  could  repeat  itself  this  year. 

No  sign  of  a  tech  recovery  is  in  sight.  Earnings  forecas 
appear  to  be  too  high,  as  they  were  12  months  back.  If  consens 
forecasts  for  companies  in  the  S&P  500  were  to  prove  out,  th< 
earnings  (again,  before  charges)  on  the  index  would  be  $54.S 
an  18%  gain  over  2002.  That  would  be  more  than  double  t' 
earnings  growth  rate  of  S&P  companies  during  the  1990s. 

Only  in  the  value  sector  have  earnings  continued  to  mo 
higher  in  the  past  three  years.  They  are  likely  to  do  so  again 
2003.  In  what  could  easily  be  another  disappointing  year  for  t 
stock  market,  value  is  the  place  to  be. 


*■  "     1^?  PVirhf*^       David  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey  City,  N.J.  His  latest  book  is  Confrai 

1  C^       ■^^■^^■■■.com 


good  year  for  readers  wh    bought 


Inwsimeni  Strategies:  The  Next  Generation.  Visit  his  home  page  at  www.forbes.com/dreman. 
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LASER  FLATBED  MFC 

About  S499 


lir  Multi-Function  Centef  IVIodels 
p  Everything.  Just  Like  You. 


/our  company  and  your  hard  earned  money  So  everyone  and 
■ything  has  to  do  more  than  expected.  Our  all-in-one  MFCs 
made  for  people  like  you.  They're  designed  to  do  everything 
need  and  then  some.  And  with  more  than  10  models  to 
ose  from,  PC  or  Mac  compatible,  finding  one  with  the 
ormance  and  price  you're  looking  for  won't  be  a  problem. 

ie  even  have  the  ability  to  print  from  a  digital  camera 
pout  a  PC.  You  don't  need  five  separate  machines.  All  you 
Id  is  the  right  one. 


COLOR 
FLATBED  MFC     — 
From  S249 


LASER  FLATBED  MFC 
From  $399 


A  VARIETY  OF  MODELS  AVAILABLE  AT: 


»  Depot,  OfficeMax,  Staples,  J&R  ComputerWorld,  Global  Computer  Supplies, 
lenter.  Pry's,  PC  Connection,  MicroWarehouse,  CDW,  Insight,  PC  Mall,  Quill,  Viking, 
Dell,  Amazon.com,  Gateway.com,  Buy.com  and  4Sure.com 


LASER  MFC 
From  S299 


COLOR  MFC 

From  SI  49 
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Yes,  But  By  James  grant 

The  Case  for  Gold 


? 


WALK  THROUGH  A  METAL  DETECTOR  INTO  THE 
Florentine  splendor  of  the  Federal  Reserve  Bank 
of  New  York.  Bear  left.  Enter  the  American 
Numismatic  Society's  exhibit  of  rare  coins,  rare 
bills  and  not-so-rare  credit  cards.  Take  another 
left.  Walk  west  40  paces.  Behold  751  shiny  Byzantine  gold  coins 
spilling  out  of  a  toppled  pot. 

This  is  the  Bet  She'an  hoard,  7'/2  pounds  of  gold  discovered 
in  1998  under  the  floor  of  an  ancient  residence  in  the  Jordan 
Valley  in  northern  Israel.  It  was  buried  around  A.D.  680,  proba- 
bly to  avoid  confiscation,  Israeli  archeologists  say. 

If  he  weren't  so  very  dead, 
the  unnamed  owner  of  this 
treasure  would  be  desolated, 
and  his  heirs  would  be  incon- 
solable. For  13  centuries  the 
coins  in  the  pot  earned  no 
interest.  What  is  the  foregone 
interest  on  7V2  pounds  of 
gold  uninvested  since  the  time 
of  the  fifth  Umayyad  caliph, 
Abd  al-Malik? 

Say  the  gold  price  in  A.D. 
680  was  $350,  or  its  equiva- 
lent. Say  the  value  of  that 
gold,  $38,300,  was  invested  at 
3%,  compounded  continu- 
ously from  that  time  to  this. 
Then  the  foregone  interest 
income  would  be  no  less  than 
$6.4  sextUlion. 

Now,  751  coins  is  not  so  many.  The  Numismatic  Society 
claims  to  own  more  than  a  million  coins  and  bills  and  other 
forms  of  money  issued  and  spent  over  three  millennia.  The 
foregone  interest  income  on  this  uninvested  collection  is 
beyond  calculating. 

Albert  Einstein  is  said  to  have  called  compound  interest  the 
eighth  wonder  of  the  world.  But  it  must  be  number  one  in  the 
power  to  tantalize.  If  Adam  and  Eve  had  opened  even  a  small 
savings  account  in  the  Bank  of  Eden,  and  if  they  and  their 
descendants  had  conscientiously  not  made  a  withdrawal,  then  i 
the  human  race  could  have  long  ago  put  its  feet  up  and  lived  on 
the  interest. 

Of  course,  compounding  is  not  continuous  because  history 
is  discontinuous.  People  die,  banks  f;nl  and  nation  states  rise 
and  fall.  Money  is  confiscated  or  debased.  There  likely  is  a  very 
good  reason  that  751  gold  coins  were  buried  instead  of  being 
lent  out  at  interest.  The  owner  traded  an  income  stream  in  the 
bush  for  gold  in  the  hand. 
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The  metal  will  do 

well  in  a  time  when 

inflation  is  heading 

up  and  short-term 

interest  rates  are 

negative.  Don't  be 

misled  by  those 

who  say  commodity 

prices  will  stay  low. 


The  paradox  of  gold  is  tha 
it  can  be  the  finest  speculatioi 
and  the  poorest  investment! 
Though  indestructible  anr 
lovely  to  behold,  the  barbarou 
relic  earns  no  interest.  And-^ 
what  is  much,  much  worse— i 
earns  no  interest  on  interest 

Gold  was  the  right  thing  tl 
bury  in  A.D.  680  and  the  wrore 
thing  not  to  dig  up  and  invest  ij 
Microsoft  at  a  split-adjustei 
price  of  18  cents  a  share  in  March  1986  A.D.  (Today,  17  year 
later,  the  price  is  $51,  a  283  bagger,  as  Peter  Lynch  might  says 
Knowing  when  danger  is  advancing  and  receding  is  the  rare 
insight  in  investing,  and  it  helps  to  explain  the  paucity  of  sexti 
lion-doOar  fortunes  in  The  Forbes  400  list. 

Now,  walking  out  of  the  Fed  into  the  bracing  winter  col 
one  is  faced  with  the  question:  Is  risk  advancing  or  receding? 
I  say  it's  advancing.  Nominal  interest  rates  are  low,  govent 
ment  bond  buyers  are  complacent  and  central  banks  are  eas 
Much  to  the  dismay  of  finance  ministries  in  Japan  and  Europt 
the  dollar  exchange  rate  is  falling  against  the  yen  and  the  eur 
This  is  not  because  the  Fed  is  objectively  tight.  For  the  first  tin 
in  a  decade  the  "real"  federal  funds  rate  is  negative  (i.e.,  a  1.25' 
ftinds  rate  minus  the  2.4%  year-over-year  gain  in  the  Decenibr 
consumer  price  index  is  a  negative  1.15%). 

Ben  S.  Bernanke,  one  of  Alan  Greenspan's  new  hires  at  tl 
Federal  Reserve  Board,  reminded  a  Washington  audience 
November  that  the  Fed  has  a  marvelous  invention  for  fightii 
deflation.  This  device  is  called  a  "printing  press,"  said  Bernanl 
one  of  America's  foremost  monetary  economists.  With  it  t 
government  can  "produce  as  many  U.S.  dollars  as  it  wishes, 
essentially  no  cost."  ■ 

On  Jan.  9  an  auction  of  ten-year  Japanese  governrae 
bonds  was  18.6  times  oversubscribed,  although  their  coupi 
was  only  0.9%.  For  perspective,  Haruhiko  Kuroda,  one  oft 
top  contenders  to  take  over  the  governorship  of  the  Bank 
Japan  when  the  job  becomes  vacant  in  March,  has  pledged 
print  enough  yen  to  push  his  nation's  inflation  rate  to  3%.  A 
nobody  believes  him. 

I  believe  him,  and  I  believe  Bernanke.  And  I  also  belie 
that  the  First  Eagle  SoGen  Gold  Fund  and  the  Tocquevi 
Gold  Fund  (to  name  only  two  of  the  better-performing  g{ 
mutual  funds)  will  go  on  delivering  a  better  return  than  t 
interest-bearing  securities  of  the  governments  that  run  t 
printing  presses. 
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Start  Sunday  home  delivery 
for  as  little  as  $2.90  a  week. 


Wherever  you  live,  home  delivery  of  the  Sunday 
New  York  Times  National  Edition  gives  you  plenty 
of  reasons  to  relax  at  home  and  catch  up  on  a  week's 
worth  of  news.  The  Sunday  Times  gives  you  the  full 
'  picture  of  national  and  international  news,  as  well 
as  Travel,  the  Book  Review,  and  the  latest  trends  in 


Sunday  Styles.  You'll  also  get  The  New  York  Times 
Magazine,  featuring  our  famously  challenging  crossword 
puzzle.  And  it's  all  delivered  to  you  for  as  little  as  $2.90 
a  week  for  the  first  8  weeks.  With  home  delivery  of  the 
news  and  information  that  enriches  every  part  of  your  life. 
The  Times  definitely  has  you  covered. 


Call  1-877-TIMES-22  today! 
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The  Patient  investor  By  John  W.  Rogers  Jr. 

Bad  News  Bull 


J 


A  FOG  OF  PESSIMISM  HANGS  OVER  WALL  STREET.  INDI- 
vidual  or  pro,  small  or  large,  investors  are  bemoaning 
the  state  of  the  stock  market.  Indeed,  2002  was  a  year 
when  the  news  seemed  to  go  only  from  bad  to 
worse — from  Iraq  to  Tyco,  from  Kmart  to  WorldCom, 
from  layoff  to  layoff.  The  unemployment  rate  is  holding  at  a 
stubborn  6%.  The  stock  market  logged  its  third  consecutive  year 
of  losses — something  that  hasn't  happened  in  60  years. 

Confronted  with  $2.8  trillion  in  stock  market  losses  for  the 
year  and  a  total  of  $7  trillion  over  the  last  two  years,  investors 
voted  with  their  feet.  Stock  mutual  funds  reported  net  outflows 
for  the  first  time  since  1988 — 
$20    billion    at    last    count 
through  November. 

Today's  gloom  is  an 
about-face  from  the  hope  that 
flourished  a  year  ago  when 
almost  everyone  believed 
stocks  were  poised  for  a 
rebound.  By  contrast,  my 
skeptical  point  of  view  last 
year  earned  me  the  epithet 
"Chicago  Bear."  Now,  just  as 
the  rest  of  the  country  has 
turned  bearish,  I  am  again 
standing  against  the  wind.  But 
I'm  not  just  switching  teams, 
I'm  switching  sports.  In  2003 
I  would  like  to  be  known  as 
the  "Chicago  Bull." 

My  optimism  began  to  take  root  this  past  fall  when  bad 
news  was  rampant.  Few  experts  were  willing  to  give  fair  cre- 
dence to  the  glimmers  of  economic  recovery  that  the  manage- 
ment teams  of  my  portfolio  companies  and  I  all  saw.  The  key 
reason  for  my  upbeat  view  was  that  Wall  Street  analysts,  burned 
by  corporate  abuses,  became  overly  conservative  in  their  earn- 
ings outlooks. 

As  I  see  it,  their  dismal  earnings  expectations  for  2003  will 
enable  companies  not  only  to  meet  but  to  exceed  Wall  Street 
estimates.  Low  expectations  notwithstanding,  I  expect  a 
brighter  earnings  picture  to  result  from  2002's  drastic  cost-cut- 
ting measures.  Factor  in  extraordinarily  low  interest  rates  plus, 
presumably,  lower  la.\es,  and  the  market  should  be  very  well- 
positioned  for  positive  returns. 

In  short  I  anticipate  an  .federating  economic  recovery  that 
will  continue  for  the  next  two  to  tliree  years.  The  best  part  of  all 
this  is  that  a  host  of  negative  factors  like  war,  scandal  and  eco- 

alreadv  I         Z,      - 

lornes 


The  pessimism  that 

envelops  investors 

is  unwarranted. 

Why?  The  negative 

factors  are  already 

priced  into  the 

market.  So  look  for 

an  accelerating 

recovery  in  2003. 


an  excellent  time  to  buy  shaipsj 
Historically,  small-compsp] 
stocks  tend  to  outperform 
large-company  stocks  as  thi' 
economy  recovers  from  a  recest 
sion.  But  I  believe  the  recoverv 
of  1983-87  (from  the  recession 
may  repeat  itself,  with  large 
company  stocks  leading  th 
rally.  These  issues  are  seOing  a| 
steep  discounts  to  their  intrii|| 
worth  and  are  long  overdue  fo 
strong  relative  performance.  That  said,  I  am  committed  to  ni; 
small-  and  mid-cap  value  discipline  and  believe  that  over  A 
long  term  the  best  investment  strategy  is  one  that  scours 
market  for  quality  companies  with  great  franchises  selling  i 
attractive  valuations. 

Even  though  my  picks  beat  the  market  in  2002,  they  stii 
ended  up  in  the  red.  Had  you  invested  $10,000  in  each  of  thai 
stocks  I  recommended  in  2002,  you  would  have  lost  6%  of  yojji 
money,  factoring  in  a  hypothetical  trading  cost  of  1%.  Equij 
investments  at  the  same  times  in  the  S&P  500  would  have  left  yo' 
9%  poorer  than  following  my  advice. 

The  2002  dark  horse  was  bonds,  which  wrapped  up  a  ran 
three-year  winning  streak — they  have  not  beaten  stocks  ft; 
three  consecutive  years  since  1941.  I  don't  think  bonds  ca 
deliver  another  win  against  stocks  in  2003.  Note  that  the  yid, 
on  five-year  Treasury  notes,  at  3%,  is  only  a  fraction  of  a  poil 
more  than  the  recent  one-year  rise  in  the  consumer  price  indu 
Last  year  my  three  best-performing  picks  were  network  fflii 
cable  producer  Andrew  Corp.  (10,  ANDW),  up  57%;  auction  hou 
Sotheby's  Holdings  (9,  bid),  up  19%;  and  gas  distributor  Peopln 
Energy  (38,  PGE),  up  13%.  Andrew  and  Peoples  Energy  benefit! 
from  the  rebounds  of  their  respective  sectors,  telecommunic 
tions  equipment  and  natural  gas,  while  Sotheby's  rose  as  a  rest 
of  management's  effective  cost-containment  measures.  I  belie 
upside  potential  still  exists  for  all  three. 

My  worst  three  stocks  last  year  were  glassware  manufactur 
Libbey  (25,  lby),  down  33%;  real  estate  services  company  Jon 
LangLaSalle  (14,  JLL),  down  31%;  and  dental  product  provid 
Sybron  Dental  Specialties  (I6,SYD),  down  27%.  Despite  the  stru 
gles  of  these  issues  in  2002, 1  continue  to  have  faith  in  the  loo 
term  prospects  of  all  three  franchises. 

Good  buys  for  your  portfolio?  I  like  the  downtrodden  offi 
frirniturc  industry,  and  have  been  buying  Herman  Miller  (18,  MU 
and  Steelcase  (II,  SCS).  They  are  trading  at  42%  and  45%  d 
counts,  respectively,  to  my  intrinsic  worth  estimates. 


arc 


nomic   pessimism 

priced  into  the  market.  So  this  is 


John  W.  Rogers  Jr.  is  chairman  and  chief  executive  officer  of  Chicago-based  Ariel  Capital  Management,  I 
the  adviser  to  the  Ariel  Mutual  Funds.  Visit  his  home  page  at  www.forbes.com/rogers. 
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THE  NEW  ROLLOVER  ADVANTAGE 


Would  you  like  that  rolled  over  easy? 

You've  worked  hard  to  build  your  nest  egg.  Are  you  sure  you  want  to  leave  it  behind  in  your  former 
employer's  retirement  plan?  With  theT.  Rowe  Price  Rollover  Advantage  service,  it's  easy  to  take  more 
control  of  your  retirement  savings. 

Call  one  of  our  Rollover  Specialists  to  open  your  account  right  over  the  phone.  They  can  help  you 
choose  aT.  Rowe  Price  fund,  or  you  can  pick  from  over  1,000  other  funds*— all  with  no  loads,  no  sales 
charges,  and  no  commissions. They  can  even  work  with  your  former  employer  to  help  coordinate  the 
rollover  process.  In  fact,  our  Rollover  Specialists  handle  just  about  all  the  IRA  paperwork  and  will  mail 
you  the  completed  forms  to  sign. 

It's  never  been  easier  to  roll  over  your  nest  egg. To  open  your  account,  call  us  or  visit  our  Web  site  and 
have  your  old  401  (k)  statement  in  hand. 


TR0WEPRICE.COM/R0LL0VERADVANTAGE 


TRoweFVice 


® 


INVEST    WITH    CONFIDENCE 


•This  service  is  offered  by  T.  l?owe  Price  Inveslment  Services,  Inc.,  member  NASD/SIPC.  Please  call  to  request  a  prospectus  with  more  complete  information,  including  fees,  risks,  and  expenses,-  please 
read  it  carefully  before  investing.  ROA0663 1 5 


Stock  Trends  By  Laszio  Birinyi  Jr. 

Curb  Your  Enthusiasm 


i 


S  THE  OLD  QUIP  GOES,  IT  IS  DIFFICULT  TO  PREDICT, 
and  especially  with  regard  to  the  future.  My  2002 
stock  picks  bore  that  out.  While  I  would  prefer  to  for- 
get last  year,  the  editors  of  FORBES  encourage  me  to 
review  it  before  I  can  predict  for  this  year. 
The  recommendations  included  a  good  dose  of  high-risk 
technology  stocks,  like  Cisco  and  Yahoo.  In  a  bull  market  such 
stocks  tend  to  beat  the  market,  as  my  picks  did  in  1999;  in  a  bear 
market  high-risk  stocks  tend  to  do  worse.  Last  year  saw  a  terri- 
ble bear  market,  and  my  recommendations  went  down  an  aver- 
age 15%  from  the  dates  of  their  publication  in  the  magazine 
through      year-end.      That 


Mindless  trading, 

overly  buoyant 

earnings  forecasts, 

boneheaded 

research,  global 

turmoil— all  are 

reasons  not  to  look 

for  a  great  2003. 


doesn't  sound  as  bad  as  the 
Standard  &  Poor's  500  index, 
which  went  down  22%  over 
the  course  of  the  12  months, 
but  of  course  the  stock  picks 
in  this  column  were  spread 
across  the  whole  year. 

Here's  how  FORBES  calcu- 
lates performance.  If  you  had 
bought  all  16  of  this  column's 
recommendations  in  2002 
you  would  have  ended  the 
year  5%  poorer  than  if  you 
had  invested  the  same  money 
at  the  same  points  in  time  in 
an  index  fund.  (This  figure 

assumes  a  1%  trading  cost  for  the  stock  picks  but  none  for  the 
index  fund.) 

My  worst  picks  were  credit  card  issuer  Metris  (2,  MXT), 
down  84%,  and  Electronic  Data  Systems  (19,  EDS),  down  69%. 
My  best:  Yahoo  (18,  YHOO),  up  69%,  and  3M  (126,  mmm),  up  11%. 
Yahoo  in  particular  has  more  upside.  Metris  is  the  only  one 
of  these  four  that  we  no  longer  like. 

I  am  not,  at  the  moment,  very  bullish.  There  is  no  broad- 
based  support  for  a  lasting  rally  now.  We  are  living  with  a  trad- 
ing market,  and  mindless  volatility  reigns.  Born  of  electronic 
trading  and  growing  investor  impatience,  the  market's  new 
hair-trigger  tendency  is  a  characteristic  of  the  times  and  unfor- 
tunately is  not  going  to  change. 

Years  ago  we  might  have  compared  the  stock  market  with 
a  game  of  bridge — where  one  thought,  pondered,  reviewed 
and  eventually  executed.  Today  it  is  more  akin  to  poker,  played 
with  speed,  reaction  and  relatively  little  deliberation.  Recently 
an  analyst  downgraded  a  stock,  causing  a  5%  decline.  During 
the  preceding  months  he  had  recommended  the  same  stock  at 
a    far    higher    price.    The  ~~ 

appeal  of  hedge  funds,  I  sus- 


pect, is  not  so  much  thai" 
hedging  capabilities  as  thei 
ability  to  trade  quickly  and,  i; 
need  be,  often. 

Look  at  computer  stocks,  i 
we  define  a  rally  as  a  gain  o 
20%  or  more  without  a  dedind 
of  20%  or  more,  then,  durinil 
the  35-year  period  from  1962 ti 
1997,  12  rallies  occurred  in 
category,  averaging  just  ( 
93%.  In  the  last  five 
almost  the  same  number  of  rallies  happened  (10),  yet  the! 
average  gain  was  49%. 

And  that's  why  I  am  less  than  excited  about  the  year  ah« 
Those  few  technicians  whose  opinions  I  ordinarily  respect,  anf 
sometimes  share,  suggest  that  the  only  positive  chart  patterr: 
are  in  technology.  WhOe  many  tech  stocks  have  rallied  nicely,! 
good  number,  such  as  DeU  and  Intel,  haven't. 

Earnings  in  the  technology  sector  will  again  appear  thf 
year,  we're  told,  but  I've  heard  that  before.  Note  that  last  yea 
many  stocks  surprised  us  on  the  upside,  including  Cisco,  whic 
met  every  estimate  in  2002.  But  the  favorable  market  reactia 
was  often  only  short  term,  and  even  Cisco  ended  the  year  dowi 
27%.  Just  because  a  lot  of  bargains  exist  doesn't  mean  investo 
will  pick  them  up. 

The  bulls  believe  that  the  worst  of  the  research  scanda 
are  behind  us.  Even  if  so,  research,  independent  or  otherwis| 
remains  suspect.  One  example:  Eastman  Kodak,  the  best-pe 
forming  Dow  component  last  year,  was  not — as  far  as  I  ca| 
ascertain — on  anyone's  buy  list  in  January  2002. 

So  many  of  the  positives  that  drove  the  1990s  no  longn 
exist.  There  is  not  much  more  room  for  interest  rates  to  fall,  tl 
world  is  not  at  peace,  the  accounting  flexibility  that  corpor 
tions  enjoyed  and  abused  will  no  longer  be  tolerated.  Produ 
tivity  gains  from  capital  expenditures  may  weO  help  the  ecoi 
omy  in  years  to  come — but  not  in  2003. 

This  leads  me  not  to  a  bearish  conclusion  for  the  ma 
ket,  but  to  a  cautious  one.  One  in  which  I  would  be  willing 
take  short-term  gains,  to  settle  for  singles  instead  of  tl 
1990s-style  homers. 

For  those  who  can't  or  don't  trade,  here  are  some  buy  al 
holds  that  make  sense,  whatever  comes:  Ford  Motor  (10,  F),  Ge 
eral  Electric  (24.  GE),  Bristol-Myers  Squibb  (25,  BMY)  and  Chevra 
Texaco  (65,  CVX).  While  a  more  positive  environment  is  possit 
(Iraq/Korea  are  settled,  oil  prices  drop),  I  want  to  base  my  oi 
look  on  tangibles,  and  not  on  hope. 


Forbes 


Laszio  Birinyi  Jr.  is 
Web  site:  www.birinyi 


president  of  Birinyi  Associates,  a  Westport,  Conn. -based  financial  consulting  fi' 
.com.  Visit  his  home  page  at  www.forbes.com/birinyi. 
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The  Lowest  Effective 
brporate  Income  Tax  Rate 

Without  Leaving  the  U.S. 


Jnparalleled  Financial  Value 

,'uerto  Rico  offers  a  unique  value  proposition 
0  manufacturing  companies.  In  Puerto  Rico, 
'ou  can  enjoy  the  benefits  and  protection  of 
nperBting  within  a  United  States  jurisdiction 
ivith  the  added  tax  benefits  of  operating 
mder  a  foreign  tax  structure.  In  combination 
vith  Puerto  Rico's  attractive  incentives  package, 
/ou  will  enjoy; 

•  No  Federal  Income  Taxation 

•  No  withholding  tax  on  dividends 

•  Accelerated  depreciation  of  plant 
and  equipment 


•  An  effective  corporate  income  tax 
rate  of  7%-2% 

A  Manufacturing  Powerhouse 

Puerto  Rico  has  over  30  years  of 
manufacturing' experience  with  higher 
productivity  rates  than  the  U.S.  average. 
Easy  domestic  access  to  the  U.S.  mainland, 
combined  with  high  capacity  transportation, 
telecommunications  and  electrical 


infrastructure,  makes  Puerto  Rico  a  U.S. 
manufacturing  powerhouse.  Plus,  you  are 
on  familiar  ground,  with  U.S.  monetary 
and  banking  systems,  U.S.  patent  laws 
and  regulations,  and  the  security  and 
quality  of  life  you  expect. 

To  learn  more  about  all  the  benefits 
Puerto  Rico  offers,  visit  our  website  at 
WWW.pridCO.com  or  call  1-888-5-PRIDC0 

PRIDCO 

COMMONWEALTH  OF  PUERTO  RICO 

Puerto  Rico  Industrial  Development  Company 


COMIVIONWEALTH     OF 

Puerto  Rico 

The  advantages  of  going  offshore.  The  security  of  being  home, 
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Cellular  Home  Movies 

Drug  discovery  is  getting  a  speed  boost  with  a  new  machine  that  peers 
into  the  workings  of  living  cells,  by  mary  ellen  egan 


Stunning  advances  in  biochemistry  and  genetics  since  tlie  mid- 
1990s  have  increased  the  number  of  compounds  deemed  wor- 
thy drug  candidates  from  500  to  more  than  10,000.  Researchers 
surf  this  molecular  ocean  using  ultrafast  chemical  screeners  that 
can  test  a  compound  on  millions  of  cells  per  day.  But  even  these 
superscreeners  fall  short.  They  work  only  with  dead  cells  or 
pieces  of  a  cell,  never  capturing  crucial  data  about  how  drugs 
affect  living  cells.  And  the  machines  can  only  test  for  one  event 
at  a  time — say,  monitoring  one  enzyme's  activity  or  seeing  if  a 
compound  binds  to  a  target  on  a  cell. 

A  new  device  called  the  IN  Cell  Analyzer  is 
gaining  attention  for  its  ability  to  rapidly  capture 
images  of  whole,  live  cells  and,  using  optical 


A  plate  of  cells  marked  with  red, 
green  and  blue  fluorescent  tags  is 
placed  on  the  device's  stage. 

An  argon-ion  laser  fires,  is  separated 
into  blue  and  green  beams  by  a 
dichroic  (color-separating)  mirror, 
and  is  reshaped  by  telescope. 

Simultaneously,  a  red  laser  fires 
and  joins  the  other  two  beams. 

The  beam  passes  through  a  box 
that  separates  it  into  red, 
green  and  blue  beams.  These 
excite  the  cells'  fluorescent  tags, 
causing  them  to  emit  each  of  the 
three  colors. 

The  emitted  light  passes  down 
through  lenses,  bypassing 
the  box,  and  hits  a  beam  splitter, 
separating  it  again  into  red, 
blue  and  green  light. 

Each  beam  is  reflected  off 
a  mirror  and  onto  fhe  lens 
of  a  digital  camera  that 
records  an  image  of  wha 
the  beam  illuminated. 

A  computer  converts  these 
images  into  useful  data  on 
the  health  and  location  ,.f  cell 
components. 


acrobatics,  to  simultaneously  track  changes  in  three  differ 
parts  of  a  cell.  Its  maker,  Amersham  Biosciences,  a  divisioni 
Amersham  Pic.  of  the  U.K.,  claims  the  IN  Cell  machine  will  d 
years  off  the  drug-discovery  process. 

The  device,  introduced  in  April  2001,  starts  at  $1  millidl 
AstraZeneca,  the  U.K.  drug  firm,  has  purchased  two  of  ^ 
machines  to  find  drugs  for  diseases  such  as  diabetes  and  cancH 
"We're  now  able  to  get  an  idea,  at  a  very  early  stage,  whethei/ 
compound  will  be  a  good  chemical  series  rather  tM 
find  out  five  years  later  that  it  is  toxic,"  sa| 
Andrew  Hargreaves,  an  AstraZeneca  scientist.  T\^ 
Sloan-Kettering  Institute  in  New  York  is  using  t^ 
machine  to  look  for  clues  to  better  fight  cancer,  d 
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m  ANNUAL 

\s  VEGAS  Money  Show 

1     ^  I  ^  -'  L  5  =1  *:!  " '-  Focus:  Investing  Onune 


4  FREE  Gifts  for  All  Attendees— A  $400  Value 


iS  Vegas  Money  Show,  May  13-15,  2003,  is  a  unique,  one-stop  educational 
:e  for  everything  relating  to  investing,  the  economy,  and  your  money.  Whether 
e  an  experienced  investor  or  just  developing  your  investment  skills  and  knowledge,  you 
I  at  The  15th  Annual  Las  Vegas  Money  Show — you'll  come  away  a  winner.  Gain 
:  investment  strategies  from  more  than  250  workshops,  panels,  and  general 
ns.  The  focus  of  this  year's  Las  Vegas  Money  Show  is  Investing  Online....  Meet  and 
ationally  acclaimed  investment  advisors... all  under  one  roof— FREE  OF  CHARGE* 

lunches  and  special  events  require  admission  fees. 

end  and  Get  These  Unprecedented  FREE  Offers 

;brate  our  2Sth  anniversary  and  to  underscore  our  commitment  to  provide  the 
ontinuing  education,  we  have  unveiled  two  breakthrough  resources,  which 

ler  with  The  Money  Show,  will  perfectly  complement  your  in-depth,  continuing 
:h,  analysis,  and  education:  The  Money  Show  Digest  and  4  out  of  6  trial 
ptions  to  leading  advisories  and  publications  listed  below. 


E  —  1 -month  access  to 

dal  services  from 

lis  Navellier  -  SI 48  Value 

£  —  3  months  of 

iook  Online  -  S200  Value 

E  —  8-week  trial  subscription 
forbes  -  SI 9.96  Value 

:E  —  6-week  trial  subscription 
jBarron's  -  $21  Value 


5. ..you  will  also  get  a  free  subscription  to  the 
>nd  exciting  Money  Show  Digest,  a  weekly  online 
etter  featuring  the  top  stock  picks  and  latest  market 
oentary  from  leading  market  forecasters. 
0-160  Value) 


^  FREE  —  2  weeks  of  Investor's 
Business  Daily's  NEW  Electronic 
Edition,  elBD  -  S14.50  Value 

(5  FREE  —  1 -month  free  trial 

to  SmartMoney  Select's  premium 
market  analysis  and  commentary 
$5.95  Value 
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Don't  Miss  Our  Exciting 
New  investment  Panels 

These  panels  will  include... 


dge  Funds  for  Risk  Reduced  Investing     •  Standard  &  Poor's  2003  Investment 

e  Future  of  Technology  Investing  °° 

•  The  Coming  Cold  Rush 


e  Best  Opportunities  in  Funds 

ITs  for  Income,  Growth,  and  Stability 


•  Crash  Investing 


and  more.. 


WNEYf^SHO 

MAY  13-15,  2003 
IS  &  Bally's  Resorts 


WWW.MONEYSHOW.COM 


Meet  America's  Most 
Respected  Advisors... 


Louis  Rukeyser 

America's  Favorite 
Economic  &  Financial 
Commentator 
Louis  Rukeyser's 
Superstar  Event 

Joe  Battipagiia 

Chief  Investment  Officer 
Ryan,  Beck  &  Co.,  LLC 
Winning  and  Losing 
Sectors  in  2003 

John  Dessauer 

Editor,  John  Dessauer's 
Investor's  World 
Stocks  That  Will 
Double,  Triple, 
and  Why 

John  Murphy 

Former  CNBC 
Technical  Analyst 
Using  the  Internet  to 
Chart  the  Markets 

Ned  Riley 

Chief  Investment 
Strategist,  State  Street 
Global  Advisors 
The  Outlook  for 
the  Economy  and 
the  Market 

Paul  Kangas 

Co-Anchor,  Nightly 
Business  Report 
Master  of 
Ceremonies 

and  many  more... 


For  a  FREE  brochure,  to  select  your  free  gifts/  or  to  register, 

call  800/970-4355  or  visit  www.MoneyShow.com. 
tion  priority  code  001779  for  FREE  admission.  For  exhibit  space  and  rates,  please  call  800/822-1134. 
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IR  YOUR  COMPANY  FOR  FREE!  www.forbes.com/iedc 


ning  your  company  is  hard  enough. 

jrbes/IEDC  Business  Relocation  Guide  featuring  the  Corporate  Relocation  Calculator 
es  a  faster,  smarter  way  to  make  expansion  and  relocation  decisions.  In  addition  to 
ilculator,  this  one-of-a-kind  resource  offers  instant  access  to  relocation  hot  spots, 
3  research,  conference  resources,  a  site  selection  guide  and  links  to  Business 
Jtion  Guide  resources. 

it  only  easy  —  it's  all  free...  from  Forbes  and  the  International  Economic  Development 

—  the  one  source  for  economic  development  information.  Go  to  www.forbes.com/iedc 
ve  the  Corporate  Relocation  Calculator  a  try  today.  Then  start  packing! 

ct  Peter  Malloy  at  212-620-2224  for  more  information. 


Forbes 


INURNAtlONAl 

rcONOMIC  DtVflOrMfNT 

COUNCIL 


Forbes 


lEDC  Business  Relocation  Guide  featuring  the  Corporate  Relocation  Calculator  is  brought 
ou  by  lEDC,  Forbes  and  these  featured  relocation  hot  spots: 


Henry  County 


York  City 

omic  Development 

aration 


VIRGINIA 

Instant  start-ups. 


San   Antonio 
Economic   Development  Foundation 

602  E.  Commerce,  P.O.  Box  1628  ■  San  Arnonio,  TX  78296 

(21012261394  •  FAX;  (2101223-3386 

edf@dcci.com  •  www.sanantonioedf.com 


Charlotte 
USA. 

Life.  In  Balance. 


lEATER 

.TIMORE 

LIANCE 


H  E 


N  R  I  C  0 

COUNTY 


MARYLAND 


www.choosemary1and.org 


irpvacom 

'      X  Greater  Richmond  Partnership  Inc 


saN  diEgo  rEgioNal  economic 
dtvElopMENt  corpora'liON 


VIRGINIA 

Is    For   Business 
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THE  SAME  "SOVEREIGN  NATION"  STATUS  THAT 
permits  American  Indian  tribes  to  operate  casi- 
nos and  sell  tax-free  cigarettes  lets  them  ignore 
fish  and  game  restrictions  imposed  by  the  50 
states.  Legal  precedent  for  this  was  set  in  1977, 
when  the  Mescalero  Apache  Tribe  of  New  Mex- 
ico, seeking  to  replace  dwindling  timber  harvesting  revenues  from 
their  460,000-acre  reservation,  began  selling  hunting  licenses  with 
terms  more  liberal  than  the  state's.  Deer  hunters,  for  example, 
could  kill  both  a  buck  and  a  doe  (New  Mexico  allowed  only  a 
buck).  The  state  balked,  insisting  that  reservation-licensed 
hunters  buy  state  licenses  as  well.  The  Mescaleros — some  of 
whom  are  descendants  of  Geronimo — sued,  and  won. 

"We  had — and  still  have — a  government-to-government 
relationship  with  the  United  States,  not  with  New  Mexico," 
explains  Freddy  (Standing  Shoes)  Kaydahzinne,  a  tribal  admin- 
istrator. The  1983  ruling  applied  to  562  other  tribes,  and  eventu- 
ally helped  lay  the  legal  groundwork  for  a  greater  source  of  rev- 
enue: tribal  gambling.  The  Mashantucket  Pequot  Tribe  of 
Connecticut,  for  example,  rakes  in  net  winnings  of  $200  million 
a  year  from  slot  machines  alone  at  their  Foxwoods  Resort. 

Selling  hunting  licenses  isn't  anywhere  near  as  big  a  gold 
mine,  but  it  helps  pay  the  bills.  The  White  Mountain  Apache 
Tribe  in  Arizona  (928-338-4385)  gets  about  $1  million  a  year 
from  hunters  who  fork  over  $18,000  each  to  shoot  trophy  elk. 
Clients  include  golfer  Jack  Nicklaus,  country  singer  George  Strait 
and  oilman  and  Forbes  400  member  Lee  Bass.  "It's  the  most 
thrilling  hunting  I've  ever  done,"  says  John  Cardwell,  a  lawyer 
from  Austin,  Tex.  "Every  time  you  go,  you  have  a  chance  at  a 
world  record."  Fully  a  quarter  of  the  elk  shot  have  antlers  big 
enough  to  qualify  them  for  the  record  books  of  the  Boone  and 

Crockett  Club,  an  organization 
founded  by  Theodore  Roosevelt 
in  1887. 

Guests  arrive  at  the  reserva- 
tion's private  airport,  then  are 
spirited  up  to  one  of  three 
camps  situated  in  high  woods 
of  spruce  and  aspen.  On  the 
first  night  hunters,  guides  and 
skinners  all  sit  down  to  a  gala 
dinner.  "Everyone  goes  to  bed 
excited  like  little  kids  before 
Christmas,"  says  John  Caid,  the 
tribe's  director  of  wildlife.  At 
3:30  a.m.  they  breakfast  hearty, 
then  head  out  to  listen  for  the 
bugling  of  bull  elk  competing 


Best  Shots 

LOOKING  FOR  A  NEW  ELK  OR 
buffalo  gun?  The  Sako 
Custom  Deluxe  rifle,  in  .270 
or  .30-06  calibers,  is  the 
latest  from  an  80-year-old 
Finnish  company  known  for 
marrying  accuracy  with 
beauty  ($3,500;  301-283- 
2191).  There's  also  the 
M77R  MKll  (called  the 
Standard)— a  rugged, 
dependable  rifle  from 
America's  Sturm,  Ruger  &  Co. 
($675:203-256-3865). 


Happy 

Hunting 

Grounds 


i 


Are  restrictive  fish  and  game  regulations 
crimping  your  style?  Circumvent  them- 
by  hunting  on  Indian  reservations. 


BY  MONTE  BURKE 


An  antelope  bites  the  dust  on  the  Crow  Reservation  in  Montana  i 


for  mates.  Hunters  grip  their  .270  or  .30-06  rifles  nervouJ 
walking  toward  the  sounds.  "As  you  get  closer,  it  gets  loudfl 
says  Cardwell.  "You'll  see  sometimes  20  elk  in  a  morning." 
Lance  Stapleton,  a  photographer  and  hunter  from  Sale 
Ore.,  had  been  searching  years  for  buft'alo  he  could  enter  in  1 
Boone  &  Crockett  books.  Fie  found  them,  at  $4,000  a  pop, 
the  Crow  Reservation  in  southern  Montana  (406-638-3826). 
early  October  Stapleton  and  his  son  drove  four  and  a  half  hoi 
through  snow  to  reach  the  part  of  the  reservation  where  thel 
bulls  roam.  Stapleton  tracked  his  candidate  and,  with  a  w( 
placed  rifle  shot  behind  its  shoulder,  dropped  it  from  125  yai 
away.  The  animal  weighed  over  1,000  pounds  and  took  th: 
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Fishingjoo 

AT  PYRAMID  LAKE  IN 
Nevada's  high  desert, 
50  miles  northeast  of 
Reno,  the  Paiute  Indians 
(775-476-0500)  have 
nursed  the  Lahontan  cut- 
throat trout  back  from 
near-extinction.  From 
October  to  June  anglers 
brave  the  brisk  north  wind 
and  perch  themselves  on 
stepladders  20  feet  from 
shore,  casting  flies  for 
these  leviathans,  which  run 
as  big  as  15  pounds. 

Sportsmen  fed  up  with 
the  niceties  of  catch-and- 
release  fishing  should  head 
for  North  Carolina's  Great 
Smoky  Mountains,  where 
30  miles  of  streams  owned 
by  the  Eastern  Band 
Cherokee  (800-438-1601) 
teem  with  more  fish  than 
can  be  found  elsewhere  in 
the  state's  1,125  miles  of 
comparable  water.  Pay  just 
$7  and  you  can  take  ten 
trout  daily— three  more  than 
you  can  outside  the  reserva- 
tion. Size  limits?  Bait 
restrictions?  There  are 


1  to  turn  it  over  for  the  photograph. 

On  Florida's  Big  Cypress  Reservation  (800-949-6101),  situ- 
1  just  off  Alligator  Alley  in  the  heart  of  the  Everglades,  lie 
)0  acres  of  fenced-in  property  owned  by  the  Seminole  Indi- 
,  the  only  tribe  never  to  have  capitulated  to  the  U.S.  Army. 

tribe  has  imported  animals  from  all  over  the  globe — water 
Palo,  wild  boar,  and  Axis,  fallow  and  red  deer.  There's  domes- 
game  as  well,  including  bison,  whitetail  deer  and  elusive 
eola  turkey.  Hunters  use  swamp  buggies — decked  out  with 

rests,  dog  boxes  and  winches  for  hauling  in  game — to  nego- 
;  a  maze  of  cypress,  palmettos  and  scrub  oaks.  "When  you 
nto  the  preserve  and  they  close  the  gate  behind  you,  you  feel 


like  you've  entered  Jurassic  Park,"  says  David  Pezzella,  an  outfit- 
ter whose  company,  Trophy  Quest  Unlimited,  runs  trips  here. 

During  the  hunt,  electric  feeders  start  spitting  corn  and  food 
pellets  that  attract  a  Noah's  ark  of  game.  You  can  shoot  anything 
you  want,  provided  you  pay — $325  for  a  boar,  $925  for  a  turkey, 
$1,650  for  a  ten-point  whitetail  buck.  If  that  sounds  too 
unsporting,  head  for  the  Standing  Rock  Sioux  Reservation  in 
South  Dakota  (888-210-6115).  There  gullies  on  the  four  rivers 
that  vein  the  reservation's  2.3  million  unfenced  acres  attract 
antelope,  mule  and  whitetail  deer,  turkey,  coyote  and  grouse.  The 
Indian  guides  are  fine  hunters — it's  their  ancestors  who  killed 
General  Custer  and  his  men.  F 
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//v  there  is  a  natural  male  enhancer. 


crease  the  desi 


men  can  dramatically  intensify  their  love  life,  proven  in  a  clinical  study. 

;a  is  a  long-awaited  solution  for  those  desiring  more  passion. ..more  drive. ..more 

lent  in  their  love  lives. 

ally  Shown  Fast-Acting,  Long-Lasting 

;a  showed  in  a  double  blind,  double  cross  model  clinical  study  to  dramatically 
e  stimulation  "in  all  age  categories"  (one  subject  was  70  years  old!).  Also  con- 
cluded in  the  study  was  that  the  activarion  time  was  faster 
than  expected,  "shown  to  be  30  to  60  minutes"  and  that 
these  amazing  effects  were  "quite  long  lasting."  In  fact, 
69%  of  the  subjects  experienced  effects  lasting  up  to  5.8 
hours.  This  exciting  clinical  test  result  confirms,  without  a 
doubt,  Tri.Mega  significantly  provides  men  of  all  ages  fast- 
long-lasting  male  enhancement.   More  than  half  (44  out  of  64)  of  the  partici- 
n  the  test  experienced  amazing  increased  stamina  for  close  to  an  astounding  six 
TnMega's  ingredients  are  all  natural,  consisting  of  18  known  natural  Chinese 
vith  no  adverse  effects. 

nteed  Satisfaction  -  Backed  by  a  clinical  study,  TriMega  gives  you  what  you've 
>oking  for  -  a  natural  boost  of  male  enhancement.  We're  so  sure  that  TriMega 
Dfk  for  you  that  if  you're  not  100%  satisfied  we'll  return  your  money  for  a  full 
:t  refund.  Call  and  ask  how  to  get  a  30  day  supply  free! 


Time  of  Activation 
28-40  minutes 
30-42  rmnutes 
30-42  minutes 
34-50  minutes 
42-68  minutes 


TriMega  is  the  only  formula  backed  by  a  clinical  stud, 
guaranteed  to  work  in  as  little  as  30  minutes. 


chption  necessary.  Call  Toll  Free... 

[-800-617-3093 


I  MOT  AVAILABLE  IN  OTOmS  | 

Order  today  with  confidence,  30'Day  Unconditional 
Money  Back  Guarantee  on  product 
Individual  results  may  vary, 

24  hourt  a  day.  7  day%  j  week  /  wc  accept  checks  by  phone! 


::j>» 


natural  male  enhancer 


txin  patented  system  contains  ingredients  clinically  proven  to  stop  hair  loss  and  graW"¥f&l  hair  hack! 


!  Full,  thick,  "run-your-fingers-through-me"  hair  to  make 
)k  ten  years  younger,  healthier  and  more  attractive.  A  lot 

najor  leading  brands  have  major  side  effects  like  liver  damage 
-•k  of  sex  drive,  to  name  a  few.  Some  require  prescriptions, 
lere's  a  hair  restoration  product  that  works  without  a  prescrip- 
tithout  those  side  effects  and  without  breaking  the  bank. 
(in  contains  ingredients  clinically  proven  to  regrow  your  own 
iiaranteed. 


Mtlroiln  lowen  DHT  to  maintain 
hair  count,  restore  ttilcl(ness,  and  j 
REGROW  YOUR  OWN  HAIRI 


^•«BO 


iL_ 


)A  has  recognized  that  DHT  (Dihydrotestosterone)  as  the  pri- 
ause  of  hair  loss  and  lack  of  hair  growth.  Now  using  a  powerful  tri-directional  attack,  Metroxin 
DHT  levels  and  activates  hair  growth  in  three  quick  and  easy  steps.  Metroxin  will  include  the  all- 
herbal  tablets  to  block  the  bad  DHT  causing  your  hair  loss.  The  Deep  Cleansing  Scalp  solution 
;  Topical  Scalp  Solution  will  reverse  your  hair  loss  and  actually  create  new  hair  growth. 
:in  is  formulated  for  both  men  and  women  and  contains  ingredients  clinically  shown  to  rejuvenate 

hair  follicles,  promote  new  hair  growth,  and  I 
thicken  your  existing  hair  It's  so  unique  it's  | 
been  granted  a  United  States  patent! 

We  are  so  sure  Metroxin  will  work  for  you, 
call  and  find  out  how  you  can  GET  A  FULL 
ONE  YEAR  MONEY  BACK  GUARAN- 
TEE. Results  are  guaranteed  or  send  back  for 
a  full  product  refund. 

I   NOT  AVAILABLE  IN  STORES  I 


icription  necessary.  Call  Toll  Free... 

1-800-617-3560  ,,,    ,  ,,      ,,,    ,,,,  , 

24  hours  a  day.  7  days  a  week.  /  We  accept  checks  by  phone. 

forget  to  ask  how  you  can  receive  a  one  month  supply  FREE! 
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Pafented  Hair 
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M'aaigf^'T? 


Works  for  Men  &  Women! 


•  Stops  hair  loss 

•  Grows  real  hair  back 

•  Thicker,  fuller  hair 

•  No  prescription 
necessary 
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Metroxin 
Metroxin  Metroxin       Topical 

Herbal  Tablets  Shampoo    Activator 
Serum 
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Business  Opportunities 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training.  Call  for  Free 

Information  Package. 

800-995-0049  Ext.  7675 


FREE  REPORT  for  Business  Owners 

Did  you  make  $50,000  or  more  last 
month  in  your  business? 

If  not  you  should  be  reading 

"9  Remarkable  Ways  To  Increase 

Your  Sales  and  Profits." 

Call  for  FREE  details. 

1-877-805-1940  ext  5000 

MERODA  Marketing  Solutions 


Airlines  "Carry"  'lelccom  Services 


Incredible,  Patented,  Stratospheric 

Broadband  platform  "Using 

Commercial  Airlines  (thousands  in 

sky!)  As  Last-Mile  Wireless  Repeater 

Towers"  Partners/Resellers  Wanted. 

(310)  832-491 1,  ultratek@juno.com 

www.teleavionics.com 


THOUSANDS 


Of  Businesses  For  Sale  By  Owners 

Nationwide.  Preview  Businesses 

For  Free. 

If  Interested  In  Buying  Or 
Sellinq  A  Business  Call 


1-800-999-SALE 

or  visit  www.gwbs.com 
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other  customer  service, 
call  T  -  fiOO-888-9896 


Charge 
your  ad 


VISA 


Business  Opportunities 


WHY  DIDN'T  I  THINK  OF  THAT 


That's  the  response  we  hear  after  we 
explain  our  unique  and  exciting 
opportunity.  If  you're  looking  for  a 
simple  business  with  HIGH  INCOME 
POTENTIAL  and  absolutely  no 
downside,  let's  talk.  $16,900 
Investment  required. 


Call  1-800-675-6144 
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RECEIVE  A  FREE  f' 
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e-mcorporate 


•  Incorporate  in  Delaware 

•  U.S.  bank  accounts  opened 

•  Legal  Delaware  acJdress 

Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators,  Inc. 

800.423.2993 


$6,400 
■R  6LIENT 


...offering  unique  financial  services  to  save 
clients  huge  amounts  on  their  income  taxes 
and  protect  their  assets  from  lawsuits, 
judgements  and  seizures.  All  the  local 
appointments  you  can  handle.  Lifetime 
residuals.  Talk  to  existing  consultants. 
24-hour  recording  (800)  653-4497 
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Billion  Dollar  Industry  Recession  Proof 
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Huge  Profits  Paid  Quarterly  LLP  Structure 

Lifetime  Yearly  Revenue  Stream  Ownership  Rights  &  Interest 

1-866-436-4600 
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RARE  DALI  PRINTS 
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of  II  Salvador  Ihili  pniil.... 

Our  exclu.sive  catalog  features  full-color 
pictures  of  more  than  500  signed  limited 
edition  5al\'fldt)r  Dali  pnnts.  Eacli  print  is  fullv 
documented  by  Albert  Field,  curator  of  the 
Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvacior  Dali:  A 
Retrospective  of  Master  Prints,"  is  a  must 
for  anyone  interested  ui  works  signed  by 
Dali.  Call  now  and  we  will  rush  you  a  free 
copy  of  "The  SalvadorDali  Collectors 
Newsletter".  ($15  per  issue) 


Salvador  Dal 
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I*  If  you  have  a  business,  product,  service,  or  money-making  idea  that 
m  needs  promoting.. .Forbes  Business  Classified  has  to  be  your  choice  It 
■  return  on  investment.  Forbes  classified  advertising  offers: 
W  •  Over  5  Million  readers  per  issue 

•  Forbes  readers  are  high  income  decision  makers 
For  extremely  competitive  advertising  rates 
I  and  versatile  media  packages:  Call  Media  Options  1-800-442-6441 
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Make  U  Calling  Card  Calls  Now! 

1-800-682-6129 

www.GetPennyTalk.com 

We  11  mail  your  PennyTalk^  Card. 
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PNEYS  ACCOUNTANTS 
.MAKERS  Public  or  private 
available  for  expansion  of 
ts  witfi  excellent  manage- 
nd  growtfi  potential 
C  INC.  561-627-71 10 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bactielor  s, 
Master  s,  and  Pti.D  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 
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•  FREE  CATALOG 

CALL  (800)  704-0307 


Domestic  &  Oflshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 
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Steven  Sears,  CPA  •  Attorney  at  Law 
949-262-1100  •www.searsatty.com 
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Send  for  FREE  information 

on  N  EW,  guaranteed 

seatand  back  supports 

designed  by  a  leading 

back  pain  specialist. 

Posture  Education 

15Parkway,Katonah,NY10536 
www.postureedutation.tom 


CALL  TOLL-FREE  1-800-392-0363 
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THnUGHTS 

On  the  Business  of  Life 


Herbert  N.  Casson  just  passed  his  80th  birthday  and  still  writes  every  word  of  his  Effi- 
cienq^  Magazine,  in  London.  He  long  ago  evolved  a  philosophy  which  includes  point- 
ers on  how  to  build  up  a  fruitful  career.  I  have  a  suspicion  that  some  of  my  young  ed- 
itorial associates  feel  that  it  is  a  sign  of  senility  for  the  Old  Man  to  write  so  much  "sentimentality" 
about  how  to  be  happy  as  age  lengthens.  But  aren't  human  beings  living  longer  and  entitled  to  avail 
themselves  of  every  practical  suggestion  on  how  to  enjoy  their  remaining  years? — B.C.  FORBES  (1950) 


I 

i 


You  can  only  perceive  real  beauty 
in  a  person  as  they  get  older. 

— ANOUK  AIMEE 


Thirty — the  promise  of  a  decade 
of  loneliness,  a  thinning  list  of  single 
men  to  know,  a  thinning  briefcase 
of  enthusiasm,  thinning  hair. 

— F.  SCOTT  FITZGERALD 


Twenty  years  a  child;  20  years  running 
wild;  20  years  a  mature  man — and  after 
that,  praying. 

—IRISH  PROVERB 


At  20  you  have  many  desires  which  hide 
the  truth,  but  beyond  40  there  are  only 
real  and  fragile  truths — your  abilities  and 
your  failings. 

—GERARD  DEPARDIEU 


When  you  get  to  52  food  becomes  more 
important  than  sex. 

— PRU  LEITH 


/  shall  soon  be  six-and-twenty.  Is  there 
anything  in  the  future  that  can  possibly 
console  us  for  not  being  always  25? 

—LORD  BYRON 


When  you're  50  you  start  thinking  about 
things  you  haven't  thought  about  before. 
I  used  to  think  getting  old  was  about 
vanity — but  actually  it's  about  losing 
people  you  love.  Getting  wrinkles  is  trivial. 
—JOYCE  CAROL  OATES 


You  must  not  pity  me  because  my 
sixtieth  year  finds  me  still  astonished. 
To  be  astonished  is  one  of  the  surest  ways 
of  not  growing  old  too  quickly. 

—COLETTE 


Youth  is  a  blunder;  Manhood  a  struggle; 
Old  Age  a  regret 

—BENJAMIN  DISRAELI 


A  woman  has  the  right  to  treat  the 
subject  of  her  age  with  ambiguity  until, 
perhaps,  she  is  over  90.  Then  it  is  better 
she  be  candid  with  herself  and  the  work 
—HELENA  RUBINSTI 


Being  over  70  is  like  being  engaged  in  a 
war.  All  our  friends  are  going  or  gone  at 
we  survive  amongst  the  dead  and  the 
dying  as  on  a  battlefield. 

—MURIEL  SPA. 


Getting  old  is  not  for  sissies. 


-JOHN  R  GRl 


A  Text... 

For  in  much  wisdom  is  much 
grief:  and  he  that  increaseth 
knowledge  increaseth  sorrow. 

— ECCLESIASTES  1 

Sent  in  by  Jay  Brown,  Pensacola,  Fla.  What  s 
favorite  text?  The  Forbes  Book  of  Quo  tat . 
Thoughts  on  the  Business  of  Life  is  give 
senders  of  Bible  texts  that  are  used. 


More  than  14,000  "Thoughts,"  arranged  alphabctica 
subject,  are  available  in  a  900-page,  one-vo 
deluxe  edition,  Forbes  Book  of  Quotations:  TlioughtSi 
Business  of  Life.  The  price  is  $40,  plus  $3. .SO  shippin 
$1  per  item  for  handling  (add  applicable  sales 
To  order,  please  call  toll-free,  1-800-876-6556. 
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1001 1 .  Periodicals  postage  paid  at  New  York,  N.Y.  and  at  additional  mailing  offices.  Canadian  Agreement  No.  400.16469.  GST  #  12576  951 3.  RT.  POSTMASTER:  Forbes  Subscriber  Serv 
available  online.  To  subscribe,  ch.inge  vi  ; .  address,  or  for  other  assistance,  please  visit  www.forbcs.com/customeiservice.  Or  write  to  Forbes  Subscriber  Service,  RO.  Box  5471,  HarU 
51.593-0971.  MAILINt;  LIST:  We  make  a  |  ion  of  our  mailing  list  available  to  reput.ible  firms.  If  you  prefer  that  we  not  include  your  name,  please  write  us.  Copyright  ®  2003  Forbe 
All  rights  reserved.  Title  is  protected  througi   ■  trademark  registered  with  the  U.S.  Patent  Office. 
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What  is  Altria? 

Altria  Group,  Inc.  is  a  parent  company 
whose  roots  are  firmly  planted  in  success, 

through  years  of  strong  financial 
performance  and  global  reach. 
A  parent  company  whose  branches 
are  blue  chip  operating  companies: 
Kraft  Foods,  Philip  Morris  International 
and  Philip  Morris  USA. 
From  these  branches  grow  many 
brands  each  worth  a  billion  dollars  or  more,  like 
Marlboro,  Nabisco  and  Oscar  Mayer. 
Along  with  hundreds  of  other  household  names 
such  as  Altoids,  Parliament,  Post  and  Ritz. 
Altria  Group,  Inc.  is  the  parent  company  of  a  family 
of  operating  companies,  that  makes  the  world's 


best-known  brands. 
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Altria 


Kraft  Foods 

Philip  Morris  International 

Philip  Morris  USA 

altria.com      NYSE:  MO 
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In  the  world's  harshest  environments,  fundamental  strength  withstands  the  test  of  time.  The  XL  Capital  group  was  created  by  cori 
customers,  and  our  fundamental  strength  is  trusted  by  the  world's  leading  companies  to  help  them  endure  the  harshest  exposi 
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izing  in  large  risks  and  financial  solutions  for  business,  we  are  strong  partners. 
^NCB  I  REINSURANCE  I  FINANCIAL  Experience  our  strength,  www.xlcapital.com 

The  XL  Capital  group  is  rated  A+by  AM  Best. 


That  new  system  was  going  to  save  you  money.  Only  it  wound  up  costing  you.  Big  time.  That's  when  you  call  in  Novell.  Our  Ngage'"  sei 
provide  you  with  IT  consultants  who  have  real-world  experience.  They  don't  go  around  ripping  and  replacing.  They  just  find  ways  to  make 
you  have  work.  And  make  you  money  doing  it.  If  you'd  like  them  to  apply  their  expertise  for  your  company,  give  us  a  call  at  1-800-716-241 
visit  http://www.novell.com/nc;age.  @  WE   speak   your   language. 


Move 


©2003  Novell,  Inc  All  rights  reserved.  Novell  is  a  registered  trademark  and  Ngage  is  a  service  mark  of  Novell.  Inc  ,  in  the  United  States  and  other  countries 


Forbes 

CONTEMTS 

MARCH   3,   2003 


78  Late  Bloomer 

As  Big  Media  stumbles,  the  upstarts 
at  DreamWorks  want  to  get  even 
bigger.  How  will  the  story  end? 

By  Peter  Kafka  and  Peter  Newcomb 


On  the  Co 


40    Blowout!  ^^ 

Car  sales  are  ^HSFirestone's  recovering  from  a  black  eye.         | 
So  why  is  Goodyear  on  tlie  verge  of  a  flat  tire?  By  Jonathan  Fahey  'jl 

42     Deathwatch  | 

Airline  giant  United's  bankruptcy  reorganization  looks  increaSinj_ 
likely  to  become  an  outright  Hquidation.  That  would  bring  both 
pain  and  relief  to  a  tottering  industry.  By  Neit  Weinberg 


AlbertsJIPI^PIPITalled  by  Wal-Mart.  To  rectify  the  problem, 
_    it's  hired  a  motivational  speaker.  5y  Monte  jSwrfe  ^^^-^.^  * 

102   Building  Trust   «^ 

Some  smart  calls  on  REIT  stocks.  By  Stephane  Fitch 

104   Ranking  REITs 

Our  second  annual  ranking  of  real  estate  investment  trusts  tell 
you  the  best  performers — -and  the  cheapest.  i 

By  Stephane  Fitch  and  Kurt  Badenhausen  m 
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reveij^  per  customer 
has  increased  by  20%. 


-Pierre  Danon,  CEO,  BT  Retail 


rre  Danon  knows  the  importance  of  time.  His  21  million  customers  expect  a  quick  response.  By 
ng  Siebel  CRM  software  to  streamline  BT's  Homemover  program,  call-handler  satisfaction  rose 
/o.  Customer  satisfaction  reached  86%.  Revenues  per  customer  rose  20%.  And  in  just  one  12-week 
iod,  5,000  new  accounts  were  identified.  Timely  improvements  even  the  busiest  CEO  can  appreciate. 


Proven  CRM.  Proven  results. 


To  learn  more,  call  1-800-307-2181  or  visit  siebel.com/casestudies. 
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Personal  Finance 

Every  Screen  Tells  a  Story 

Shiomo  Z.  Reifman 

Securities  salesmen  used  to  say  they  always  needed  a 
story  to  sell  a  stock.  Of  late,  there  have  been  few  cheery 
tales  to  tell.  But  certain  groups  of  stocks  will  outpace 
the  market — and  for  good  reason.  You  just  need  to 
know  where  to  look  to  find  them.  That's  where 
Forbes.com's  Stock  Focus  feature  comes  in.  Three 
times  a  week  we  talk  to  the  experts  and  screen  the 
thousands  of  listed  U.S.  equities  to  seek  out  those  with 
the  best  prospects.  Forthcoming  Stock  Focuses  will 
look  at  technology  stocks  that  are  possible  buyouts, 
companies  with  rising  profit  margins,  undervalued 
large-cap  stocks  and  what  the  funds  that  are  beating 
the  S&P  500  have  been  buying. 

Lifestyle 

Hotel  Horror  Stories 

Christina  Valhouli 

Have  you  ever  stayed  in  a  four-star  hotel  that  was  a 
five-star  disaster?  Botched  reservations?  Unhelpflil  staff? 
Disappointing  food?  Forbes.com  wants  to  give  readers  a 
chance  to  voice  their  opinions  and  vent  their  anger. 
Write  in  to  tell  us  about  it.  We  just  might  use  your 
comments  for  a  forthcoming  article  on  what  happens 
when  good  hotels  go  bad.  E-mail  cvalhouli@forbes.net. 
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Tracker  to  get  the  latest  on 
Dream  Work's  principals: 
Jeffrey  Katzenberg,  Steven 
Spielberg  and  David  Geffen. 

Ranking  REITS 

See  net  asset  values  for  the 
20  real  estate  investment  trusts 
listed  in  our  annual  ranking 
on  page  104,  and  for  data  on  30 
more  firms. 

Forbes  on  Fox 

Visit  Forbes.com  to  watch 
video  clips  fi^om  our  weekly 
Forbes  on  Fox  TV  show. 
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Forbes  Global 

Say  Cheese 

The  dairy  business  is  one  of  the 
world's  most  protected  indus- 
tries. The  Norwegians  skirt  the 
rules  by  selling  Americans  the 
dairy  equivalent  of  a  U.S.-madt 
Honda:  They  license  $127  mil- 
lion (sales)  Jarlsberg  to  Ohio's 
Alpine  Cheese  Co. 
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BearingPoint  On 
Solving  Client  Needs. 


While  clients  all  have  different 


needs,  they  all  have  one  common 


need — to  be  successful.  At  BearingPoint, 


we  help  our  clients  align  their  business 


and  systems  to  achieve  their  desired  goals. 


we    help    our   clients    adapt,    compete 


and    grow   their    business.    We   deliver 


solutions  that  get  it  done  and  get  it 


Through  business  systems  integration,         done  right.   How  do  we  do  that?   By 


BearingPoint 


Formerly  KPMG  Cor\sulting,  Inc. 
Business  and  Systems  Aligned.  Business  Empowered." 


providing  clients  more  than  just 


consulting.  By  sharing  practical 


knowledge  to  help  our  clients  gain  a 


competitive  advantage.  Because  the  right 


information  brings  knowledge.  Knowledge 


is  power.  Sharing  it  is  empowerment. 
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TION  AND  FLOW  CONTROL  •  Jabsco  ■  Rule  •  Flojet  •  Danfofth 
ENSE  ELECTRONICS  AND  SERVICES 
fCTRONIC  COMPONENTS 
ID  TECHNOLOCY 


Nestled  in  the  hulls  of  runabouts, 
commercial  vessels  and  ocean-going  yachts, 
Jabsco  and  Rule  bilge  pumps  continuously 
return  lake  and  sea  to  their  proper  homes, 
while  our  pressurized  water  systems  tirelessly 
meet  onboard  supply  needs. 

ITT  believes  technology  should  be 
imperceptible.  Here,  fluid  management  keeps 
water  safely  at  arm's  length  or  comfortably 
within  reach. 

Right  where  you  want  it. 
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Both  a  Borrower  and  a  Lender  Bi 

How  green  will  the  greenback  be  25  years  from  now?  Your 
wealth  may  depend,  to  an  unnerving  degree,  on  the  whims  of 
the  money  supply. 

Monetary  systems  have  a  way 
of  bestowing  capricious  wealth 
or  poverty  on  people.  In  Ger- 
many 80  years  ago  the  reichs- 
mark  lost  so  much  of  its  value 
that  shopkeepers  had  bushels  of 
paper  money  on  their  counters. 
That  ruined  lenders  and  made 
borrowers  better  off.  The  U.S.  ex- 
perienced this  on  a  lesser  scale 
during  the  1970s.  Old  folks  try- 
ing to  live  on  their  bond  coupons 
were  dispossessed,  while  heavily 
indebted  owners  of  farms  or 
houses  got  windfalls. 

The  reverse  phenomenon  can 
be  as  savage  in  its  effects.  Not  a 
decade  after  the  German  hyper- 
inflation, American  farmers  were 
being  wrecked  by  low  prices. 
Their  debts  were  in  dollars  and 
their  assets  in  cows,  and  so  they  were  ruined  even  though  th 
cows  were  producing  good  milk. 

Now  look  at  how  rich  you  can  get  if  you  win  the  currenc. 
lottery.  Economist  Gary  Shilling  calculates  that  a  hypothetic 
investor  who  owned  zero  coupon  Treasurys  since  1981,  rollin 
them  over  every  year  to  keep  the  maturity  25  years  out,  woul 
have  multiplied  his  money  76-fold.  That's  vastly  more  than  yo 
would  have  made  on  the  S&P  500.  An  interesting  lesson  for  saver 
You  can  make  more  money  speculating  on  the  Fed  than  takin 
a  chance  funding  apartment  buildings  and  software  ventures. 

Shilling  remains  a  bond  bull  (see  p.  1 12).  Another  FORBE 
columnist,  lames  Grant,  is  a  bond  bear  (see  previous  issw 
p.  128).  It's  a  safe  bet,  he  says,  that  the  people  in  Washington  wh 
control  currency  printing  presses  will  sooner  or  later  be  tempte 
to  use  them.  If  the  dollar  deteriorates,  interest  rates  will  go  u 
and  bonds  will  get  killed.  Grant  prefers  gold. 

Rather  than  take  sides,  I  would  like  to  propose  a  neutr 
course  of  action.  See  if  you  can  construct  your  portfolio  so  th 
it  is,  as  much  as  possible,  immune  to  the  future  value  of  the  do 
lar.  If  you  owe  $500,000  on  your  home  mortgage,  own  $500,0( 
in  bonds  in  your  401  (k).  If  you  own  shares  of  REITs  or  operatir 
companies  that  have  debts  of  their  own,  stock  up  on  a  few  Tre 
surys  to  balance  out.  In  other  words,  be  both  borrower  ar 
lender,  in  roughly  equal  amounts.  Worry  about  your  real  esta 
or  technology  venture,  and  as  little  as  possible  about  Ahi 
Greenspan. 


Illinois,  1933. 
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HD  THIS  IS  WHAT  YOU'LL  GET 


Most  supply  chain  management  companies 
try  to  sell  their  customers  off-the-shelt 
solutions.  But  at  Menlo  Worldwide,  we  prefer 
a  more  creative  approach.  By  combining 
the  most  inventive  logistics  minds  in  the 
business  with  leading  technology,  global 
reach  and  consistent  execution,  we're  finding 
more  intelligent  ways  for  companies  to 
source  supplies,  manage  inventories  and 
distribute  products  around  the  world.  We 
call  it  perpetual  innovation:  continually 
creating  new  —  and  often  unique  — 
opportunities  to  generate  value  from  our 
customers'  supply  chains.  Think  better 
visibility.  Think  decreased  cycle  times. 
Think  lower  overall  cost.  That's  what 
happens  when  you  think  creatively.  Visit 
menloworldwide.com  to  find  out  more. 
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Dialing  a  Debate 

"At  Last — Some  Sanity"  (Fact  and  Com- 
ment, Feb.  3,  p.  22)  was  so  riddled  with 
fantasy  that  it  could  be  conflised  with  a 
Rod  Serling  script  for  the  Twilight  Zone. 
I'd  like  to  share  some  real-world  facts  re- 
garding the  rules  you  called  "crazy." 

First:  Seven  years  ago  Congress  passed 
legislation  designed  to  give  consumers 
and  small  businesses  tlie  same  choice  in 
local  phone  service  that  they  have  in  vir- 
tually every  other  purchasing  decision 
they  make.  That  legislation  required  the 
Bells  to  do  something  revolutionary — 
compete  for  customers.  Second:  10  mil- 
lion Americans  have  exercised  their  right 
to  choose  their  local  phone  company. 
Many  of  them  would  disagree  with  your 
disparaging  of  the  rules  that  produced 
local  competition,  lower  prices  and  better 
service.  The  rules  you  call  "crazy"  actu- 
ally have  the  potential  to  save  customers 
more  than  $15  billion.  Third:  Your  asser- 
tion that  the  real  competition  in  phone 
service  is  coming  from  cable,  satellite  and 
wireless  companies  is  illusory.  Cable  ac- 
counts for  1%  of  all  telephone  lines,  and 
with  cable  companies  focused  on  reduc- 
ing debt  and  shoring  up  their  core  video 
market  against  the  threat  of  satellite  tele- 
vision, the  prospect  of  real  competition 
from  cable  is  unsupported  by  market- 
place facts. 

That  leaves  the  country  with  one 
viable  path  to  local  telephone  competi- 
tion: enabling  competitors  to  lease  the 
Bells'  networks  just  as  the  Bells  lease  the 
networks  of  the  long-distance  carriers. 
BETSY  BERNARD 
President,  AT&T 
Bedminster,  N.J. 

Shoot  Us 

Let's  get  the  nomenclature  right  for  the 
firearm  Pross  Mellon  carries  ("Green 
Money,"  Feb.  17,  p.  74).  Bore  diameters 
for  rifles  are  expressed  as  "caliber"  and 
for  shotguns,  as  "gauge."  A  rifle  with  a 
bore  diameter  equivalent  to  28  gauge 
would  knock  an  NFL  lineman  on  his  ass, 
but  a  28-gauge  shotgun  is  a  joy  to  shoot 
and  offers  minimal  recoil. 

LLOYD  THOMAS 
Chicago,  III. 


2003  MUTUAL  FUNDS  GUIDE 


HOW  TO 
PICK  THE 

BEST 
INDEX 


Beat; 
arket 

1,003  FUNDS  RATED 

BEST  BUYS 


Managing  the  Truth 

You  repeat  the  old  chestnut  that, 
since  active  managers  "pretty 
much  are  the  market,"  in  aggre- 
gate they  cannot  beat  the  market 
("Beat  the  Broad  Market,"  Feb.  3, 
p.  80).  You  omit  the  corollary  of 
this  self-evident  truth,  namely, 
that  only  actively  managed  funds 
or  discretionary  managers  are 
beating  the  market.  Which  index 
funds  achieved  5%,  10%  or  20% 
returns  last  year,  as  many  active 
managers  did? 

ADRIAN  DAY 

President 

Global  Strategic  Management 

Annapolis,  Md. 
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For  the  Love  of  the  Game 

Re:  "Olympic  Home  Run"  (Fact  an 
Comment,  Feb.  17,  p.  26),  your  editori; 
about  having  professional  baseball  pla) 
ers  more  involved  with  Olympic  base 
ball.  It  is  amazing  for  its  total  lack  ( 
respect  for  history.  There  are  probabl 
more  than  a  few  people  throughout  tl" 
world  who  wish  that  the  Olympics  wei 
still  for  amateur  athletes  who  dedica 
their  entire  youth  to  mastering  a  spor 
Their  dedication,  along  with  a  lac 
of  financial  resources,  usually  places 
substantial  burden  on  them  and  the 
families.  By  giving  the  precious  fe 
Olympic  slots  to  professional  athlete 
the  Games  and  its  history  are  degrade 

JOHN  PILIFi' 

Preside 

Safali  Investmer 

Villa  Park,  1 
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.discovered 


YOUR  NAME 


that  he  could  get  affordable, 


great-looking  custom-made  shirts 


online.  Which  made  him  think, 


. ,  I  thought 


EXCLAMATION 


the  Internet  was  only  good  for 


downloading. 


NOUN 


DRESS  SHIRTS  STARTING  AT  $49 

Custom  clothing  only  at  landsend.com 


LANDS':  END 


CUSTOM" 


©2003  Lands'End.  Inc. 


If  you're 

experiencing  anxiety 

about  taking  your 

generic 
drug, 

read  this  ad  and 
repeat  as  needed. 

FDA  ensures  that  your  generic  drug  is  safe 
and  effective.  All  generic  drugs  are  put 
through  a  rigorous,  multi-step  approval 
process.  From  quality  to  performance  to 
labeling,  everything  must  meet  FDA's  high 
standards.  Call  1-888-INFO-FDA  or  visit 
wvvw.fda.gov/cder/  to  learn  more. 
Generic  Drugs:  Safe.  Effective.  FDA  Approved. 


us.  Food  and  Onjg  Aflmtnislfohon 
U.S.  DEPARTMENT  OF  HEALTH  AND  ^UMAN  SERVICES 


READERS  SAY 


Bill  Gates  Takes  China 

After  traveling  through  China  this  sum- 
mer and  seeing  rampant  (and  high  qual- 
ity) DVD,  designer  goods  and  software 
piracy,  Microsoft  XP  was  my  last  hope  that 
a  foreigner  might  actually  be  allowed  -to 
make  real  money  from  seUing  to  the  Chi- 
nese ("Microsoft's  Long  March,"  Feb.  17, 
p.  78).  This  is  because  XP  requires  Internet 
registration  of  each  machine  to  unlock  the 
software,  and  then  XP  will  only  work  on 
that  particular  machine,  defeating  the  pi- 
rates. However,  it  appears  from  your  arti- 
cle that  this  is  not  working.  Thus  another 
bastion  of  the  West's  strength  is  being  sur- 
rendered to  eventual  Chinese  domination. 

RON  THEDA 
Santa  Monica,  Calif. 

Power  Play 

During  the  dot-com  bubble,  Peter  Huber 
recommended  buying  utilities,  claiming 
that  "pure"  uninterrupted  energy  would 
shortly  be  a  rare  and  precious  thing.  A  lit- 
tle while  later  utilities  pulled  back  from 
their  production  plans  in  the  face  of  a  ca- 
pacity glut.  Now  Huber  recommends  en- 
ergy again  ("Buy  [Some]  Utilities,"  Feb. 
17,  p.  121).  But  his  orientation  toward 
coal  rather  than  natural  gas  raises  envi- 
ronmental issues.  Over  the  longer  term, 
for  this  very  reason,  buying  these  assets 
would  be  nonsense.  I  don't  imagine  a 
good  ftiture  for  burning  coal. 

BRIAN  MADDOX 
Dobbs  Ferry,  N.  Y. 

Spare  Sports 

I  don't  doubt  that  most  extracurricular 
activities  drain  resources  and  energy 
from  public  schools,  as  asserted  by 
Etta  Kralovec  (On  My  Mind,  Feb.  17, 
p.  40).  In  the  "old  days"  we  were  told 
that  these  activities  were  part  of  our  edu- 
cation, key  to  full  social  development. 

But  I  don't  think  it's  rational  or  fair 
to  blame  these  activities  for  a  school's 
growing  inability  to  educate.  In  a  soci- 
ety where  every  child  is  "multitasking" 
from  birth  and  is  overwhelmed  with 
information,  educators  have  failed  mis- 
erably in  devising  new  and  better  meth- 
ods of  teaching. 

WALT  PAULSEN 
New  Orleans,  La. 
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Etta  Kralovec's  opinion  piece  w 
one  of  the  most  ridiculous  I  have  rea 
She  ignores  the  fact  that  athletic  fiel( 
can  be  simply  an  extension  of  the  claj 
room,  an  environment  where  life  lesso: 
can  be  taught.  A  good  school  does  n 
make    athletics    extracurricular,  b 
instead,  considers  it  part  of  the  currici 
lum.  Quality  athletic  programs  creat 
confident,  motivated,  and  dynamic  lead 
ers  who  can  more  effectively  communi 
cate  and  demonstrate  the  verbal  an 
math  skills  they  pick  up  in  the  classrooii 
A  good  school  should  not  just  try  t 
cram  the  most  into  a  student,  but  Lnstea 
get  the  most  out  of  them. 

JAY  WATT 
Smyrna,  Gi 

A  Familiar  Song 

"Can  Software  Startups  Succeed?"  (Jai 
20,  p.  33)  told  the  story  of  my  life  ov( 
the  last  four  years  as  president  of  a  soff 
ware  company.  First  I  tried  VC  fundin  i 
The  company  just  wasn't  sexy  enoug' 
We  quickly  gave  up  on  finding  fundir 
and  focused  on  the  "familiar"  fund; 
mentals — keeping   a   low   overhea 
focusing  on  customers  and  followii 
the  tips  you  list.  Four  years  after  gettii 
started,  and  still  self-funded,  we  have 
product  and  customers.  We  have  begi 
looking  for  funding  to  expand  oi 
enterprise  sales  activities  but,  as  ycl 
point  out,  the  funding  environment 
less  than  ideal.  So,  as  they  say,  the  be 
goes  on. 

ALEX  DONNI] 

President,  HandsFree  Networ 

Newton,  Ma 

Numbers  Game 

In  "Beating  the  Broad  Market"  (Feb. 
p.  80)  we  transposed  the  figures  in  ; 
example  of  two  hypothetical  investc 
putting  their  money  in  different  ind 
ftinds.  The  second  investor  increased  I 
investment  to  $49,151,  not  $44,871, 
putting  $100  a  month  for  nine  years  ir 
a  mix  of  three  fluids. 
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Volvo  uses  .NET  connected  software  from  Microsoft  to  be  an 
agile  business.  Wanting  to  better  connect  customers  with  dealers, 
Volvo  created  volvocars.com.  A  complete,  personalized  sales 
exper-nce,  volvocars.com  can  link  customers  to  models,  options, 
and  e-  ■(\  real-tint.'  inventory  with  the  nearest  dealer,  no  matter 
where  '   nv  are.  Now  that's  fast. 


©  2003  Microsoft  Corporation.  All  rights  reserved.  Microsoft  is  a  registered  trademark  of  fWicrosoft  Corporation  in  the  United  States  and/or  ottier  countries.  The  names  of  actual  companies  and  products  mentioned  herein  may  be  the  trademarks  of  their  respectiw 


r  connects  all 

.ts  of  your -business.  When  you  can  align  your  operational  systems 

ales  systems,  your  business  works,  reacts,  and  thinks  as  one.  .NET 

)nnectecl  software  from  Microsoft  seamlessly  ties  all  your  data,  devices, 

rstems  and  business  processes  together,  from  factory  floor  to  sales 

loor.  To  see  how  other  companies  are  connecting  more  effectively,  go  to 


iicrosoft.com/corinectedcompany  (Software  for  the  Agile  Business. 
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The  people  of  health  care  provide  it. 
We  support  it. 


CardinalHealth 

Working  together.  For  life. 


From  pharmaceutical  researchers  to  pharmacists. 
Materials  managers  to  nurses.  Surgeons  to  health 
system  CEOs.  Worldwide,  the  50,000  men  and 
women  of  Cardinal  Health  partner  with  health 
care  professionals  each  and  every  day.  Our  goal 
is  simple.To  help  them  focus  on  what  counts — 
improving  people's  lives,   www.cardinal.com 
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ACT  AND  COMMENT 

y  Sfeve  Forbes,  editor-in-Chief 
Vith  all  thy  getting  get  understanding" 


Eliminating  a  Dangerous  Evil 


DUTH  KOREA  AND  THE  U.S.  SHOULD  CONSIDER  AN  UNCON- 
rntional  maneuver — the  one  that  precipitated  the  fall  of  the 

rlin  Wall — to  undermine  North  Korea's  regime.  The  Hungar- 
n  government  lit  the  fuse  in  late  1989,  when  it  granted  East  Ger- 
lans  who  made  their  way  into  Hungary  a  clear  transit  to  West 
ermany.  Thousands  responded,  and  massive,  peaceful  demon- 
rations  erupted  in  East  Germany.  Soviet 
OSS  Mikhail  Gorbachev  faced  a  stark 
loice — give  the  go-ahead  for  murder 

s  repression  in  East  Germany  or  tear- 
own  the  Wall.  He  chose  the  latter.  Before 
;ar's  end  every  non-Soviet  communist 
rgime  in  Europe  had  collapsed.  Within  a 
;ar  Germany  was  reunified  as  a  full- 

dged  democracy  and  member  of 
ATO.  And  a  little  more  than  a  year  after 
lat,  the  Soviet  Union  itself  disintegrated. 
South  Korea  could  publicly  declare 
lat  it  will  accept  with  open  arms  any  and 

refugees  from  North  Korea  until  Pyongyang  genuinely  changes 
i  ways.  It  could  tell  the  Chinese  government  that  it  will  pay  for 
le  transit  of  the  thousands  of  North  Koreans  hiding  out  in  China, 
i  well  as  for  those  who  subsequently  make  it  across  the  North 
orean  border.  Beijing  may  initially  demur,  but  the  tidal  wave  of 
arving  humanity  flooding  in  from  the  North  might  make  it 
^consider.  After  all,  China  hardly  needs  the  benighted  North  as  a 


1989:  Avalanches  of  East  Germans  cascading  into 
the  West  via  Hungary  brought  down  the  Berlin  Wall. 


buffer  anymore.  Seoul,  put  off  by  the  expense  of  Germany's 
effort,  has  no  desire  for  rapid  reunification  with  Pyongyang. 

Unlike  Gorbachev,  North  Korea's  bloodthirsty  dictator,  Kim 
Jong  II,  may  initially  try  further  oppression.  But  even  this  thug 
must  know  that  shooting  thousands  trying  to  flee  his  tyranny 
would  end  any  chance  of  getting  money  from  Seoul,  Washing- 
ton or  other  allied  nations. 

Obviously  we  should  help  the  South, 
big  time,  to  cope  financially  with  refu- 
gees. It  would  be  a  small  price  to  pay  for 
a  regime  change  in  a  charter  member  of 
the  "axis  of  evil."  And  we  and  South 
Korea  should  make  it  clear  to  the  North 
that  cooperation  on  nuclear  nonprolif- 
eration  would  result  in  significant  aid. 

The  very  fact  that  Seoul  does  not 
desire  a  quick  reunification  should  reas- 
sure a  post- Kim  Jong  II  government  that 
it  could  hang  on  to  power  during  a  long- 
term  transition.  (There  are  probably  a  number  of  officials  in  the 
North  who  would  like  the  idea  of  funding  their  future  retirement 
with  overseas  bank  accounts.)  With  a  regime  change  in  the 
North,  Seoul  could  regulate  the  flow  of  people  coming  in.  North 
Koreans  would  have  less  cause  to  flee,  because  the  famine  created 
by  dictator  Kim  would  be  over  and  because  South  Korea  and 
others  would  be  investing  in  the  North  to  rapidly  create  real  jobs. 


Payback 


POST-SADDAM  HUSSEIN  GOVERNMENT  IN  IRAQ  SHOULD  START 
fresh  when  it  comes  to  existing  contracts  with  foreign  firms, 
articularly  those  in  France  and  Germany,  especially  in  the  field 


of  oil  exploration  and  production.  Why  should  companies  that 
collaborated  with  one  of  the  most  odious  regimes  on  Earth  not 
pay  a  price  for  their  behavior? 


Antitax  Crusade  A-Comin^ 


HE  BUSH  ADMINISTRAHON'S  PROPOSED  NEW  SAVINGS  ACCOUNTS 
:e  a  step — a  remarkably  bold  one — toward  a  radical  tax  change 
1  the  U.S.  This  revolution  is  moving  toward  what  I  and  others 
ave  long  advocated:  a  flat  tax — an  income  tax  system  with  a 
ngle  rate  that  would  apply  after  a  high  threshold  and  that 
'ould  exempt  levies  on  capital  gains,  dividends  and  interest. 

The  Bush  plan  would  be  a  big  boon  to  both  the  economy  and 
idividuals.  It  would  condense  IRAs,  Roth  IRAs,  401(k)s, 
03(b)s,  Coverdell  Education  Savings  Accounts,  529  tuition  plans 
nd  so  on  into  three  simple  savings  vehicles.  The  Employer 
etirement  Savings  Accounts  would  be  a  simplified  version  of 
01  (k)  plans.  But  the  real  sizzlers  are  the  Lifetime  Savings 


Accounts  (LSAs)  and  the  Retirement  Savings  Accounts  (RSAs), 
which  would  both  be  funded  with  aftertax  dollars. 

LSAs  should  make  your  jaw  drop  and  your  mouth  drool  in 
anticipation  and  delight.  The  funds  could  be  used  for  any  pur- 
pose and  could  be  withdrawn  at  any  time  without  a  penalty. 
Capital  gains,  dividends  and  earned  interest  would  be  tax  free. 
Savor  that  for  a  moment — tax-free  investment  income  for  every- 
one. People  would  set  up  LSAs  not  only  for  themselves  but  also 
for  their  spouses  and  children.  A  fantastic  step  in  the  direction  of 
tax  simplification,  a  la  the  flat  tax.  (The  others  so  far:  killing  the 
death  tax  and  allowing  individuals  to  get  tax-free  dividends.) 

RSAs  would  allow  you  to  begin  taking  money  out^tax 
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free — at  age  58,  instead  of  59  V2 .  And  RSAs  wouldn't  force  you  to 
make  withdrawals  by  age  7OV2 ,  as  IRAs  and  401  (k)s  currendy  do. 

The  flexibility  of  withdrawals  is  what  makes  these  plans  so  entic- , 
ing.  You  could  save  for  both  short-  and  long-term  goals.  The  maxi- 
mum annual  amount  you  could  put  into  each  of  these  vehicles  is  a 
generous  $7,500,  which  would  be  tied  to  inflation  in  future  years. 

Critics  lodge  a  number  of  complaints,  saying  that  these  plans 
would  increase  future  budget  deficits,  hurt  the  sales  of  annuities 
and  the  cash  value  of  life  insurance  policies,  lessen  the  attrac- 
tiveness of  tax-exempt  bonds  and  wouldn't  actuaUy  increase  the 
pool  of  savings.  They  also  say  these  plans  would  discourage 
businesses  from  offering  retirement  plans  since  management 
would  figure  people  had  their  own. 

The  worries  about  future  deficits  are  laughable.  Who  knows 
what  Washington's  fiscal  state  will  be  20  years  down  the  road? 
We  shouldn't  sacrifice  future  economic  growth  and  retirement 
security  for  individuals  just  because  Washington  is  incapable  of 
handling  its  own  finances  responsibly. 

The  impact  on  other  savings  products?  The  limit  on  contri- 


butions guarantees  there  would  be  a  market  for  other  vehicles 
In  fact,  the  existence  of  LSAs  and  RSAs  will  create  pressure  t( 
make  all  investment  income  and  gains  tax  free,  just  as  money 
market  funds  in  the  mid-1970s  ended  Washington's  long- 
standing interest-rate  controls  for  bank  deposits.  ; 

Would  tax-exempt  bonds  be  hurt?  A  stronger  economy  ana 
a  greater  pool  of  capital  would  guarantee  plenty  of  money  ioi, 
responsible  government  projects. 

Would  the  lack  of  a  tax  deduction  for  initial  contributioni 
hurt?  Getting  tax-free  payouts  would  more  than  compensate  fo| 
that.  Under  current  law,  for  example,  an  IRA's  capital  gain  ^ 
treated  as  regular,  taxable  income  when  withdrawn.  And  mos| 
low- income  Americans  pay  litde  or  no  federal  income  tax  anyway. 

Companies  cutting  back  on  401  (k) -type  plans?  Preposter- 
ous. Just  the  opposite  would  happen.  The  new  simplicity  would 
make  it  easier,  more  enticing  for  companies,  especially  small 
ones,  to  offer  such  vehicles. 

The  Bush  plan  is  so  sensible  that  it  wfll  take  a  ferocious  fight 
to  enact  it.  But  this  wLU  be  a  worthy  battle. 


Just  Deserts 


i 


GERMAN  CHANCELLOR  GERLiARD  SCHRODER  RODE  TO  REELEC- 
tion  last  fall  by  shrOly  denouncing  the  U.S.  vis-a-vis  Iraq.  The 
vain,  cheesecake  chancellor  tried  a  repeat  performance  last 
month,  playing  the  anti-American  card  in  two  critical  state  elec- 
tions. This  time  the  ploy  did  not  work:  With  unemployment 
recendy  rocketing  above  11%,  Yankee-bashing  couldn't  distract 
voters  from  noticing  the  disastrous  state  of  the  German  economy. 


It's  nice  to  see  Schroder's  demagogic  diversions  finaUy  get  theii 
comeuppance.  Unless  Germany's  economy  turns  around,  Ger^ 
hard  may  soon  be  an  ex-chanceUor  looking  to  the  lecture  circuit  n 
the  U.S.  Can  you  imagine  any  American  group  thinking  they  cat 
learn  something  useflil  listening  to  this  guy?  Unless  of  course  it's  t< 
hear  about  his  hair-dyeing  techniques  (Schroder  sued  to  bar  Ger^, 
man  newspapers  from  discussing  his  hair  color). 


Concise,  Apt  Appraisals  of  Great  Man 


WINSTON  CHURCHILL,  WHOSE  POLITICAL  AND  ORATORICAL 
skills,  unshakable  courage  and  foresight  saved  Western  civiliza- 
tion in  1940,  is  the  subject  of  a  seemingly  unending  stream  of 
books.  These  two  concise,  well-written  gems  stand  out. 

Winston  Churchill  (Viking,  $19.95).  John  Keegan,  eminent  mili- 
tary historian  (disclosure:  he  has  contributed  to  our  sister  publica- 
tion, American  Heritage),  has  put  together  a  brief  biography  that 
masterfully  covers  nearly  all  aspects  of 
Churchill's  illustrious  career  with  knowl- 
edgeable insight  and  sympathy.  Keegan 
writes  with  a  sure  hand  of  Churchill's 
remarkable  military  exploits,  from  his 
adventures  in  Cuba  in  the  mid- 1890s  to 
his  leadership  of  Britain  during  World 
War  II.  He  fially  displays  the  motive  power 
of  Churchill's  magnificent  writings  and 
speeches,  and  leaves  us  awestruck  by 
Churchill's  strength  of  will  throughout  a 
lifetime  of  often  debilitating  illnesses  and  physical  infirmities,  as 
well  as  shattering  career  setbacks.  Keegan's  judgments  are  for  the 
most  part  just,  although  many  are  debatable.  He  also  gives  proper 
recognition  to  Churchill's  wife,  Clementine. 

Churchill:  Visionary. Statesman.  Historian.  ( ^aie  University  Press, 
$21.95).  John  Lukacs'  appreciation  of  Churchill  makes  this  vol- 


ume the  perfect  foUow-on  to  Keegan's  biography.  Lukacs — Hunt 
garian-born,  proud  of  Europe's  cultural  heritage,  a  longtim 
resident  of  the  U.S.  (and  another  American  Heritage  contribw 
tor) — is  an  extraordinary  historian,  whose  pathbreaking  work 
have  righdy  won  him  acclaim.  He  makes  an  overpowering  case  fot 
ChurchiU  as  a  visionary,  not  least  because,  before  others,  Churchi 
recognized  the  mortal  danger  posed  by  Adolf  Hider,  and  in  194' 

warned  of  the  Soviet  Union's  Iron  Cui 
tain.  In  1940  only  Churchill  stoO" 
between  Hitler  and  conquest,  some^ 
thing  many  historians,  addicted  as  th^i 
are  to  the  "impersonal  forces"  ^ 
human  events,  find  hard  to  fathom. 

Lukacs'  observations  of  Churchill 
relationships  with  Stalin,  Rooseve 
and  Eisenhower  are  fascinating — an 
controversial.  The  most  fun  parts  ( 
this  book  are  the  author's  skewering  ( 
some  of  Churchill's  detractors;  Lukacs'  hero  would  have  roare 
with  delight.  The  most  emotional  and  moving  passages  ai 
Lukacs'  account  of  Churchill's  funeral. 

Without  descending  into  hagiography,  each  book  gives  us 
compelling  portrait  of  the  20th  century's  most  extraordinai 
statesman. 
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Less  talk. 


There  will  always  be  more  people  who  talk  about  doing  something  than  who 
actually  do  it.  Our  reputation  Is  built  on  getting  things  done.  Make  it  happen. 


aRBS 

the  Royal  Bank  of  Scotlond  Croup 


OTHER  COMMENTS 


Thou  canst  not  touch  the  freedom  of  my  mind. 

—JOHN  MILTON 


No  Refuge  There  are  150,000  to  300,000  North  Korean 
refugees  in  China.  Desperate  to  find  food,  escape  the  ubiquitous 
political  police  or  exercise  common  human  rights,  they  have 
risked  their  lives  to  sneak  across  the  border.  Without  doubt,  they 
are  among  the  world's  most  desperate  people,  and  yet  rather  than 
help  them  China  refuses  to  recognize  their  status.  Regularly,  it 
rounds  up  escapees  and  sends  them  back  to  North  Korea,  where 
they  face  torture  or  confinement  to  labor  camps.  Rather  than 
provide  food  to  the  starving,  Beijing  fines  those  Chinese  citizens 
who  do  so — and  pays  bounties  to  those  who  turn  in  the  Koreans. 
This  is  a  violation  of  international  law.  China  is  a  signatory  to 
a  50-year-old  international  convention  on  the  protection  of 
refiigees,  and  is  obliged  by  it  not  to  send  refugees  back  to  areas 
where  they  could  face  persecution.  Neither  the  U.N.  nor  Western 
governments  have  pressed  Beijing  hard  enough  on  this  matter. 
But  if  China  can  commit  to  the  rules  of  the  WTO,  it  should  no 
longer  be  allowed  to  flout  the  refugee  convention  with  impunity. 

— Washington  Post 

Empty  Promises  The  world  knows  from  examples  set  by 
South  Africa,  Ukraine  and  Kazakhstan  what  it  looks  like  when  a 
government  decides  that  it  will  cooperatively  give  up  its  weapons 
of  mass  destruction.  In  1989  South  Africa  made  the  strategic  deci- 
sion to  dismantle  its  covert  nuclear  weapons  program.  It  de- 
stroyed its  arsenal  of  seven  weapons  and  submitted  to  rigorous 
verification  by  the  International  Atomic  Energy  Agency.  Ukraine 
and  Kazakhstan  demonstrated  a  similar  pattern  of  cooperation 
when  they  decided  to  rid  themselves  of  the  nuclear  weapons, 
intercontinental  ballistic  missiles  and  heavy  bombers  inherited 
from  the  Soviet  Union.  Disarmament  was  orderly,  open  and  fast. 
Iraq's  behavior  could  not  offer  a  starker  contrast.  Instead  of  a 
commitment  to  disarm,  Iraq  has  a  high-level  political  commitment 


to  maintain  and  conceal  its  weapons,  led  by  Saddam  Hussein  and  *■ 
his  son  Qusay,  who  controls  the  Special  Security  Organization  li 
which  runs  fraq's  concealment  activities.  Instead  of  implementing: 
national  initiatives  to  disarm,  fraq  maintains  institutions  whose  solfi 
purpose  is  to  thwart  the  work  of  the  inspectors.  And  instead  of  fij 
cooperation  and  transparency,  Iraq  has  filed  a  false  declaration  t( 
the  U.N.  that  amounts  to  a  12,200-page  lie.  By  both  its  actions  anc 
its  inactions,  fraq  is  proving  not  that  it  is  a  nation  bent  on  disarma; 
ment,  but  that  it  is  a  nation  with  something  to  hide.  Iraq  is  still  tr( 
ing  inspections  as  a  game.  It  should  know  that  time  is  running  oi 
— CONDOLEEZZA  RICE,  National  Security  Advis 

New  York  Ti 


Setting  Savings  Free  The  combined  effect  of  en^ 
dividend  taxation  and  expanding  savings  accounts  constitute 
a  major  leap  toward  removing  the  tax  on  income  and  therebt 
leveling  the  field  with  consumption.  Because  the  current  systeD 
taxes  income — including  income  from  investment  and  saving-^ 
it  generates  incentives  to  consume  rather  than  invest  and  saii| 
But  by  shielding  more  investment  and  saving  income  from  taJ 
ation,  the  Bush  proposals  tilt  the  tax  code  away  from  this  bias.i 
It  is  clear  from  these  proposals  that  the  Bush  Administratio 
is  taking  the  investor  class  seriously.  As  it  should  since  investoi; 
constitute  half  of  aU  households;  more  than  40  million  peopl 
have  IRAs.  But  the  bigger  point  here  is  that  by  paying  attentio 
to  investors,  Mr.  Bush  is  paying  attention  to  the  economy. 

— Wall  Street  Joum 
4 
True  to  His  Word  The  answer  to  the  question  of  whi' 
sustained  ChurchQl  and  the  British  in  the  darkest  days  is  that 
was  his  own  words.  From  them  the  people  took  hope  an 
Churchill  drew  inspiration.  Churchill's  words  did  not  oi 
touch  his  people's  hearts  and  move  the  emotions  of  their  futdl 
American  allies;  they  also  set  the  moral  climate  of  the  war. 

—JOHN  KEEGAN,  Winston  Church 


[Churchill's]  greatest  virtue  was  his  magnanimity.  "Bygones  a 
bygones,"  he  Siiid,  again  and  again.  He  forgave  many,  much  and  ea 
ily.  He  was  often  moved  to  tears,  of  which  he  was  not  ashamed,  f: 
daughter  wrote  to  him  in  1951:  "It  is  hardly  in  the  nature  of  thin 
that  your  descendants  should  inherit  your  genius — but  I  earnesi 
hope  that  they  may  share  in  some  way  the  qualities  of  your  heart 
—JOHN  LUKACS,  Churchill:  Visionary.  Statesman.  Historia 

To  the  Manner  Bom  Good  breeding  ...  differs, if 
all,  from  high  breeding  only  as  it  gracefully  remembers  t 
rights  of  others,  rather  than  gracefully  insists  on  its  own  right 

—THOMAS  CARLYLE 
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The  only  thing  you  miss  out  on  is  the  office  gossip. 

With  Express  Network;"  being  out  of  the  office 
doesn't  mean  being  out  of  touch  with  the  people 
and  information  you  rely  on  every  day. 

Access  the  Web  or  corporate  intranets.  Read  and  send  e-mails.  Download 
complex  files  and  attachments  effortlessly.  Nobody  has  faster  wireless 
technology  for  Internet  connections  available  nationally  in  over  300 
cities.  And  at  speeds  bursting  up  to  144  kbps,  you  can  connect  to  the 
Internet  from  your  laptop  or  PDA  with  maximum  speeds  faster  than  dial- 
up.  All  so  you  can  work  faster  and  be  more  produaive.  And  all  with  no 
wires,  phone  jacks,  or  separate  ISPs.  Just  another  way  Verizon  Wireless  is 
taking  wireless  Internet  to  the  next  level-and  everywhere  else. 


Risk  Free  Trial 


Ask  how  to  get  the  1st 
month  of  access  waived! 


1.800.2  JOIN  INverlzonwireless.com 


VOnyonwireless 

We  never  stop  working  for  you;' 


Requires  compatitHe  PC  card  or  phone  with  connecting  cables,  to  be  purchased  separately.  Express  Network  is  not  as  fast  as  802 . 1 1  service.  Expect  avg.  speeds  of  40-60  kbps.  Not  available  in  all  areas.  Only  available  with  digital 
service.  See  brochure  for  details.  V/itb  I  of  2  year  agreernent.  Subject  to  Customer  Agreement  and  Calling  Plans.  After  trial,  nionthly  access  of  $35. 00-$99 .99  and  other  charges  a  restrictions  may  apply.  ©2003  Verizon  Wire^s 
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brings  color  to  the 
table  for  less 

One  company  provides  the  full  spectrum  of  C( 
document  solutions  to  match  your  business  n 
and  enhance  your  company's  image.  Networl 
printers,  copiers  and  multi-functional  systems 
deliver  high  quality  color  output.  Full  finishin 
capabilities.  Affordably.  All  with  outstanding 
reliability.  All  from  one  company.  Kyocera  A/ll*' 
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One  company  is  as  serious  about  color  as  yoi 
are  with  your  business.  Kyocera  Mita. 
To  learn  more,  visit  www.kyoceramita.com  c 
call  1-800-222-6482. 
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total   document   solutions 


KYOCERA  MITA  CORPORATION 
www.kyoceramita.com 

©2003  KYOCERA  MITA  CO 
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:lJRRENT  EVENTS 

Y  Cjlspar  W.  Weinberger,  chairman 


Diplomatic  Maneuvering  With  Liars 


IE  PROBLEM  WITH  DIPLOMATIC  SOLUTIONS  REACHED  WITH 
rs  is  that  liars  cannot  be  trusted  and  will  break  any  promises 
e\  make.  That  sounds  like  a  simple  concept  to  grasp,  but  it  is 
onishing  how  many  people  here  and  abroad  have  yet  to  learn 
is  valuable  lesson.  That  is  why  it  is  so  futile  to  bleat  every  morn- 
g  and  evening — as  most  of  television's  chattering  classes  do 
ith  a  few  notable  and  welcome  exceptions) — that  the  Bush 
[ministration  must  search  for — and  embrace — a  diplomatic 
lution  to  the  crisis  with  North  Korea. 

Diplomatic  solutions  require  an  exchange  of  promises.  We 
\e  done  that  with  both  North  Korea  and  Iraq,  and  we  know  it 
s  not  worked  and  will  not  work  when  the  other  side  of  the  nego- 
iting  table  is  occupied  by 
ther  of  those  countries. 

With  great  fanfare  the 
inton  Administration  in 
i94  proudly  produced  the 
greed  Framework  with 
orth  Korea.  The  U.S.  agreed 
arrange  for  Pyongyang  to 
)tain  two  nuclear  reactors, 
hese  reactors  were  suppos- 
lly  "incapable"  of  producing 
utonium — the  first  lie.  With 
ily  a  little  technical  effort, 
ey  could  produce  it.  We  were  also  to  give  the  North  free  fuel 
1.  And  the  North's  commitment?  To  give  up  its  nuclear 
eapons  program. 

In  October  North  Korea  casually  admitted  that  it  had  lied  all 
ong  and  that  it  was  well  on  the  way  to  adding  to  its  "forbid- 
:n"  nuclear  weaponry.  When  we  quite  properly  stated  that 
orth  Korea's  admission  put  an  end  to  the  Agreed  Framework 
id  We  stopped  the  deliveries  of  oil  to  the  North,  Pyongyang 
;w  into  a  rage  over  our  "violation." 

Cutting  to  the  heart  of  the  matter,  as  she  so  often  has,  Karen 
liott  House,  publisher  of  the  Wall  Street  Journal,  noted  that:  "The 
ay  reason  North  Korea  has  become  a  nuclear  power  is  a  decade  of 
jpeasement  by  previous  administrations."  In  short,  our  reliance 
the  1990s  on  a  diplomatic  solution  with  a  lying  nation  gave  that 
ition  an  additional  decade  to  add  to  its  nuclear  capabilities. 

And  now,  with  full  knowledge  of  that  truth,  we  are  told  that 
lother  diplomatic  solution  is  to  be  our  salvation.  And  what  are 
lis  one's  terms?  Well,  for  one,  we  are  to  reward  North  Korea  for 
s  past  lies  by  agreeing  never  to  attack  it.  And  the'North?  Well,  it 
ill  be  asked  to  promise  yet  again  that  it  won't  pursue  or  pro- 
uce  more  nuclear  weapons.  Who  is  fool  enough  to  believe  that? 
pparendy  some  of  our  more  gullible  allies. 


Two  of  the  liars  we  had  in  mind:  Kim 


And  when  we  catch  the  North  making  more  nuclear 
weapons — if  we  catch  it  before  it  explodes  one — we  will  have  to 
have  planned  carefully  how  to  reward  that  broken  promise  so 
that  we  can  once  again  get  North  Korea  back  to  the  conference 
table  for  yet  another  "I  promise"  solution. 

There  is  literally  no  end  to  this  cycle  once  we  start  rewarding 
broken  promises.  So  what  do  we  do? 

•  We  must  recognize  and  accept  the  fact  that  diplomatic  solu- 
tions are  easy  to  secure  but  are  totally  worthless  if  the  other  side 
cannot  be  trusted. 

•  We  must  accept  that  Kim  Jong  U  and  Saddam  Hussein  are  two  of 
a  kind — with  one  significant  difference:  North  Korea's  brutal  dic- 
tator admits  to  lying  and  to 
having  had  an  active  nuclear 
weapons  procurement  pro- 
gram for  all  these  years;  Iraq's 
brutal  dictator  is  still  trying  to 
hide  the  evidence  that  he  has 
such  a  program,  as  Colin  Powell 
demonstrated  so  conclusively. 
•  We  must  finally  accept  the 
fact  that  both  dictators  have 
to  go  if  there  is  to  be  peace  in 

Jong  II,  Saddam  Hussein.  ^^^  ^^ry  deadly  areas  of  the 

world.  We  can  call  this  policy  a 
"regime  change,"  "tailored  containment,"  pursuit  of  a  "bold 
dialogue"  or  some  other  variant  of  public  relations  semantics. 
The  fact  remains  that  the  world  must  be  free  of  these  two  mur- 
derous regimes  and  that  no  diplomatic  solution  short  of  elimi- 
nation will  save  us  from  the  deadly  danger  we  will  certainly  face 
if  we  follow  the  path  of  appeasement  recommended  by  those 
whose  only  goal  is  to  avoid  military  action. 

Let  us  look  back  to  World  War  II  and  its  ending.  There  were 
many  who  argued  that  our  policy  of  demanding  unconditional 
surrender  would  only  "prolong  the  war"  and  that  we  could  have 
a  quick  ending  if  we  were  to  offer  the  Axis  powers,  already  reel- 
ing from  battlefield  defeats,  an  "honorable  peace."  This  presum- 
ably meant  that  Germany,  Japan  and  the  others  could  keep  their 
murderous  regimes  in  place. 

Fortunately,  wiser  heads  prevailed.  We  insisted  on  and  obtained 
unconditional  surrender.  The  murderous  regimes  were  changed 
and  new  governments  installed — governments  that  turned 
defeated  former  foes  into  warm  and  lasting  friends  and  aUies. 

Had  we  listened  to  the  false  counsel  of  those  who  feared 
unconditional  surrender  was  too  harsh  a  demand,  it  is  liicely  that 
Germany,  Japan,  probably  Italy  and  some  others  would  still  be 
rim  by  the  political  heirs  of  those  who  started  WWII.  F 
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Preamsjire  for  passing  on  to  your  children. 


ESTATE  PLANNING     Whafs  your  life's  work?  Butcher,  baker 
or  candlestick  maker,  we  all  want  to  pass  the  fruits  of  our  labor 
on  to  our  children.  At  MetLife,  our  advisors  can  help  you  achieve 
financial  freedom  ruaw^hd  help  make  sure  that  when  the  time  comes 
your  estate  goes  wHigi|ibM  want.  To  your  family— not  Uncle  Sam. 
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r  Rich  Karlgaard,  publisher 


Good  Glut,  Net  Boom 


REAT  HERO  FROM  M\'  EARLY  .\LU'LTHOOD  WAS  BOB  NOYCE, 

10  invented  the  silicon  chip  in  1959.  To  be  fair,  Jack  Kilby  of 
xas  Instruments  had  cobbled  up  a  similar  chip  a  year  earlier. 
It  Kilby  unfortunately  had  selected  a  poor  substrate  material, 
rmanium.  It  would  prove  resistant  to  mass  manufacture,  unlike 
wee's  choice,  silicon.  That's  why  the  U.S.  Patent  &  Trademark 
fice  acknowledged  Kilby  and  Noyce  as  the  chip's  co-inventors. 

It  was  Noyce's  luck  that  he  looked  like  a  hero.  The  writer 
m  Wolfe,  who  profiled  the  inventor/entrepreneur  for  Esquire 
igazine  in  1983,  noted  Noyce's  resemblance  to  Gary  Cooper, 

ruggedly  handsome  film  star.  A  small-town  Iowa  minister's 
n,  Noyce  was  something  of  a  rake.  He  was  briefly  booted  out 
Grinnell  College  for  stealing  a  farmer's  prize  pig  in  a  frater- 
y  prank.  A  champion  diver  in  college  and  never  one  to  play  it 
"e,  Noyce  smoked  cigarettes  like  a  fiend,  drank  bourbon,  skied 
t  of  helicopters,  and  flew  Navy  seaplanes  and  hang  gliders  for 
n.  His  entrepreneurial  exploits  included  the  launch  of  two 
mpanies,  Fairchild  Semiconductor  (1957)  and  Intel  (1968). 

Fast  forward  to  1985.  That  year  a  friend  and  I  started  a  civic 
ganization  in  Silicon  Valley  called  the  Churchill  Club.  The 
uirchill  Club  still  exists,  with  2,000  paying  members 
Avw.churchillclub.org).  Last  year  we  hosted  a  speech  from 
esident  Bush.  But  in  1985 — as  with  many  of  the  beginnings 
such  things — the  Churchill  Club  amounted  to  little  more 
an  the  wishes  of  two  obscure  young  men.  With  no  other 
iources,  we  could  at  least  wish  big!  We  drew  up  a  list  of  dream 
eakers  that  included  Steve  Jobs,  David  Packard  and  Noyce. 

ntel's  chairman  shocked  us  by  accepting  our  offer  to  speak, 
e  quickly  sold  300  tickets  to  Noyce's  speech  and  packed  the 

11  at  Palo  Alto's  University  Club. 

anna  From  Heaven 

viil  be  forever  grateful  to  Bob  Noyce,  who  died  in  1990.  He 
ve  legitimacy  to  our  little  club.  So  it  may  smack  of  bad  taste  or 
irse  when  I  suggest  that  Noyce's  speech  that  night . . .  bombed, 
e  had  hoped  Noyce  would  talk  about  the  heroics  of  Fairchild 
d  Intel.  Instead  he  carped  on— and  on  and  on — about  Japan 
d  Korea.  These  darn  foreigners,  he  said,  why,  they  were  dump- 
g  cheap  DRAM  chips  on  the  American  market.  This  needed  to 
stopped!  Write  your  congressman. 

Bob  Noyce — protectionist!  You  could  understand  his  dilem- 
a,  but  it  was  nevertheless  disappointing  to  hear  the  great  man 
eak  such  economic  hogwash.  The  Great  Personal  Computer 
1st  of  1983  and  three  subsequent  years  of  misery  had  taken 
lite  a  toll  on  Noyce,  Intel  and  most  of  Silicon  Valley.  By  April  of 
86  orders  from  IBM  for  Intel  chips  had  disappeared  entirely, 
calls  Andy  Kessler,  a  chip  analyst  for  Morgan  Stanley  at  the 


time.  One  quarter  in  1986,  Intel  reported  losses  of  $100  million. 
Later  that  year  Intel  would  close  plants,  get  out  of  the  DRAM 
business  and  lay  off  thousands  of  employees. 

Then,  out  of  nowhere,  the  PC  market  roared  back.  Demand 
for  Intel  chips  suddenly  spiked,  and  Intel's  stock  price  quadrupled 
over  the  next  1 2  months.  Smart  analysts  like  Kessler  saw  it  coming. 

You  see,  cheap  DRAMs  from  Japan  and  Korea  didn't  kill 
Intel.  They  saved  Intel.  Foreign  chips  flooding  the  U.S.  market 
provided  gobs  of  cheap  memory  for  PC  graphics  boards  and 
laser  printers — and,  boy,  did  those  two  technologies  ever  chew 
up  the  memory!  Fueled  by  cheap  chips,  the  Apple  Macintosh 
boomed.  Microsoft  Windows  boomed.  Sales  of  Canon  and 
Hewlett-Packard  printers  took  off.  Desktop  publishing  and 
engineering  changed  the  world.  The  PC  was  reborn. 

With  little  fanfare  the  Internet  had  a  great  year,  a  rebirth  of 
sorts,  in  2002.  Broadband  access  to  U.S.  homes  grew  56%.  Wi-Fi 
networks  broke  out  everywhere.  Yahoo  and  Amazon  turned  the 
corner  to  consistent  profitability.  Ebay  continued  to  rock. 

Look  for  more  Internet  upside  surprises  in  2003  and  2004. 
Why?  Once  again,  tech's  despair  is  sowing  the  seeds  for  its 
rebirth.  The  glut  of  cheap  servers,  cheap  storage  and  cheap  long- 
haul  bandwidth  looks  like  bad  news.  But  the  glut  is  manna  from 
heaven  to  perceptive  entrepreneurs.  Witness  Google,  a  growing 
Net-search  empire  built  on  cheap  servers  and  storage. 

Bush's  Defender 

My  favorite  economist,  Brian  Wesbury,  slapped  down  my 
critique  of  the  Bush  tax  plan  (see  Feb.  17,  p.  37).  He  vvrites:  "My 
first  reaction  to  the  plan,  like  yours,  was  that  it  was  a  sop  to  the 
Business  Roundtable  and  a  curse  for  the  entrepreneurs  in  Silicon 
Valley.  Boring  cash  cows  would  win,  while  exciting  high  tech 
would  lose.  But  the  more  I  thought  about  it,  the  more  I  became 
convinced  that  the  Bush  plan  is  brilliant. 

"Reagan  attempted  to  simplify  the  tax  code  by  coming  at  it 
in  a  full-frontal  assault.  That  got  us  nowhere.  Bush  seems  to  be 
coming  in  through  a  back  door.  By  exposing  the  code's  flaws. 
Bush  will  start  a  national  discussion  on  the  unfairness  of  taxing 
some  things  two  or  three  times  and  others  only  once.  The  reduc- 
tion in  marginal  tax  rates  is  excellent  for  SUicon  Valley,  the  divi- 
dend tax  proposal  will  lower  the  cost  of  capital  (even  for  start- 
ups) and  the  new  tax-deferred  savings  vehicles  will  increase 
investment.  And  don't  forget  that  the  1990s  investment  boom 
started  with  a  capital  gains  tax  rate  of  20%,  where  it  will  still  be 
after  the  Bush  plan  passes." 

Let's  hope  Wesbury  is  right.  F 


T^Oftlf^^  I  V'S'' ^■'^'^ '^3'''Saa''d's  home  page  at  www.forbes.com/karlgaard 
^HBHB^i^  I  or  e-mail  him  at  publisher@forbes.cam. 
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Head  Batteries 

E  OF  THE  CURIOSITIES  OF  THE  MERGER  INDUSTRY  IS  THE 
ion  that  razors  derive  some  kind  of  synergistic  boost  from 
teries.  So  it  is  that  Gillette  (29,  c)  bought  Duracell  in  1996. 

battery  business  is  no  winner — a  price  war  in  the  checkout 
e  has  made  profits  elusive — and  Gillette's  shares  are  down 
'0  from  their  1998  high. 

Even  more  curious:  Yet  another  company  has 
ne  to  the  conclusion  that  batteries  will  energize  a 
or  business.  Now  we  have  Gillette's  archrival  in 
teries,  Energizer  (26,  ENR),  planning  to  buy 
ette's  archrival  in  shaving,  Schick. 

Our  take  on  this  turn  of  events  is  not  to  flee  the 
ole  sector.  Shavers  need  blades  and  Walkmen 
rd  juice.  Our  advice,  instead,  is  to  buy  the 
)nger  of  these  two  companies  and  short  the  weaker. 

The  Energizer  Bunny  is  on  the  ropes.  The  animal  has  lost  mar- 
share  to  GiUette's  Duracell  for  five  years.  Schick  will  be  more  of 

same.  Here,  it  is  a  very  distant  second,  with  a  mere  14%  share 
jillette's  73%,  says  Information  Resources.  Energizer's  stock 

done  well  lately,  but  for  tlukish  reasons.  The  company  went 
)  the  black  in  the  Sept.  30,  2002  fiscal  year  after  a  loss  the  year 


before,  and  it  has  been  buying  in  shares. 
At  1 1  times  trailing  earnings,  Energizer  is  cheaper;  Gillette's 
multiple  is  25.  But  cheaper  doesn't  mean  better,  says  First  Global 
analyst  Vinay  Paharia.  Gillette  has  a  far  stronger  balance  sheet 
and  spends  way  more  on  R&D,  vital  in  the  shaving  arena.  New 
Chairman  James  Kilts'  efforts  to  make  haphazardly  managed 
Gillette  run  better  are  paying  off.  Short  Energizer,  go  long  on 
Gillette.  — Christopher  Helman 


athering  No  Moss      Chemical  Reaction       Mist  Numbers 


bUAL  DINING  HAS  FARED  WELL  IN  A 
bbly  economy.  Witness  expansion- 
ided,  600-outlet  Ruby  Tuesday  (19,  Rl): 

es  for  the  fiscal  first  half  (ended 
.  3)  were  up  8%  to  $434  million;  earn- 
s  were  up  18%  to  $38  million. 
With  its  Tiffany-style  lamps  and 
iques.  Ruby  Tues- 
(the  name  is 
m  .the  Rolling 
nes  song)  is  kid- 
indly  and  inex- 
isive.  The  average 
-head  bill  is  just 
),  although  the 
lin  is  rolling  out 
re  chichi  menu  items  like  seafood 
;ta  dishes  to  bulk  up  tabs.  That 
luld  jazz  its  flat  same-store  sales. 
Daniel  J.  DeMonica,  a  portfolio 
nager  with  the  Armada  Funds,  likes 
3y  Tuesday's  plans  to  add  400  more 
itions  by  2010.  He  says  it's  a  buy  at  19 
es  trailing  earnings. 

— Daniel  Kniger 


SPECIALTY  CHEMICALS  COMPANIES  REG- 
ister  a  sour  economy  as  if  they  were  lit- 
mus paper.  Example:  Engelhard  (21,  EC), 
whose  goods  go  into  such  things  as  paper, 
plastics  and  autos.  The  company's  2002 
revenue  contracted  by  26%  to  $3.7  billion 
while  earnings  lost  24%  to  $171  million. 
The  big  factor  in  the  net  income  drop  was 
a  $58  million  charge  from  ending  a  joint 
venture.  The  stock  has  plunged  36%  since 
its  52-week  high  last  spring. 

In  short,  nothing 
that  an  economic 
recovery  won't  cure. 
Christopher  Wolfe, 
managing  partner 
and  head  of  equity 
strategy  for  J.P  Mor- 
gan Private  Bank, 
says  Engelhard  has 
kept  unneeded  capital  spending  at  bay 
and  is  a  long-term  winner.  That  makes 
it  a  good  buy  at  16  times  trailing 
earnings. 

— Emily  Lambert 


Stock  price 


HERE  IS  A  RARE 
biotech  success  story 
about  to  go  wrong. 
David  Williams  and 
Matthew  Dormer, 
analysts  with  Ful- 
crum Global  Part- 
ners, say  that  Medlm- 
mune(29,MEDl),at41 
times  forward  earnings,  is  overvalued. 

Medlmmune  expects  its  new  drug, 
FluMist,  an  inhaled  flu  vaccine  made  in 
cooperation  with  Wyeth,  to  be  a  $140 
million  seller  in  2004.  Williams  and 
Dormer  predict  the  Food  &  Drug 
Administration  won't  okay  it  for  patients 
under  5  or  over  50,  citing  concerns  about 
safety  for  younger  users  and  efficacy  for 
older  ones.  But  these  groups  need  the 
vaccine  most.  Medlmmune  says  it 
doesn't  comment  on  analysts'  reports. 

Best  known  for  respiratory  drug 
Synagis,  normally  profitable  Medlm- 
mune had  a  $1.1  billion  loss  in  2002  after 
a  charge.  Short  it;  cover  at  $21.      — D.K. 
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ON  MY  MIND 


By  Michael  Maccoby,  psychoanalyst,  anthropologist,  consultant  and  author  of 
The  Productive  Narcissist:  the  promise  and  peril  of  Visionary  Leadership. 

The  Narcissist- Visionary 

How  to  stop  worrying  and  learn  to  love  your  difficult  boss. 


STEPHEN  CASE  IS  A  VISIONARY.  HE  SUCCEEDED  WHERE  PRODIGY 
failed  in  turning  Internet  connections  into  a  business.  Besides 
being  a  business  genius,  he  is  a  narcissist.  In  the  end  he  alienated 
many  of  the  people  he  needed  as  aUies  at  AOL  Time  Warner  and 
was  shoved  out  the  door  on  Jan.  12. 

This  is  often  the  problem  with  executives  who  change  the 
world:   We   don't   like   them, 
we  don't  trust  them  and  we 
don't  particularly  like  working 
with  them. 

Case  is  just  the  most  recent 
high-profile  narcissistic  failure: 
Jean-Marie  Messier  of  Vivendi, 
Michael  Armstrong  of  AT&T, 
Bernard  Ebbers  of  WorldCom 
and  Thomas  Middelhoff  of  Ber- 
telsmann were  all  chief  executives 
who  sold  themselves  and  their 
companies  on  innovation  and 
vision,  only  to  be  kicked  out  and 
quickly  replaced  by  bosses  whose 
immediate  goals  are  cost-cutting, 
debt  reduction  and  steady  and 
predictable  growth. 

While  there  is  no  question 
that  many  of  these  companies 
were  poorly  served  by  their 
visionary  chiefs — their  acquisi- 
tions, spending  and  leadership 
style  were  out  of  control — I  fear 
that  we  are  learning  the  wrong  lessons  from  the  fall  of  the  super- 
star chief  executive. 

Jack  E  Welch,  who  is  now  being  criticized  for  his  huge  ego 
and  sense  of  entitlement,  transformed  General  Electric  with  his 
concept  of  a  borderless  organization.  His  successor,  Jeffrey 
Immelt,  has  announced  that  GE  is  putting  $100  million  behind 
an  advertising  campaign  that  trumpets  GE  as  innovative.  Ad 
money  is  one  thing;  true  innovation  is  quite  another.  Immelt, 
like  so  many  successors  to  superstar  chief  executives — AOL's 
Richard  Parsons  is  another — don't  have  the  personality  type 
that  drives  innovation. 

The  big  innovators,  the  people  who  create  new  technological 
empires,  art  forms  and  political  movements,  almost  all  have  the 
personality  type  that  Freud  called  "narcissistic."  They  reject  the 
status  quo  or,  as  Freud  writes,  "are  especially  suited  to  ...  take  on 
the  role  of  leaders  and  ...  damage  the  established  state  of  affairs." 
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"So  many  successors  to  superstar  chief  executives 

like  Jack  Welch  and  Steve  Case  don't  have  the 

personality  type  that  drives  innovation." 


Unlike  the  majority  of  people,  narcissists  don't  internalize 
the  voice  of  authority  represented  by  a  parental  figure,  boss  oi 
peer  group.  They  have  their  own  idea  of  how  things  should  b 
done  and  go  about  doing  them.  They  were  the  programmersj^ 
who  worked  at  the  high-tech  firms  in  the  1970s,  making  theitl 
own  hours  while  creating  a  way  of  talking  with  zeros  and  ones.j 

they  are  people  like  Robert  John 
son,  now  the  richest  African-i 
American  chief  executive,  who: 
told  me  in  the  early  1980s  that  il 
was  his  ambition  to  be  the  "kin 
of  a  black  empire." 

But  what  should  we  do  with 
narcissistic  visionaries  who  pro 
duce  results,  whether  the; 
are  chief  executives,  midleve^ 
employees  or  political  leaders 
The  answer  is  not  to  get  rid  o: 
them,  keep  them  down  or  avoicj 
them  altogether;  rather,  the  smart' 
thing  is  to  learn  how  to  handlt 
these  difficult  people. 

One  bit  of  advice:  Don' 
invest  your  ego  in  the  relation- 
ship. Don't  look  for  empathy 
interest  in  your  life  or  praise.  Yoi 
won't  get  it.  And  like  it  or  not 
your  job  is  to  protect  the  narcis 
sist's  image.  That  means  letting 
him  or  her  take  credit  for  all  o 
your  good  ideas  and  accepting  blame  for  ail  his  bad  ones.  Earn 
Ellison's  aides  at  Oracle  tell  me  he  appropriates  as  his  own  thei 
good  ideas  all  the  time.  It's  the  bargain  you  make  working  for ! 
visionary. 

For  their  part,  board  members  ought  to  make  sure  the  nar 
cissist  chief  has  a  trusted  sidekick,  one  who  can  implement ; 
visionary's  bold  strategies.  Bill  Gates  has  his  Steven  Ballmei 
Craig  Venter,  when  he  was  comanaging  his  nonprofit  Instituti 
for  Genomic  Research,  had  his  wife,  Claire  Fraser,  to  keep  thi 
lights  on.  Steve  Case  had  Robert  Pittman,  whose  departur 
exposed  Case's  weaknesses  and  inability  to  work  well  within  ; 
complex  organization. 

We  are  in  a  period  of  great  upheaval  that  needs  visionar 
leaders  and  charismatic  personalities.  Let's  not  discan 
them  and  leave  only  the  folks  who  keep  the  trains  runnia 
on  time.  I 
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Wellmark  Blue  Cross  and  Blue  Shield  wanted  to  improve 

member  relations.  Xerox  created  an  on-line 

solution  to  personalize  enrollment  kits  in  no  time. 
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No  Fashion  Fluke 


COACH'S  SUCCESSFUL 
transition  from  staid 
handbag  maker  to 
fashion  brand  has  barreled 
along  in  a  rockier-than-ever 
retail  environment.  Coach's 
second-quarter  (ended  Dec. 
28)  earnings  climbed  41%  to 
$62  million  on  sales  up  31% 
to  $309  million  from  the 
year-earlier  period.  And,  un- 
like competitors  Gucci  and 
Prada,  Coach  never  puts 
handbags  or  accessories  on 
sale.  Since  our  story,  Man- 
hattan-based Coach  has 
closed  all  its  U.S.  factories, 
completing  its  plan  to  move 
production  to  low-cost  East 
Asia,  the  Caribbean  and  Eu- 
rope. It  has  also  opened  29 
more  retail  stores  in  the  U.S. 
and  expanded  into  Japan. 
The  stock  is  up  a  split-ad- 
Toting  up  profits:  justed  67%  to  a  recent  $31. 

Coach  Chief  Lewis  Frankfort.  — Joanne  Gordon 

OCTOBER  IS. 2001 

Betting  on  Bankruptcy 

FORBES  PREDICTED  THAT  BAY  HARBOUR,  A  NEW  YORK  CITY 
firm  that  specializes  in  distressed  investments,  would  eventu- 
ally make  out  well  in  its  bet  on  wireless  spectrum  holder 
NextWave.  Bay  Harbour  gave  a  $5  million  loan  to  NextWave 
just  before  the  company  filed  for  bankruptcy  in  1997.  Subse- 
quent investments  gave  Bay  Harbour  7%  of  NextWave's 
common  stock. 

In  January  the  Supreme  Court  decided  in  favor  of 
NextWave,  ruling  that  the  bankruptcy  filing  protected  the  com- 
pany from  a  move  by  the  federal  Communications  Commis- 
sion to  repo  the  spectrum  rights  NextWave  won  at  auction  in 
1996  but  then  couldn't  pay  for. 

NextWave's  lawyers  aren't  done.  They  may  demand  that 
the  FCC  reduce  the  $4.3  billion  still  owed  to  it  by  NextWave 
on  the  ground  that  the  government  kept  NextWave  from 
using  its  assets  for  three  years.  Though  spectrum  licenses 
aren't  worth  what  they  were  a  few  years  ago,  they  could  now 
be  sold  off  piecemeal  for  as  much  as  $6  billion.  In  short, 
NextWave  could  do  well  even  if  its  lawyers  don't  win  the  next 
round.  — Phyllis  Bennan 


NOVEMBER  29,  1999 

Hoop  Dreams 

THREE  YEARS  AGO  THE-WOMEN'S  LEAGUE  OF  THE  NBA  WAS  LOI 
ing  points  with  fans.  The  WNBA  still  hasn't  found  its  stride.  T\ 
teams  (out  of  16),  have  folded  since  our  story,  and  game  attei 
dance  is  down  to  just  over  9,000  from  an  average  of  10,000.  WNBj 
officials  are  hoping  for  a  comeback  after  an  overhaul  in  late  200^ 
that  opened  up  team  ownership  to  outside  investors.  Indeed,  iij 
January  the  Mohegan  Indian  tribe  revived  the  Orlando  Miracle 
one  of  the  three  teams  that  had  thrown  in  the  towel.  Renamed  thi 
Connecticut  Sun,  it's  slated  to  play  in  the  10,000-seat  Mohegaj 
Sun  Arena  in  southern  Connecticut.  The  latest  obstacle:  contrac 
negotiations  with  players  who  want  more  money  before  the  nex^ 
season  starts  in  May.  — Aliya  Stemsteii 


Flashbacks 


85  YEARS  AGO  IN  FORBES/FEBRUARY  16.  1918 

Pay  Tor  rGriOrmanCC  Business  men  complain  of  the  i 
poor  showing  made  in  the  elementary  grades  of  education  by  most 
boys  and  girls.  Let  business  men  insist  upon  examining  scientifi- 
cally compiled  school  records  of  pupils  seeking  employment  and 
then  award  the  best  jobs  to  the  best  pupils.  In  other  words,  make 
jobs  the  prizes  for  successful  schooling,  and  the  spirit  of  the  boys 
and  girls  will  be  so  changed,  as  soon  as  they  realize  what  It  means, 
that  they  will  learn  what  they  failed  to  learn  before. 

40  YEARS  AGO  IN  FORBES/APRIL  I,  1963 

Kodak's  Predigital  Era  it  is  neither  Kodak  s  great. 

T  ■;  technological  know-how  nor  its 
massive  financial  strength  that 
makes  It  one  of  the  most  prof- 
itable companies  in  the  U.S. 
Rather  it  is  Kodak's  strength  as 
a  mass  marketer.  This  rests  on 
a  single  but  almost  impreg- 
nable formula:  marketing  In 

drugstores.  Kodak  has  a  solid  90%  of  the  drugstore  market. 

Digital  photography  and  the  weak  economy  are  battering  Kodak 

which  recently  announced  plans  to  cut  up  to  2,200  jobs. 

1 

10  YEARS  AGO  IN  FORBES/JANUARY  4.  1993 

Ted  Turner's  Next  Move  Ted  lumer  has  always  lef 

the  execution  of  his  ideas  to  others,  while  pursuing  outside  Inter- 
ests from  the  environment  to  global  peace.  'Tve  always  been  goot 
at  delegating  authority,"  Turner  says.  "I'm  letting  more  of  the  dec! 
slons  be  made  now  because  we're  In  so  many  more  areas."  Which  1; 
why  many  around  Turner  are  asking:  What  next?  What  we  can  pre 
diet  without  fear  of  future  embarrassment  is  that  his  next  move  wll 
be  as  bold  as  It  will  be  unexpected.  Ted  Turner  may  be  a  bit  beatei 
up,  but  he  is  a  long  way  from  being  ready  to  rest  on  his  laurels 
However  he  may  have  changed,  he  hasn't  really  mellowed. 
In  January  Turner  resigned  as  vice  chairman  of  AOL  Time  Warner 
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Aetna  HealthFundr 


When  people  understand  what  things  cost,  they  make  smarter,  more  affordable 
choices.  That's  one  of  the  ideas  behind  Aetna  Healthfimd.  With  Aetna  HealthFimd, 
members  pay  for  routine  covered  medical  services  out  of  their  employer-paid  health 
fund,  so  they're  careful  to  use  it  wisely.  Especially  since  any  unused  dollars  in 


Controlling  costs  through 


^ 


the  fluid  can  be  carried  over  to  provide  additional  coverage  the  following  year. 
And  Aetna  even  provides  a  range  of  information  resources  and  knowledge  tools 
to  help  members  make  educated  decisions.  New  options  and  innovations 
to  control  costs  for  you  and  your  employees.  That's  the  new  Aetna. 


education. 


>; 


K^Aetna 

Turning  Promise  into  Practice'' 

Health  •  Dental  •  Disability  •  Life  •  Long-Term  Care 


www.aetiia.com 
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www.forbes.com 


THESH  SHOULD  HAVE  BEEN  THE  BEST  OF  TIMES  FOR 
Goodyear  Tire  &  Rubber.  Domestic  auto  sales 
have  enjoyed  a  boom  like  never  before.  One  of  its 
closest  rivals,  Firestone,  was  caught  up  in  a  night- 
marish safety  scandal.  Goodyear  is  blessed  with 
one  of  the  most  recognizable  consumer  brand 
names  in  America.  The  Akron,  Ohio-based  com- 
pany is  the  world's  largest  tiremaker. 

Instead,  all  the  air  has  come  out  of  it.  Laden  with  debt  and 
losing  market  share,  Goodyear  will  soon  unveil  yet  another 
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restructuring  plan, 
sixth  in  seven  years.  It 
likely  that  the  compani 
barely  broke  even  last  yea  | 
on  $14  billion  of  revenu( 
ji    At  $3.70  Goodyear  shai^ 
are  at  a  20-year  low.  In  Fel 
ruary  it  eliminated  its  divii 
dend  for  the  first  time  in  6',i 
years.  An  investor  woulfli 
have  been  better  off  buyinjl  n 
Bridgestone  stock  the  daii 
before  the  first  story  coni 
necting  its  Firestone  tires  tii  i 
rollover  accidents.  1 5 

Some  of  the  company')  »i 
troubles  are  not  of  its  doing.  /  I 
three-year  bear  market  hii  i 
damaged  its  pension  fund,  noYi  J 
$2  billion  underfunded,  and  riji  r 
ing  oil   prices   are   raising  it  1 
raw  material  costs.  But  most  ci  i 
Goodyear's  wounds  are  self-inflictefl  if 
You  can  mostly  blame  an  ill-conceive' 
acquisition-and-growth  plan  engineere 
by  Samir  Gibara,  63,  the  former  chief  exec 
utive  who  remains  as  chairman.  | 

In  1999  Gibara  had  Goodyear  buy  tft  ii'i 
North  American  and  European  operations  < 
Sumitomo  Rubber  Industries,  including  the  Dunlo 
brand,  for  $1.24  billion.  Gibara  predicted  sales 
could  grow  to  as  much  as  $25  billion  by  now  from 
$13  billion  then.  Instead,  the  acquisition  enabled  him 
to  add  a  measly  $1  billion  to  the  top  line.  That  small 
boost  in  revenues  cost  the  company  its  balance  sheet. 
Goodyear  faces  $2  billion  in  repayments  for  debt  and 
other  obligations  in  the  next  two  years,  much  of  it  due 
to  the  Sumitomo  deal,  while  cash  flow  from  operations 
is  slowing  to  a  trickle.  The  company's  debt  was  down- 
graded in  December,  bringing  it  three  notches  into 
junk  territory.  Its  banks  recently  eased  its  lending 
terms,  though,  giving  Goodyear  some  breathing  room. 
The  balance  sheet  problems  cascaded  through  the 
company  and  down  to  dealers.  It's  never  a  good  idea  to 
anger  dealers  in  the  tire  business.  They  control  60%  of 
the  lucrative  replacement-tire  market,  and  they  can  eas- 
ily steer  consumers  to  any  brand  diey  wish.  Dealers  take 


i 


D-thirds  of  Goodyear's  tires,  and  carmakers  take  the  rest. 

Yet,  to  reduce  accounts  receivable,  Goodyear  has  forced 
tributors  to  pay  up  in  30  days  instead  of  the  customary  60. 
parallel  effort  to  reduce  inventory  ended  up  impairing 
odyear's  ability  to  fill  orders.  According  to  dealers,  the  com- 
ly  supplies  initially  only  about  60%  of  the  Goodyear  and 
inlop  branded  tires  a  store  orders,  leaving  dealers  to  push 
other  brand  even  if  a  consumer  wants  a  Goodyear.  The 
iustry  fill-order  average  is  near  80%. 

The  dealers  had  two  more  reasons  to  turn  away  from 
odyear.  Gibara  was  pushing  the  brand  into  discount  chains 

Wal-Mart's  Sam's  Clubs,  forcing  smaller  retailers  to  cut 
ces.  The  company  also  forced  steep  price  hikes  on  its  biggest 
ders.  Miffed,  they  continued  to  buy  tires  before  the  new  prices 
nt  into  effect,  then  cut  back  sharply,  adding  other  brands. 

When  the  Firestone  recall  hit  in  2000,  Goodyear  should 
/e  cleaned  up.  Instead,  it  struggled  to  make  replacements 

Firestone  tires,  leaving  its  production  schedule  in  such  dis- 
ay  that  its  ability  to  fill  orders  for  dealers  slipped.  After  a 
e-point  spike  in  replacement-tire  market  share  in  2001, 
odyear  brand  tires  slipped  1.5  points  in  2002,  to  15%  of  the 
market.  It  does  no  good  that  Goodyear  has  40%  of  the 
mestic-made  new-car  market — the  car  companies  are  in  a 
sition  to  squeeze  every  last  penny  out  of  the  profit  column. 

Goodyear's  latest  turnaround  plan,  which  hasn't  been 
closed,  includes  cutting  1 ,200  factory  jobs  over  the  past 
ir  months.  The  previous  five  restructurings  resulted  in 
irges  of  $985  million  and  losses  of  19,800  jobs. 

The  rescue  work  will  be  the  task  of  Robert  Keegan,  a  for- 
?r  Kodak  president  who  joined  Goodyear  as  operations 
ef  in  2000  and  was  named  chief  executive  on  Jan.  1.  Dealers 
■  impressed  with  the  new  head  of  North  American  opera- 
ns,  Jonathan  Rich,  an  ex-General  Electric  executive  who 
ickly  turned  around  Goodyear's  chemicals  business. 

Last  September  Goodyear  launched  its  newest  blinip, 
irit  of  America.  It  holds  202,700  cubic  feet  of  gas  and  tops 
t  at  53mph.  Great  brand-builder,  but  for  a  company  long 

talk  and  short  on  action,  mavbe  not  the  best  svmbol.  F 


Deal  Time? 


Having  fallen  out  of  favor  (along  with  just  about  everything  else  on 
Wall  Street),  the  media  giants  trade  at  an  average  35%  discount 
to  breakup  value.  They  might  be  better  off  selling  assets  than 
holding  them.  Who  would  buy?  The  strongest,  Viacom,  would  like 

to  get  its  hands  on 
AOL  Time  Warner's 
Comedy  Central  (al- 
ready 50%  owned 
by  Viacom)  or  Court 
TV,  among  other 
things.  General  Elec- 
tric could  probably 
scare  up  some  cash. 
We  estimated 
values  by  applying 
different  multiples 
to  operating  income 
(earnings  before 
depreciation,  inter- 
est and  taxes)  for  the  different  lines  of  business.  Those  multiples 
ranged  from  7  times  for  recorded  music  (a  rotten  business)  to  23 
times  for  cable  networks  like  HBO.  "Debt"  means  long-term  debt  less 
cash  on  hand.  We  did  not  subtract  corporate-level  capital  gains 
taxes,  theoretically  due  in  a  liquidation  but  often  avoided  by  clever 
deal  structuring.  —Christopher  Helman  and  Tricia  McGinnis 


AOL  Time  Warner 

($Bll) 

America  Online  $10.0 

Cable  networks  32.9 

Movies  14.2 

Print  &  music  14.5 

Time  Warner  Cable  33.3 

Debt  -25.7 

ESTIMATED  BREAKUP  VALUE  79.2 

CURRENT  MARKET  VALUE        48.5 


Disney 

Cable  networks 
Movies 
Theme  parks 
TV  &  radio 
Other^ 
Debt 


($BIL) 

$26.0 

70 

19.0 

13.0 

4.5 

-11.2 


ESTIMATED  BREAKUP  VALUE  58.3 
CURRENT  MARKH  VALUE       34.7 


News  Corp, 

(SBIL) 

British  Sky  Broadcasting 

$6.6 

Broadcasting 

12.3 

Cable  networks 

8.4 

Movies 

9,5 

Print  &  music 

11.1 

Debt 

-6.2 

ESTIMATED  BREAKUP  VALUE  41.7 

CURRENT  MARKET  VALUE 

38.7 

Vivendi  Universal 

($Bll) 

Cable  networks 

$12.0 

Movies 

70 

Print  &  music 

70 

Telecom 

12.0 

Other^ 

5.6 

Debt 

-13.0 

ESTIMATED  BREAKUP  VALUE  36.6 

CURRENT  MARKET  VALUE 

17.1 

-Uii^ 

Market  values  as  of  Feb.  6.  ^Toys  and  consumer  products.  ^Videogames  and  minority 
holdings.  Sources:  Forbes;  Multex  via  FactSet  Research  Systems. 
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Deathwatch 

UAL's  Chapter  II  reorganization 
may  just  turn  into  an  outright 
liquidation.  Lenders,  lessors 
and  competitors  are  ready 
to  pick  up  the  pieces. 

BY  NEIL  WEINBERG 


■\ 


EVEN  BY  THE  SICKLY  STANDARDS  OF 
the  American  airline  industry,  UAL 
Corp.  is  a  mess.  After  losing  $3.2  bil- 
lion last  year,  the  nation's  second-largest 
carrier  is  confronting  the  distinct  possi- 
bility that  it  will  not  emerge  from  Chap- 
ter 11.  It  may  instead  be  auctioned  off 
in  parts,  the  airplanes  and  landing 
slots  carted  off  and  the  corporation  liqui- 
dated in  the  manner  of  Braniff,  Pan  Am 
and  Eastern. 

Valiandy  presiding  over  the  Chicago- 
based  parent  of  United  Airlines  is  Glenn 
Tilton,  a  54-year-old  former  oil  executive 
who  took  the  chief  executive  job  in  Sep- 
tember. Perhaps  radical  thinking  is  just 
what  is  needed  at  this  desperate  juncture. 
But  so  far  some  of  Tilton's  moves  have 
been — to  put  it  politely — counterintuitive. 
To  increase  traffic  he  cut  unrestricted  walk- 
up  fares  by  40%  in  January  out  of  United's 
two  busiest  hubs,  Denver  and  Chicago 
O'Hare.  That  gained  it  some  passengers  but 
lowered  the  take  from  last-minute  travel  by 
an  estimated  $30  mUlion  a  month. 

Even  without  the  discounts  UAL  was 
burning  through  money  faster  than  jet 
fuel.  In  the  fourth  quarter  it  had  an  oper- 
ating loss  (earnings  before  depreciation, 
interest,  taxes  and  airplane  rent)  of  $478 
million.  Lenders,  of  course,  have  very  lim- 
ited patience  with  funding  such  operating 
losses,  and  if  there  is  no  prospect  for 
reducing  them,  then  the  company  would 
be  worth  more  to  creditors  dead  than 
alive.  Starting  in  March,  UAL's  loan 
covenants  require  it  to  meet  a  schedule  of 
reductions  in  operating  losses  and  to 
break  even  by  October. 

If  UAL  can't  meet  the  timetable,  then 
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debtor-in-possession  lenders  Bank  One, 
J. P.  Morgan  Chase,  Citigroup  and  CIT 
Group  can  begin  confiscating  planes, 
spare  parts,  routes  and  landing  slots.  "If 
things  go  badly,  J.P.  Morgan  and  Citigroup 
have  a  big  incentive  to  seek  liquidation 
and  get  their  money  back  by  calling  in 
their  collateral,"  says  a  lawyer  following 
the  bankruptcy.  Publicly,  United  isn't  con- 
ceding it's  in  any  kind  of  death-spiral  sce- 
nario. "The  changes  we're  making  should 
enable  us  to  strengthen  our  operations 
and  make  us  competitive,"  says  United 
spokesman  Jeffrey  Green. 

If,  that  is,  the  unionized  workers 
accept  the  changes.  In  January  Tilton  pro- 
posed to  split  oft  a  big  chunk  of  the  car- 


Laid  Low 

United  declared  Chapter  II  bankruptcy 
in  December  with  $21  billion  in  debt. 
A  sampling  of  holders  runs  the  gamut. 

Amount 
UNSECURED  CREDITORS             ($mil) 

Debt  held  in  trust 

$2,900 

Indiana  government  authorities 

162 

Airbus 

48 

SECURED  CREDITORS 

Amount 
(Smil) 

GE  Capital 

$1,700 

Boeing 

1,300 

Bank  of  New  York 

6301 

Altria  (Philip  Morris) 

536^ 

Pitney  Bowes 

1002 

Walt  Disney 

83 

'Includes  charges/provisions.  'Includes  UAL  and  US 
Airways  obligations.  Sources.  Company  and  UAL 
bankruptcy  filings:  SpeedNews:  Sack  Aviation  Solutions. 

rier  later  this 
year  and  turn  it  into  a 
low-cost,  no  frills  airline, 
rumored  to  be  named  Starfish, 
that  could  compete  with  JetBlue  and 
Southwest.  Pilots  now  making  $225,00( 
(down  from  $316,000  last  year)  could  bi 
forced  to  trade  down  to  jobs  paying  < 
maximum  of  $153,000. 

Continental  and  US  Airways  hav 
gone  the  low-cost  route  before,  withou 
success.  "If  this  is  what  they  want  to  do 
it's  a  nonstarter,"  stated  Paul  Whiteford 
chairman  of  the  8,500-member  Unite 
chapter  of  the  Airline  Pilots  Association 
It  would,  he  added,  "lead  to  the  death  o 
United  Airlines."  In  other  words  a  strik 
would  push  the  airline  out  of  business  vi: 
the  same  route  Eastern  traversed. 

By  mid-March  United  must  get  it 
unions  to  agree  to  permanendy  hack  ol 
$2.4  billion  in  annual  pay,  or  about  34"/ 
of  their  total.  (Labor  consumed  half  o 
UAL's  $14.3  billion  in  revenue  last  year. 
Mechanics  and  flight  attendants  hav 
been  publicly  assailing  Tilton  for  no 
offering  a  concrete  proposal  for  them  t 
consider.  If  no  agreement  is  reachec 
United  must  petition  the  bankruptc 
court  to  impose  concessions. 

To  line  up  $1.5  billion  in  debtor-in 
possession  financing,  United  had  to  pa 
an  unusually  large  5%  commission  for 
$300  million  portion,  plus  a  percentag 
point  more  in  interest  than  WorldCon 
Kmart  or  Adelphia  paid.  The  postbant 
ruptcy  lenders  are  first  in  line  during 
liquidation,  but  even  so  they  are  takin 
a  significant  risk.  If  the  workers  won 
come  to  work  for  reduced  pay,  then  n 


ductor  Solutions 


Custom  semiconductors  that  empower  performance. 


A  world  leader  in  creating  innovative  solutions  for  advanced  systems,  NEC  delivers  competitive  advantages.  Our  custom 
LSIs  for  example,  improve  overall  system  performance  and  functionality  for  mission-critical  computer  and  networking 
applications.  So  we  can  deliver  a  broad  range  of  high-quality  solutions  to  meet  your  time-to-market  requirements.  From 
networking,  systems  integration  and  custom  semiconductor  solutions,  we  empower  people  through  innovative  technology. 
Call  1.800.338.9549  or  visit  www.necus.com. 
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lender  is  going  to  come  out  whole. 

So  far  United  has  yet  to  buzz-cut  any 
of  its  aircraft  leasing  deals.  In  fact,  it  just 
agreed  to  hold  on  to  154  of  its  463  leased 
planes  under  the  same  old  terms.  But  if 
the  carrier  starts  offering,  say,  25  cents  on 
the  dollar,  big  aircraft  lessors  like  GE  Cap- 
ital (which  owns  20  United  planes)  may 
just  repossess  and  try  to  redeploy  the  jets 


to  overseas  carriers.  When  that  market  is 
saturated,  the  only  thing  to  do  with  a 
commercial  jet  plane  may  be  to  park  it  in 
the  desert  in  the  Southwest,  along  with 
the  1 ,800  other  jets  already  there. 

Ready  to  feast  on  any  leftovers  are 
rivals  like  American,  which  would  benefit 
from  O'Hare's  slots  and  routes.  Conti- 
nental lusts  after  United's  Denver  hub 


and  its  London  Heathrow  routes.  Othec 
hubs  up  for  grabs  would  include  Wash 
ington  Dulles,  San  Francisco  and  Lc 
Angeles.  Delta,  US  Airways  and  North| 
\^est  would  likely  jump  into  the  fray.  Witl 
20%  of  traffic  already,  and  a  strong  tail-| 
wind  at  their  backs,  the  discounters  like 
Southwest,  JetBlue  and  AirTran  may  h4 
the  biggest  winners  of  all.  f\ 


Decline  and  Fall 

Can  Canadian  crooner  Celine  Dion  bring  the  crowds 
back  to  Park  Place's  Roman-themed  Caesars  Palace? 

BY  DOROTHY  POMERANTZ 


SANDWICHED  ON  THE  STRIP  BETWEEN 
two  Steve  Wynn-built  casinos,  the 
Mirage  and  Bellagio,  Caesars  Palace 
somehow  lacks  the  grandiose  aura  it  de- 
serves for  having  singlehandedly  invented 
the  high-roller  market  in  Las  Vegas  when 
it  opened  36  years  ago. 

Now  the  flagship  property  of  $4.6  bil- 
lion (2002  revenues)  Park  Place  Enter- 
tainment, Caesars  has  long  since  lost  the 
cachet  it  once  held,  despite  at  least  $716 
million  invested  in  the  property  since 
1996  under  three  different  owners,  and  a 
racy  rep  as  the  only  place  where  women 
can  tan  topless.  But  even  though  Park 
Place's  middlebrow  Flamingo,  just  across 
the  Strip,  produces  12%  more  operating 
income  on  36%  less  revenue,  Caesars  is 
the  most  prestigious  gambling  brand  in 
Park  Place's  portfolio  and  can  weigh 
heavily  on  overall  results  of  the  cor.ipany. 
Which  has  been  on  a  cold  stre.ik 
recently.  Although  2002's  net  income 
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increased  10%  to  53  cents  per  share, 
charges  resulted  in  a  whopping  $82 1  mil- 
lion loss.  The  stock  is  down  47%  from  its 
$13  high  last  April.  Not  helping  the  com- 
pany's image  on  Wall  Street  was  the  depar- 
ture last  fall  of  the  chief  executive,  with  the 
chief  counsel  close  on  his  heels. 

The  new  boss,  Wallace  Barr,  is  expect- 
ing a  revival  with  the  help  of 
Celine  Dion,  the  Canadian 
diva  best  known  for  the 
syrupy  "My  Heart  Will  Go 
On"  from  the  soundtrack  of 
Titanic.  Beginning  in  March 
Dion  will  anchor  Caesars' 
new,  $95  million,  4,000-seat 
theater,  designed  to  look  like 
the  Colosseum  in  Rome. 
Dion's  show  will  feature  60 
backup  performers  under 
the  multimedia  orchestra- 
tion of  Franco  Dragone,  the 
director  behind  the  slick 


Park  Place  hopes  Dion  will 
conquer  the  Colosseum. 


Canadian  circus  troupe,  Cirque  du  Solei 
All  this  entertainment  costs  mone;i 
which  is  why  Caesars  will  not  get  any  pro 
ceeds  from  the  tickets,  with  an  averag 
price  of  $125.  Its  only  return  is  incremer 
tal  spending  from  Dion's  fans.  Merri 
Lynch  analyst  David  Anders  says  that  i 
order  to  meet  its  target  of  a  20%  annu 
return  from  the  theater.  Park  Place  wi 
have  to  extract  $57  million  from  tf 
expected  75%  of  the  people  who  will  bi 
tickets  to  the  show  but  not  stay  at  Caesar 
or  around  $103  per  person.  That  means 
couple  will  need  to  spend  over  $400  in  < 
evening.  Park  Place  argues  it  can  get  tl 
same  return  with  just  $f 
per  person.  Anders  is  "il 
informed,"  complains  a  Pa 
Place  spokesman. 

Oh,  and  Steve  Wyn 
who  mercifully  retired  fro 
poaching  Caesars'  high-ei 
customers  after  selling  out 
2000  to  Kirk  Kerkoriar 
MGM  Grand,  is  back.  H( 
building  yet  another  hig 
roller  palace,  this  time  on  t 
site  of  the  old  Desert  Ir 
The  dice  won't  get  a 
warmer  for  Park  Place. 
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^  B  days  o|  revenu 

.7  million  dollars  of  prof  i 

4,000  lifetimes  of  greet 


I  a  world  where  there's  a  different  kind  of  threat  every  day,  you  need  a  different  kind  of  security. 

?w  threats  can  blow  right  through  any  firewall  or  anti-virus  software.  That's  where  we  come  in.  Our  dynamic  protection 
3lps  you  conduct  business  safely  in  the  face  of  ever-changing  threats  and  increased  risk.  From  proactive  research  and 
vard-winning  software  to  24/7  protection  and  response  services,  our  solutions  detect,  prevent  and  respond  to  online 
tacfe  and  misuse.  No  matter  who  you're  up  against.  To  learn  more,  call  800-776-2362.  Or  visit  www.iss.net/ad/forbes. 


Internet 
Security 
Systems" 


OUTFRONT 

You  Go  First 

Hypercompetitive  cell  phone 
carriers  are  now  free  to  consolidate. 
But  no  one  is  volunteering  to  be  sold 

BY  SCOTT  WOOLLEY 


THE  BLASE  FRENCH  WORKER— 
unionized,  strike-happy  and  none- 
too-stressed  by  his  35-hour  work- 
week— is  typically  no  match  for  his 
productive  Yankee  peer.  Quelle  surprise, 
then,  that  in  the  cell  phone  industry  it 
takes  two  Americans  to  do  the  work  of  a 
single  Frenchman,  according  to  a  new 
study  by  the  McKinsey  Global  Institute. 

The  McKinsey  report  provides  the 
latest  damning  evidence  of  the  U.S.  cell 
phone  industry's  biggest  problem:  too 


FOR 
SALE 


many  competitors.  America's  major  car- 
riers run  six  overlapping  national  net- 
works and  fight  endlessly  over  the  one- 
third  of  callers  who  switch  service  every 
year.  Almost  every  foreign  country  has 


I   Napster  for  Phones 


BY  DANIEL  LYONS 

For  phone  company  executives,  Jeffrey  Pul- 
ver  is  a  bad  dream  come  true.  His  service, 
Free  World  Dialup  (fwd),  lets  you  make  all 
the  phone  calls  you  want  to  anywhere  over  your 
home's  broadband  Internet  connection— free. 
Pulver,  40,  based  in  Melville,  N.Y.,  rolled  out  FWD 
last  October  and  has  attracted  8,000  users.  He 
aims  to  have  75,000  by  the  end  of  the  year. 

It  won't  be  easy.  You  have  to  download  soft- 
ware, and  most  users  buy  a  special  phone— at 
up  to  $300— designed  to  make  calls  over  data 
networks.  And  it's  a  closed  system— you  can  only  call  other  people  who  belong  to  FWD— 
which  differentiates  it  from  other  Internet  phone  systems. 

Pulver,  who  otherwise  hosts  telecom  conferences,  figures  his  free  service  will  have 
the  same  appeal  that  Napster  did  for  music  lovers.  His  system  uses  a  technology  called 
Voice  Over  IP  (VOIP)  that  allows  conversations  to  be  carried  as  digital  packets  on  the 
same  networks  that  carry  e-mail  and  Iriternet  information.  Big  companies  are  using  VOIP 
to  let  employees  make  phone  calls  over  ihe  in-house  data  network.  And  startups  are 
selling  VOIP  services  that  !et  you  make  calls  over  your  cable  modem,  for  a  monthly  fee. 
One  such  firm,  Vonage,  ci -argas  $40  a  month  for  unlimited  U.S.  calls. 

Already  some  big  carr.c  s  are  grumbling  about  Internet  telephopv,  which  is  not  sub- 
ject to  Federal  Communicatioruv  CDmmission  regulations.  Pulver  fears  Hapsterization: 
Phone  companies  pressuring  the  Fiio  to  crack  down  on  his  service  and  others  like  it.  To 
preempt  that,  in  February  he  asked  Ue  FCC  to  keep  his  service  free  i,  om  regulation. 

What's  in  it  for  Pulver?  He  reckons  if  he  gets  enough  users  he  t-in  -  harge  for  services 


like  voice  mail.  Or  he  might  cash  out  by  selling  FWD.  Robin  Hond ' 


eat,  too. 


stabilized  at  either  three  or  four  carriers. 

The  Federal  Communications  Com 

mission,  which  hai 

blocked  consoHdatioi 

among  the  six  nationa 

carriers,  abolished  thos 

rules  in  January.  But,  surprise 

No  mergers  have  occurred  and  i 

now  seems  likely  the  industry  wil 
remain  trapped  in  a  self 
destructive  spiral  of  hyper 
competition.  The  U.S.  cellula 
industry  will  be  lucky  to  eke  out  a  2 
return  on  invested  capital  this  year,  trai' 
ing  every  other  big  industrialized  cour 
try,  says  Raul  Katz,  a  partner  at  Boo 
Allen  Hamilton. 

The  big  six  carrriers  agree  that  cor 
solidation  is  badly  needed.  "But  none 
them  want  to  be  the  first  to  jump  in  t 
pool,"  says  Katz.  Why? 

It  would  require  one  company  to  pi 
itself  on  the  block  at  a  realistic  price,  an 
no  one  seems  ready  to  face  the  grim  rea 
ity  of  how  low  that  price  should  b 
Deutsche  Telekom  wrote  off  $19  billic 
of  its  investment  in  T-Mobile  (the  form 
VoiceStream)  in  November.  But  Deutsc 
insists  the  smallest  of  the  big  six  carriers 
worth  $17  billion  (including  assume 
debt).  That  would  make  these  asse 
worth  17  times  EBITDA,  almost  thr 
times  the  average  multiple  fetched 
publicly  traded  cell  phone  companies. 

Another  hurdle:  The  number  of  pc 
sible  combos  is  limited  by  the  incompj 
ibility  of  three  digital  cell  phone  tec 
nologies.  Merging  two  networks  th 
can't  talk  to  each  other's  cell  phon 
makes  little  sense.  Verizon  Wireless  ai 
Sprint  PCS  have  only  each  other 
choose  from,  since  they  both  run  s 
called  CDMA  networks.  AT&T  Wirele 
Cingular  and  T-Mobile  all  use  the  Eur 
pean  standard,  GSM,  and  so  each  has  t^ 
options.  Nextel,  odd  man  out,  uses 
own  standard. 

Then  there's  the  complicating  fad 
that  most  of  the  Big  Six  have  muhi] 
owners,  a  legacy  of  previous  merge 
Cingular's  board  is  split  50-50  betwe 
BellSouth  and  SBC,  two  natural  riv< 
Verizon  Wireless  is  controlled  by  Verizi 
its  55%  owner;  Vodafone  owns  the  res 

The  industry's  paralysis  comes  ai 
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Customer  intelliqence  I  Intpllioonrp  Archrtfirturp 


How  can  you  increase 
customer  profitability? 

Identify  (and  keep)  yoi 
most  valuable  customers? 

And  get  greater  ROI  froi 
your  marketing  campaigns? 


SAS'  is  all 


^^reater 

comptM  To  find  out  how  leading 

companies  are  reaping  tlic  rewards  of  SAS 
customer  intelligence  software,  call  1  866  270  5723 
or  visit  us  at  www.sas.com/customcr 


The  Power  to  Know. 


sas 
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QUTFRONT 


years  of  spiraling  network  costs  and 
plummeting  stock  prices.  The  one  previ- 
ously reliable  bright  spot — rapid 
growth — finally  appears  to  be  sputtering. 
Industrywide  subscriber  growth  in  the 
second  half  of  2002  was  down  to  2% 
from  8%  a  year  before.  Cingular's  cus- 
tomer rolls  shrank  last  quarter. 

Wireless  Waste 


The  bigger  they  are  the  more  efficient 
cell  phone  networks  become. 


Number  of  employees  (ye 

ar-end  2000) 
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200 
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0, 

1 

0 

1 
10 

1 
20 

1 
30 

Number  of  subscribers  (mil) 

'Based  on  year-end  2001  figures;  2000  data  not 
available.  Source:  McKinsey  Global  Institute. 


Brutal  as  the  market  is,  some  of  the 
healthiest  carriers  look  like  they're  play- 
ing a  very  calculated  war  of  attrition. 
Andrew  Halford,  chief  financial  officer  of 
industry  leader  Verizon  Wireless,  says  the 
market  is  showing  signs  of  bifurcating 
into  the  strong  and  the  weak,  and  it  might 
make  sense  to  wait  before  pouncing.  "We 
need  not  be  in  a  rush,"  Halford  says.  "But 
some  companies  have  begun  to  struggle, 
and  it  is  difficult  to  see  just  how  they  can 
reverse  their  fortune  alone."  F 


Liesel's  Fallout 


Already  entangled  in  a  suit  by  reJatives,  Robert  Pritzker 
may  get  some  inquiries  from  the  IRS. 

BY  STEPHANE  FITCH  AND  WILLIAM  P.  BARRETT 


EMBARRASSING    ENOUGH 
for  Robert  Pritzker  that 
he  is  being  sued  by  his 
daughter  Liesel,  on  a  com- 
plaint that  he  looted  her  and 
her  brother  Matthew's  trust 
funds  in  order  to  fund  the 
family's  philanthropic  ven- 
tures. Now  it  comes  out  that 
Pritzker  entities  could  wind 
up  with  not  just  relatives  but 
the  IRS  after  them,  for  what 
the  tax  code  calls  "self-deaJ- 
ing."  That's  a  business  trans- 
action between  a  private 
foundation  and  its  managers  or 
main  contributors. 

If  allegations  in  the  suit  are  true, 
the  self-dealing  problem  arose  this 
way:  Robert  became  trustee  of  Liesel's 
and  Matthew's  trusts  in  October  1994. 
On  Nov.  23  he  removed 
from  each  of  those  trusts 
a  5%  stake  in  the  fam- 
ily's H  Group  Holdings, 
whose  assets  included  168 
Hyatt  hotels  owned  or  managed;  Con- 
wood,  a  smokeless  tobacco  company;  re- 
tirement-housing developer  Hyatt  Clas- 
sic Residences;  a  15%  stake  in 
Ticketmaster;  and  $  1  billion  in  cash  and 
securities.  The  shares  went  to  the  Pritzker 
Foundation,  which  he  also  controlled. 


I 


Look  what 

she  started: 

Liesel 

Pritzker. 


According  to  documents  reviewed  hj 

FORBES,  H  Group's  assets  were  theii 

worth  up  to  $3  billion;  a  10%  stake 

even  discounted  25%  for  illiquid-! 

ity,  would  be  worth  $225  million 

Two  months  later  the  foundation 

sold  the  stake  back  to  H  Groufj 

for  $188  million. 

Self-dealing  is  kosher  if  the 
transaction  takes  place  at  i 
fair  price,  if  the  foundatior 
A  can  prove  as  much  and 
the  deal  is  flagged  on  its  taj 
return.  It  seems  the  Pritzkei 
Foundation  slipped  up  here 
On  its  1995  return  it  sayj 
there  were  no  transactions 
with  entities  related  to  insiders 
The  tax  law  sets  out  penal- 
ties for  self-dealing.  They  start  at 
5%  of  the  transaction  amount. 
If  the  IRS  finds  an  unreported 
problem,  they  can  reach  200%. 
A  Pritzker  family  lawyer  says 
Liesel's  and  Matthew's  shares  were 
appraised  by  an  outside  firm  that  deter- 
mined $188  million  was  a  fair  value.  He 
also  insists  the  transaction  information 
was  "filed  with  the  IRS  in  accordance 
with  the  law." 

Perhaps.  In  any  event,  the  Illinois 
Attorney  General's  office  has  begun  to 
examine  the  transactions.  F 


Betting  on  Hussein 


Will  Saddam  be  gone  by  the  end  of  March?  If  you  think  so, 
then  put  your  money  where  your  mouth  is  by  buying  Saddam 
futures  contracts.  Listed  by  Irish  firm  Tradesports.com,  the 
contract  pays  $10  if  Hussein  is  out  of  power  by  Mar.  31  and  nothing  if  he  holds  on. 
After  Secretary  of  State  Colin  Powell's  United  Nations  speech  the  contract  was  offered 
for  $3.60 — suggesting  a  36%  probability  that  Saddam  will  change  his  address.  Daily 
trading  volume  surged  56%  before  the  speech,  and  as  of  early  February,  37,000  con- 
tracts were  outstanding.  ISI  Group,  a  Washington,  D.C.  investment  and  geopolitical 
research  firm,  finds  this  lottery  ticket  attractively  priced.  Says  ISI  Managing  Director 
Thomas  Gallagher:  "This  is  a  close  call — if  diplomacy  is  given  until  mid-March  before 
a  war  starts,  Saddam  may  be  in  his  last  days  by  the  end  of  March."  — Matthew  Swibel 
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{Platform  Compatibility] 

Easily  and  reliably  exchange,  open  and  print  documents,  presentations  and  proposals  created  on  any  platform, 
in  any  program.  Really.  .Adobe  Acrobat.  Create  an  Adobe  PDF  and  do  more  with  your  documents. 
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Tools  for  the  New  Work" 


OUTFRONT 


Buy  High! 


~  s  if  things  weren't  bad  enough  for 
Silicon  Valley  tech  companies,  now 
isome  are  being  forced  to  buy  their 
buildings  high  and  sell  low.  In  June  2000 
search  engine  firm  Inktomi  entered  a 
synthetic  lease  agreement  with  Deutsche 
Bank  for  its  130,000-square-foot  Foster  City 
headquarters  (below)  and  a  building  next 
door,  borrowing  $101  million.  The  synthetic 
lease  allowed  Inktomi  to  keep  the  mortgage 
debt  off  its  balance  sheet,  even  though  for 
tax  purposes  it  owned  the  building.  The 
catch:  Inktomi  was  required  to  keep  its  prof- 
its at  a  certain  level.  When  its  profitability 
dipped  last  summer,  according  to  its  SEC 
filings,  Inktomi  was  forced  to  exercise  a  pur- 
chase option— in  essence  to  repay  Deutsche 
Bank  for  the  loan  on  the  building,  Its  cost, 
including  interest:  $114  million. 

Inktomi  then  sold  the  building  in 
December  to  Chicago-based  Walton  Street 
Capital  LLC  for  $41.6  million.  Inktomi's  loss: 
$72  million.  Monthly  payments  on  the  new 
five-year  lease  (yes,  it's  still  leasing  the 
same  space)  are  at  market  rates,  $15  a 
square  foot  annually.  Silver  lining:  The  deal 
helped  put  Inktomi  in  shape  to  be  acquired 
by  Yahoo. 

Real  estate  brokers  say  Santa  Clara, 
Catif.-based  chipmaker  PMC-Sierra  is  work- 
ing on  a  deal  in  which  it  would  pay  around 
$92  million  for  a  building  it's  leasing  and 
then  sell  it  for  $40  million.  Jim  C.  Leslie, 
principal  of  Cresa  Partners  Capital  Markets 
Group,  expects  to  see  more  of  these 
maneuvers  because  of  new  financial  rules. 
Vulture  investors,  on  your  mark. 

—Kerry  A.  Dolan 
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Junk 

Mail 

Lives 

Rodale  rushes 
in  where  others 
fear  to  mail. 

BY  JOANNE  GORDON 


PUBLISHERS  HAVE  ALL  BUT  ABAN- 
doned  the  business  of  selling  books 
by  sending  pitches  through  snail 
mail.  Time-Life,  Meredith  Corp.  and  even 
Reader's  Digest  have  closed  or  shrunk 
their  direct-mail  divisions  in  the  U.S. 
Why  pay  costly  postage,  they  figure,  when 
books  arc  available  online,  in  Wal-Marts, 
even  warehouse  clubs?  Mail-order  books 
make  up  just  1.4%  of  the  $25  billion 
wholesale  book  market,  down  from  4% 
in  the  early  1990s,  according  to  the  Asso- 
ciation of  American  Publishers. 

But  Rodale,  the  family-owned  maga- 
zine and  book  publishing  company  in 
Emmaus,  Pa.,  thinks  it  has  found  a  way  to 
make  it  work.  Its  formula:  Track  precisely 
what  people  buy  and  are  interested  in,  use 
that  information  to  help  tailor  book  con- 
tent— and  then  target  the  pitch.  Last  year 
it  sold  3.2  million,  and  only  200,000 
books  were  returned,  while  in  2000 
it  sold  6  million  bot)ks,  but  2.4  mil- 
lion were  returned.  "We've 
cracked  the  code,"  claims  Chief 
Executive  Steven  Murphy,  47, 
who  joined  Rodale  in  2000. 
What  Rodale  has  that  most 
publishers  do  not  is  a  25-mil- 
lion-customer  database  that 
it  has  amassed  during  61 
years  in  the  health-fad  pub- 
lishing business.  Most  of 
the  names  and  informa- 
tion were  culled 
from  Rodalc's 
magazine 


subscribers,  customers'  purchases  and  sur- 
veys. Murphy,  a  former  head  of  Disney 
Publishing,  spent  on  technology  t( 
sharpen  the  database.  As  credit  card  com' 
panies  do,  Rodale  parses  names  by  ever- 
narrowing  interests,  including  weight  loss 
fitness,  gardening  and  ailments  like  dia- 
betes. It  makes  links:  Organic  gardeners 
buy  household-hint  books.  Runners  bum 
organic-lifestyle  books. 

Using  that  information,  Rodale  send; 
out  100  million  mailings  a  year,  for  aboU' 
45  cents  each,  to  pitch  books.  For  instano 
1.2  million  women  under  50  interested  ii 
weight  loss  and  healthy  cooking  wen  i 
pitched  a  book  on  Pilates,  a  trendy  workou 
regimen.  The  book  has  sold  50,000  mail 
order  copies  since  January.  At  $  1 1  per  bool 
sold,  the  marketing  ouday  was  affordable 

Rodale  does  a  good  enough  job  tha 
publishers,  including  Simon  &  Schuste 
and  Houghton  Miftlin,  are  using  it  to  se 
their  own  titles.  St.  Martin's  Press'  $2 
hardcover  The  People's  Pharmacy  Guide  t 
Home  and  Herbal  Remedies  sold  316,00 
copies  through  Rodaie's  direct  mail  pro 
gram,  double  the  number  of  cheape 
paperbacks  sold  in  stores. 

Last  year  Rodaie's  direct  mail  book; 
mostly  on  health-related  topic; 
accounted  for  3 1  %  of  the  company's  esti 
mated  $450  million  in  revenue.  The  prt 
cision  targeting — Murphy  reduced  th 
number  of  titles  and  mailings  by  half- 
enabled  its  direct  mail  business  to  turn  i 
first  operating  profit  in  years,  after  losin 
$13  million  in  2001.  I 
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If  you  ask  the  right  questions,  nature  will  answer. 

By  finding  natxiral  alternatives  for  many  of  the  things  we  use  every  day 

we're  making  the  world  less  harmful  to  people  and  more  friendly  to  the  environment. 

Nature  has  answers.  Is  anyone  listening? 

Yes. 
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Wal-Mart  Bargain:  80%  Off 

Heirs  of  ex- Forbes  400  member  James  L.  (Bud)  Walton,  who  with 
older  brother  Sam  founded  Wal-Mart,  have  settled  an  Internal 
Revenue  Service  tax  claim  of  $189  million  for  just  $37  million. 
Bud  Walton  died  in  1995  at  age  73.  The  feds  had  valued  his  estate, 
mainly  Wal-Mart  stock,  at  $994  million  (our  1994  estimate  was 
$1  billion),  but  executors  said,  among  other  things,  that  $314  mil- 
lion had  been  earmarked  for  his  two  daughters  in  a  1983  divorce 
decree  and  should  be  deducted.  Still,  the  estate  paid  about  $400 
million  in  federal  and  state  taxes.  — Janet  Novack 

But  Doesn't  Balanced  Mean  Boring? 

Despite  criticism  of  its  international  $15  million  media  cam- 
paign to  sway  Muslim  opinion,  the  State  Department  is  forging 
ahead  in  print.  It  is  paying  custom  publisher  Magazine  Group 
$755,000  to  produce  four  issues  of  a  50,000-circulation  Arab- 


language  lifestyle  magazine  aimed  at  young  adula 
Ex-Madison  Avenuer  Under  Secretary  of  State  Cha 
lotte  Bf ers,  who  vets  such  propaganda  efforts,  vov 
that  the  magazine  will  be  "balanced." — Allison  Feu 

Better  Odds  In  Vegas 

Some  Chase  Manhattan  credit  card  holders  just  got 
flyer  on  Chase  letterhead  from  Reunion  Group  of 
fering,  for  $39,  to  search  for  unclaimed  funds,  such 
forgotten  security  deposits  and  bank  accounts 
maOing  says  recoveries  averaged  "reportedly  abo! 
$300."  But  the  state-sponsored  Web  site  Missin] 
money.com  provides  much  the  same  service  for  frei 
and  says  its  data  show  only  2%  of  searches  produe 
results,  and  then  usuaOy  under  $39.  Fort  Lauderdale| 
based  Reunion  Group  defends  its  letter.  Chase  disj 
claims  liability.  — Tomas  Kellm 

Do  These  Votes  Violate  a  Federal  Law? 

A  serious  academic  study  for  the  National  Bureau  of  Economi 
Research  of  television's  Weakest  Link  says  Hispanic  and  elder! 
contestants  are  disproportionately  voted  against  by  other  cor 
testants.  University  of  Chicago  economist  Steven  Levitt  founc 
however,  that  older  contestants  were  hardest  on  their  fellow  senic 
citizens.  Also,  male  contestants  discriminate  mildly  against  fi 
males,  while  female  contestants  discriminate  more  strong' 
against  their  male  rivals.  — Ira  Carnaho^ 

For  Use  at  Your  Next  Cocktail  Party 

Valuable  new  research  from  an  outfit  calling  itself  Flush  Medi] 
Each  year  77%  of  all  Americans  use  a  restaurant  restroom  at  son] 
point,  69%  use  one  at  a  shopping  mall  or  department  store,  34' 
in  an  airport  or  train  station  and  30%  at  concerts  and  sporl 
events.  Flush,  a  unit  of  Triple  Five  Group,  sells  advertising  spa 
facing  public  restroom  toilets  and  urinals.  — William  P.  Bam  I 


In  recent  years  buying  original,  top-condition  copies  of  vintage,  high-end  comic  books  generally  has  produced  a  much  better 
return  than  investing  in  the  stock  of  the  public  company  that  published  the  title  or  made  a  movie  based  upon  it.  —Stephane  Fitd 


COMIC  HERO/YEAR  RECENT  VALUE       PRICE  CHANGE' 

Mickey  Mouse/1933JBHIi-5l'*,500  5.7  % 

Batman/ 19.^)  14.9 

Captain  America/ 194T"'      '    IOO,0()t;  12.3 

Wonder  Woman/ 1942  :7,0()ii  10.4 

Fantastic  Four/ 1961  '     "''  8.5 

Incredible  Hulk/ 19(-.:  9.1 

Spider-Man/1962  9.1 

X-Men/1963  lO.UOU  14.9 


'Annual  average  compounded  over  five  years;  »to,.l. 
Marvel  Kntcrprises,  over  four  years.   Sources:  Mclrif 


PUBLISHER/FILMMAKER 

Wiilt  Disney 
AOL  Time  Warner 
Marvel  Enterprises 
AC^L  Time  Wiirner 
Marvel  Enterprises 
Vivendi  L'niversal 
Sony 
Fi>x  Fntertainment 


iu>ted  for  .'i  its  and  mergers.  Fox  Entertainment, 

■'  omic  Book  Price  Guide;  Dow  Jones  Intfractivc 
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starts  at  just  '3.85. 


I 


1 


:':Wi,.. 


V  did  he  do  it?  Priority  Mail.®  And  tinere's  more  th«, ,  ju^.  ^.«o^ , 

i  can  get  Delivery  Confirmation  '  and  Signature  Confirmation "  services  and  the  convenience  of 
16  shipping  for  all  your  2-day  packages!  Used  to  ship  more  business  packages  than  any  other 
ay  service.  To  calculate  rates,  print  labels  and  pay  postage,  go  to  www.usps.com. 


'ery  times  may  vary  depending  on  destination. 

)3  United  States  Postal  Service.  Eagle  symbol  is  a  registered  trademark  of  the  United  States  Postal  Service. 


You  are  accountable. 

To  your  shareholders.  .^ 

And  your  board, 
and  your  employees, 
and  your  customers. 

Who  is  accountable  to  you? 
Who  could  be? 

Who  could  bring  together 

enough  talent 

to  handle  a  major  initiative? 

The  whole  thing 
start  to  finish? 

Who  would  have  the  depth? 


I 


Introducing  IBM  BusJnGSS  ConsultJng  Servj 

Industry  insight.  Strategy.  Process.  Deployment.  Start-to-finish  accountability  Delivered  on-site,  outsourced  or  on-  j 


'=  T  =  ■        ibm.com/bcs 
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Albertsons  is  getting  killed  by  Wal-Mar 
To  rectify  the  problem 
it  has  hired  a  motivational  speaker. 


BY  MONTE  BURKE 

THE  WAKE-UP  CALL  AT  THE  BEST  WEST- 
ern  Inn  in  Kerrville,  deep  in  the  Texas 
hill  country,  comes  at  5:30.  "Good 
morning!  It's  a  ter-RIF-ic  day!"  chirps 
a  Uve  voice.  "It's  27  degrees  outside, 
and  we'll  see  you  out  here  in  half  an 
hour!"  The  voice  belongs  to  Ed  F. 
Foreman,  motivational  speaker.  He's 
leading  a  three-day  pep  rally  called  the  Successfiil  Life  Course 
for  25  managers — 7  of  them  from  Albertsons,  the  once-great 
grocery  chain  that  lost  momentum  four  years  ago. 

Foreman's  course  begins  with  a  chapter  from  an  inspi- 
rational handout,  followed  by  12  minutes  of  yogalike  stretch- 
ing. Then,  under  cover  of  early-morning  darkness,  the  ener- 
getic 69-year-old  leads  the  class  on  a  fast-paced  march  up  a 
steep  hill,  chanting,  "I  know  I  can,  I  know  I  can." 

After  a  breakfiist  of  fresh  fruit,  oatmeal  and  bran  flakes 
(no  sugar  or  salt  anywhere  to  be  found),  the  class  is  herded 
into  a  conference  room,  where  Foreman  and  Earlene  Vining, 
cofounders  of  Executi\c  Development  Systems,  put  on  a  per- 
formance that's  part  variety  show,  part  televangelism.  "I  grew 
up  poor  on  a  peanut  farm  in  PortaJes,  N.M.,"  Foreman  says, 
launching  into  biographical  milestones — millionaire  at  26, 
congressman  at  28 — and  lite-affirming  aphorisms  like  "It's 
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your  attitude,  not  your  aptitude,  that  determines  your  alti- 
tude," and  "Worry  is  the  misuse  of  your  imagination." 

Patrick  Gural,  a  35-year-old  district  manager  overseeing 
21  Albertsons  stores  in  the  south  Dallas  area,  looks  as  if  the 
skim  milk  in  his  cereal  doesn't  agree  with  his  stomach.  His 
apprehension  remains  through  a  lecture  on  diet  and  exer- 
cise. He  stiffens  when  it  comes  to  the  first  rounds  of  group 
hugging  ("Always  over  the  left  shoulder,  so  it's  heart-to- 
heart,"  says  Foreman).  Later,  everyone  lies  on  the  floor  with 
the  lights  off  for  15  minutes  of  "mind-control  relaxation." 

Such  exercises  continue  for  three  intense,  long  days,  be- 
ginning at  6  a.m.  On  the  last  day  Gural  steps  up  to  a  micro- 
phone and  says,  "I  think  the  most  important  thing  I  learned 
is  the  'as- if  principle.  If  I  act  enthusiastic,  I  will  be  enthusiastic. 
And,"  he  pauses,  "I  feel  terrific!"  Fellow  graduates  applaud. 

Either  Gural  is  now  a  believer — or  he  has  figured  out  it's 
a  good  idea  to  act  like  one.  Lawrence  R.  Johnston,  the  54- 
year-old  chief  executive  of  Albertsons,  is  an  abiding  fan  of 
Foreman's,  having  used  the  consultant  throughout  a  long 
career  at  General  Electric.  "Positive  attitude  is  the  single 
biggest  thing  that  can  change  a  business,"  says  Johnston. 

Johnston's  success  at  GE,  which  didn't  quite  win  him  ap- 
pointment as  successor  to  Jack  Welch,    ^urb  your  enthusiasm: 
did  earn  him  the  top  job  at  Boise,    Ed  Foreman  has  a 
Idaho-headquartered  Albertsons  two    "ter-RIF-ic"  moment. 


r   M 


W^^^ 


Alhertsons 


'Positive 


years  ago.  The  food  and 
drugstore  retailer  (2002 
revenues:  $37  billion) 
was  deeply  depressed. 
Its  acquisition  of  Amer- 
ican Stores,  which  more 
than  doubled  its  store 
count  to  2,600,  resulted 
in  financial  indigestion. 
Revenues  were  flat  and 
profits  were  falling,  and 
the  stock  was  off  by  half 
fi-om  its  high. 

Within  two  months 
of  arriving  Johnston 
closed  165  moneylosing 
stores  and  canned  20% 
of  corporate  and  divi- 
sional staff.  Soon  after, 
he  exited  the  Houston, 
San  Antonio,  Memphis 
and  Nashville  markets, 
following    the    edict 
drilled  into  him  at  GE: 
that  a  company  should 
be    number   one   or 
two — or  be  able  to 
reach    that   goal — in 
every     market.     He 
poured  capital  into  the 
remaining  stores.  Last 
year  the  chain  got  $1 .7  billion  worth  of  ware- 
houses, redecorated  aisles  and  computers. 

In  late  2001  Johnston  used  the  muscle 
of  his  Osco  and  Sav-on  drugstore  banners, 
which  combined  made  Albertsons  the  na- 
tion's fifth-largest  drugstore  company,  to 
roll  out  dual-branded  stores.  Launched  so 
far  in  Reno,  Tucson,  Phoenix  and  Omaha, 
each  has  an  18,000-square-foot  drug- 
store— bigger  than  a  typical  Walgreens — 
inside  a  full  supermarket. 

All  predictable,  and  probably  a  sound 
investment.  The  investment  in  motiva- 
tional training  is  a  little  less  conventional. 
By  year-end  2004,  10,000  managers  will 
take  a  version  of  the  course  Gural  took; 
they,  in  turn,  will  train  all  190,000  lower- 
level  employees,  with  the  help  of  tapes  and 
books — iill  at  a  cost  of  $10  million  or  more. 
Not  a  negligible  sum  in  a  business  where 
net  margins  are  thinner  than  cornflakes. 

Johnston  is  no  mere  bean  counter.  He's 
been  on  the  road  30%  of  his  time  so  for,  vis- 
iting stores,  holding  rallies,  bending  his  6- 


A  curious  approach  to  a  turnaround:  Albertsons'  Larry  Johnston. 


create 

positive 

actions/' 


foot- 7  frame  to  shake 
hands  with  Albertson- 
ians.  "We're  in  the  busi- 
ness of  the  maintenance 
and  acquisition  of  cus- 
tomers," he  says,  adding 
that  shoppers  make  1.4  billion  trips  to  Al- 
bertsons each  year.  "That  provides  a  lot  of 
opportunities  for  customer  service.  We've 
got  to  energize  the  associates." 

Attitude  realignment  is  one  of  the  old- 
est professions.  TJie  Autobiography  of  Ben- 
jamin Franklin  and  hoteher  Orison  Swett 
Marden's  Success  magazine  (founded  in 
1897)  were  mere  warm-ups  to  Dale 
Carnegie's  How  to  Win  Friends  and  Influ- 
ence People  (1936)  and  Norman  Vincent 
Peak's  The  Power  of  Positive  Thinking 
(1952).  Motivational  speaking  is  a  $1  bil- 
lion-a-year  industry,  reports  Marketdata,  a 
Tampa,  Fla.  consulting  firm. 

But  does  this  stuftwork?  Foreman  in- 
sists it  does.  "The  goal  is  to  improve  men- 
tal, physical  and  emotional  well-being,"  he 
says,  noting  successes  at  insurer  Allstate, 
weaver  Milliken  &  Co.  and  drug  vendor 
Abbott  Labs.  "We  as  individuals  determine 
the  success  of  our  own  lives.  Positive 
thoughts  create  positive  actions." 

Johnston  knows  the  drill  so  well  he 


could  practically  teach  the  class.  The  due 
met  25  years  ago  when  Johnston  was  a  sale 
executive  for  GE  Appliances.  "Ed  made  ai 
incredible  impression,"  he  recalls.  Soon  b 
had  Foreman  conducting  seminars  fo 
managers  and  for  appliance  retailers 

Foreman  came  through  during  th( 
biggest  challenge  in  Johnston's  career.  In 
1997  Jack  Welch  sent  lohnston  to  Paris  tOi 
fix  a  moneylosing  European  division  thati 
was  seDing  CT  scanners  and  the  like,  an( 
losing  groimd  to  Siemens.  Over  a  deca 
four  chiefs  had  tried  to  turn  it  around, 
had  a  lot  of  scientific  technology  leadership 
guys  go  in  there  who  couldn't  get  it  tci 
work,"  recalls  Welch. 

Johnston  learned  French  during  th( ' 
day  and  restructured  the  company  at  night 
He  made  29  acquisitions,  shut  down  high 
cost  operations  in  places  like  Belgium  an( 
opened  new  factories  with  cheaper  labi 
in  Hungary  and  elsewhere.  And  he  sent  ft 
Foreman.  "After  we  got  Ed  in,"  says  Jo^ 
ston,  "people  began  to  live  their  lives 
ferently.  They  came  to  work  with  a  spri 
in  their  step."  In  three  years  GE  Medical 
Systems  was  number  one  in  Europe  anfl 
raking  in  a  profit  of  $100  million. 

It's  going  to  take  some  doing  to  inspire 
supermarket  managers  to  make  compara- 
ble achievements.  Although  Albertsons 
had  an  estimated  2.4%  net  margin  las 
year,  Wall  Street  is  doubtful  about  it 
prospects.  Its  shares  are  down  anothe 
30%  from  when  Johnston  took  over,  tl 
$20.  Mark  Husson,  an  analyst  at  Merril 
LTOch,  offers  a  clue  why:  A  fourth  of  Al' 
bertsons  stores  compete  with  Wal-Mari 
Supercenters,  whose  low  prices  have  un 
dercut  the  grocer;  so  has  the  bear  market 

If  Johnston  beats  back  the  assault  fi-on 
Wal-Mart,  it  will  be  hard  to  know  whethe 
sales  motivation  or  better  throughput  £ 
the  warehouses  is  doing  the  trick.  Say 
Martin  Seligman,  a  psychology  professc 
at  the  Universit)'  of  Pennsylvania  and  ai 
thor  of  Authentic  Happiness:  "The  tecfc 
niques  Foreman  uses  may  be  effective,  bi  ■ 
what's  missing  is  the  science  to  measui 
just  how  effective." 

In  short,  if  you  want  to  believe,  you  ca 
believe.  Says  Johnston,  "Our  vision — and  fcf 
may  take  a  long  time — is  to  someday  t 
the  biggest  food-and-drug  retailer  in  tP 
world."  Now  that's  positive  thinking.      1 


y 


58      r    O    R    B    E    S   •   March  3, 2003 


Has  your  money  fund  yield 
slowed  to  a  trickle? 


There  is  an  alternative  to  today's  low  rates! 


Consider  the  Strong  Ultra  Short-Term  Income  Fund 

for  a  higher  return  potential  on  your  savings  goals 
of  one  year  or  longer. 

Easy  access  to  your  money. 

Although  this  isn't  a  money  fund,  it  provides  you 
with  check  writing,  and  there  are  no  penalties 
for  withdrawal. 

Your  total  return  consists  of  the  income  from  the 
portfolio's  bonds  as  well  as  gains  and  losses  in  the 
values  of  those  bonds.  Income  can  be  offset  if  the 
values  of  the  bonds  decline. 


THE  STRONG 

ULTRA  SHORT-TERM 

INCOME  FUND 

30-Day  Current  Yield 
as  of  1-27-03 

3.50% 


1-800-368-1520  |  www.Strong.com 

OR    CONTACT   YOUR    FINANCIAL    ADVISOR 


STRONG 


).83%  4.36%  5.38% 


U,  were  the  Fund's  1-,  5-,  and  10-year  average  annual  total  returns  as  of  12-31-02.  Performance  is 
:toncal  and  does  not  represent  future  residts.  Investment  returns,  principal  value,  and  yields  vary,  and  you  may  have  a  gain  or  loss  when  you  sell  shares.  Please  keep  in  mind 
It  the  Fimd  is  subject  to  interest  rate  risk — generally,  when  interest  rates  rise,  its  share  price  declines.  Over  the  past  year,  the  Fund's  total  return  has  trailed  that  of  the  average 
yneyfund.  Current  performance  may  he  lower  or  higher  than  the  quoted  performance.  Call  or  visit  wvifw.Strong.com  for  current  performance  information.  For  more  complete 
formation,  including  management  fees  and  expenses,  please  call  for  a  free  prospectus  kit  or  download  one  at  www.Strong.com.  Please  read  it  carefully  before  you 
vest  or  send  money.  Performance  is  for  Investor  Class  shares  only.  Please  consult  a  prospectus  for  information  about  all  share  classes.  *  The  Fund  invests  a  portion  of  its  assets 
b\ver-quality  securities  that  present  a  significant  risk  for  loss  of  principal  and  interest.  Please  consider  this  before  investing.  *  The  Fimd's  average  maturity  is  usually  one  year 
lesi^  Retirement  accounts  may  be  subject  to  early  withdrawal  penalties.  *  Securities  are  offered  through  Strong  Investments,  Inc.  Rnons?  01-03 
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SUNCOR 


$22.61 


$9.13 


IT'S  BEEN  A  BLISSFUL  24  HOURS  FOR  SUNCOR  ENERGY'S 
chief  executive,  Richard  George.  Oil  climbed  to  $32  a 
barrel,  and  a  big  competitor  announced  it  is  ditching 
plans  for  a  $2.2  billion  rival  mine.  But  the  best  news 
this  early  January  day  is  this:  In  Fort  McMurray, 
Canada,  where  Suncor  collects  black  sands  from  just 
under  the  topsoil  and  the  mercury  can  drop  to  40  below, 
the  oil  is  still  flowing. 

This  time  last  year  the  region's  extreme  cold  played  havoc 
with  Suncor's  mine.  A  four-and-a-half-mile-long  steel  pipe 
at  its  refinery  shrank  ten  feet,  and  its  gooey  contents  oozed  out 
everywhere.  But  now  the  operation — like  a  "giant  science  ex- 
periment," says  one  Fort  McMurray  worker — is  running 
smoothly.  George  is  pulling  2 1 5,000  barrels  of  oil  a  day  out  of 
the  ground,  double  what  he  was  doing  a  year  ago,  and  a  dozen 
prospectors  lured  to  the  area  are  racing  to  catch  up  with  him. 
"We're  the  single  largest  player  in  the  world's  biggest 

oil  basin,"  George  says  of  his  Calgary-    | 

based  Suncor,  which  netted  a  nice 
S483  million  on  $3.1  billion  in  rev- 
enue last  year.  "And  we're  next  to  the 
world's  biggest  market." 

Once  a  vast  inland  sea,  the  Atha- 
basca wilderness,  within  a  250-mile  ra- 
dius of  Fort  McMurray  in  northern  Al- 
berta, is  believed  to  hold  315  billion 
barrels  of  recoverable  oil — enough  to 
supply  all  U.S.  import  needs  for  the 
next  50  years.  But  for  most  of  the  80 
years  since  a  scientist  first  spun  tar 
sands  in  hot  water  to  separate  out  a 
molasseslike  crude  oil  called  bitumen, 
mining  ventures  here  have  lost  money. 
It  takes  a  lot  of  cash  to  heat  the  water 
and  a  lot  of  tar  sands  spinning  in  it  to 
extract  a  barrel  of  oil.  And  don't  forget 
that  lousy  weather. 

George,  a  plainspoken  52-year-old  with  a  contrarian 
streak,  took  over  Suncor  in  1991.  He  persuaded  Caterpillar  to 
make  gigantic  trucks — the  largest  in  the  world,  capable  of 
holding  240  tons — in  order  to  lower  Suncor's  excavation 
costs.  In  three  years  he  cut  operating  costs  (excluding  royal- 
ties and  capital  costs,  like  the  expense  of  finding  new  oil) 
from  $15  a  barrel  to  $10.  (All  figures  have  been  converted  to 
U.S.  dollars  at  historical  rates.)  A  few  years  later  he  expanded 
his  mine  and  sliced  costs  further  to  $8.30.  Now  he  vows  to  get 
that  figure  down  to  under  $7  by  the  end  of  this  year. 

The  market  isn't  sure  he  can  do  it.  Though  Suncor  shares 
rose  twelvefold  over  a  decade,  they've  been  flat  for  the  past 
year.  Weather  snafus  and  troubles  with  some  new  360-ton 
trucks  made  him  miss  cost  targets.  To  get  the  shares  rising 
again,  George  will  have  to  make  good  on  his  claim  that  he  can 
get  his  miners  (sometimes  digging  with  just  five  hours  of 
light  a  day)  to  work  more  efficiently.  He  also  needs  to  show 
that  his  latest  gamble  isn't  foolhardy:  He  plans  to  double  out- 


Cold  Hard  Cash 

Suncor  has  higher  operating  costs  than 
many  U.S.  rivals  but  pays  less  in  royalties 
and  doesn't  need  to  hunt  for  the  next  barrel 
of  oil  (low  capital  costs).  It's  right  at  its  feet. 


Revenue  per  barrel 

Pretax 
earnings 
per  barrel 

Capital  costs^ 

Royalty  costs 

Operating  costs 


$24.67 


$13.45 


Anadarko  Petroleum 

(North  America  only) 


'Benchmark  crude  price  of  $26.11  adjusted  for  transporta- 
tion costs  and  difference  In  oil  quality.  ^Cost  of  exploring 
for  new  oil  and  depreciation  on  trucks  and  drilling  gear 
All  figures  for  2002  Source:  8M0  Nesbitt  Burns  estimates. 


put  over  five  years,  partly  by  spending  $630  million  on  a  new 
technology  that  involves  shoving  2-mile-long  steam  pipes 
1,000  feet  under  the  ground  to  leach  oil  out.  The  steam  pipes 
are  supposed  to  eventually  deliver  an  extra  1 40,000  barrels  a 
day.  The  ultimate  goal:  Whittle  costs  down  to  $6  a  barrel  to 
become  the  most  efficient  producer  in  North  America. 

Victories  on  the  productivity  front  are  measured  in 
minutes  saved.  Around  the  clock  Suncor's  55  trucks  ferry 
sands  from  14  shovels  to  its  refinery.  The  drivers  shave  a 
few  minutes  off  shift  changes  by  using  global  positioning 
satellites  to  coordinate  their  movements.  The  shovels  are 
equipped  with  microwaves  so  workers  don't  have  to  visit 
the  cafeteria.  That  one  gimmick  is  supposed  to  increase 
production  enough  to  add  $700  million  in  oil  sales  over  the 
30-year  life  of  the  mine.  The  workers  themselves  have  come 
up  with  their  own  labor-saving  devices,  including  a  hose 
that  automates  the  greasing  of  the  machinery. 

Suncor  is  known  for  novelty  on  the 
environmental  front,  too.  In  1998 
George  bought  carbon  dioxide  emis- 
sion credits  fi-om  a  U.S.  utility,  Niagara 
Mohawk  (now  part  of  National  Grid 
Transco),  that  was  successfully  reduc- 
ing its  emissions.  It  was  the  first  such 
deal  crossing  a  national  border.  More 
recendy  George  broke  with  the  oil  in- 
dustry by  calling  the  cost  of  the  Kyoto 
Protocol  to  limit  greenhouse  gases 
"manageable,"  prompting  50  news  ar- 
ticles in  two  days.  So  far  the  pro-envi- 
ronmental stance  hasn't  hurt  business: 
Thanks  to  a  quick  okay  from  commu- 
nity leaders,  George  was  able  to  dig  in  a 
few  new  areas  near  his  old  mine  two 
years  ahead  of  schedule,  increasing  pro- 
duction by  a  third  by  the  end  of  1999. 
That  same  year  George  started 
spending  a  planned  $1.4  billion  to  expand  his  mine  again. 
This  was  when  oil  had  fallen  to  $19  a  barrel  and  BP  (then  BP 
Amoco)  announced  it  would  pull  out  of  Athabasca.  And  yet 
George  was  so  confident  oil  would  recover  that  he  kept  bor- 
rowing at  9%  rather  than  sell  shares  to  finance  the  expansion. 
As  oil's  price  rose,  George  was  vindicated.  But  Fort  Mc- 
Murray attracted  new  players  like  ChevronTexaco,  Shell  and 
Koch  Industries.  There  were  so  many  new  workers  it  took 
200  buses  to  ferry  them  every  morning  to  the  mines  to  lay 
roads  and  build  refineries. 

Suncor  ended  up  spending  $2.1  billion  for  the  expansion 
(way  over  budget)  but  has  managed  to  extract  enough  extra 
oil  to  pay  off  $400  million  of  the  debt  incurred.  While  Sun- 
cor has  double  the  operating  costs  of  some  U.S.  drillers,  its 
take  per  barrel  is  considerably  higher  thanks  to  minimum 
royalty  payments  and  low  capital  costs  (see  chart).  You  don't 
have  dry  holes  in  Athabasca.  The  only  thing  to  worry  about 
is  getting  cold  feet.  F 


Suncor  Energy 

(Canadian  oil  sands  only) 
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■  m  »HILE  LHS'ITED  TECHNOLO- 
B  ^B  V  gies  staffers  sipped  soft 
BMMv  drinks  at  an  afternoon  hol- 
■■  ■■  iday  party  in  December, 
^m  ^m  Chief  Executive  George 
\  id  spent  three  grueling  hours  grilling 

engineers  on  what  shareholders  were 
ting  for  the  S  1.1  billion  the  conglomer- 

spent  last  year  on  research. 

Engineers  from  the  Pratt  &  WTiitney 
ision  laid  out  a  plan  to  cut  fuel  burn  in 
mmercial  jet  engines.  Such  a  feat,  prob- 
y  six  years  away,  could  save  ailing  air- 
es up  to  $160,000  a  year  on  running  a 
in-engine  jet;  even  better,  getting  more 
t  of  the  same  amount  of  fuel 
uld  open  up  longer  nonstop 
jtes.  "We  would  kill  to  save 
f  a  percent,"  David  says. 

Like  many  global  manufac- 

ers  in  mature  industries, 

C — with  S28  billion  in  sales 

d  152,000  employees  world- 

de — must  scrap  for  even  the 

^htest  technological  edge  to 

p  growing.  For  the  better  part 

a  decade  David  drove  profits 

cutting  costs  and  acquiring 

ndreds  of  businesses.  But  his 

t  big  deal — a  $40  billion 

;rger  with  Honeywell — blew 

in  October  2000  when  GE  in- 

vened  with  an  eleventh-hour 

L  Though  European  regulators 

er  nixed  that  union,  David, 

)med,  insists  he  won't  make  a 

:ond  offer.  Nor  does  he  see  any  trans- 

"ming  deals  anytime  soon.  Despite  LTC's 

billion  cash  war  chest  and  solid  balance 

;et,  /ew  prime  targets  are  left  to  buy. 

Instead,  David  hopes  a  spate  of  new  en- 
^-saving  devices  now  in  UTC  labs  will 
Dvide  continued  growth.  Fueled  in  large 
rt  by  diligent  cost-cutting  and  his  acqui- 
ion  binge — $10  billion  in  deals  from 
95  to  2000 — earnings  have  grown  at  a 
%  annual  clip  since  1994,  to  $2.2  billion 
t  year.  The  stock  followed  suit — up 
0%  to  a  split-adjusted  $64  a  share, 
pling  the  run-up  of  the  SM"  500  and  beat- 
l  its  main  peer,  GE  (see  chart,  p.  64). 

Now,  crimped  by  shrinking  capacity  at 
i  airlines,  sales  have  flattened.  This  year 
't  looking  much  better.  On  the  cost  side, 
ivid  has  little  additional  fat  to  trim — op- 


erating margins  have  more  than  tripled,  to 
14%,  on  his  watch.  David,  60,  got  his  start 
in  1975  at  Otis  Elevator,  which  UTC  ac- 
quired a  year  later.  A  disciplined  operator, 
he  rode  the  corporate  elevator  to  the  top 
ofLiTCin  1994. 

Once  the  parent  of  Boeing  and  United 
Airlines,  UTC  was  mainly  an  aerospace  out- 
fit until  it  bought  Otis.  Now  aerospace  pro- 
vides only  half  of  its  sales  and  profits,  with 
the  rest  coming  from  building  services. 
Pratt  is  the  largest,  with  35%  of  UTC's  op- 
erating profit  (in  the  sense  of  earnings  be- 
fore interest  and  taxes).  Other  divisions  in- 
clude Sikorsky,  maker  of  Blackhawk 


GEORGE  DAVID  whipped 
United  Technologies  into 
a  model  conglomerate  by 
cutting  costs  and  doing 
deals.  Now  he  looks  to  the 
lab  for  new  energy-saving 
gadgets  to  keep  earnings 
aloft.       By  Brett  Nelson 


helicopters  (see  box,  p.  64),  Hamilton  Sun- 
strand  (aircraft  controls)  and  Carrier 
(heaters  and  air  conditioners). 

Until  the  next  Honeywell  comes  along, 
David  is  pushing  his  engineers  to  pry  open 
new  markets.  Problem  is,  David  is  a  bit  of 
a  cheapskate  on  R&D  spending,  preferring 
instead  to  use  excess  cash  to  make  acquisi- 
tions, buy  back  UTC  stock  or  boost  the  div- 
idend. Last  year  aerospace  companies  spent 
an  average  6%  of  revenues  on  R&D,  up  one 
point  from  a  year  earlier,  according  to  R&D 
magazine.  UTC  spent  4.2% — down  from 
5.4%  in  1999.  "It's  a  bit  of  a  concern  that 
R&D  has  come  down,"  says  Thomas  Leritz, 
capital  goods  analyst  at  Bank  of  America. 
(UTC's  research  budget,  however,  was 
boosted  by  an  extra  $1.2  billion  fi-om  gov- 
ernment grants.) 


David  believes  UTC  can  do  more  with 
less.  Carl  Nett,  director  of  United  Tech- 
nologies Research  Center,  has  in  two  and  a 
half  years  added  62  scientists  and  engineers 
to  the  center — bringing  the  number  of 
Ph.D.s  to  196 — while  decreasing  its  total 
roster  by  15%,  to  500,  by  cutting  support 
staff.  The  emphasis:  technology  that  con- 
serves energy. 

A  former  Pratt  guy,  Nett  says  Carrier, 
acquired  in  1979,  has  the  most  potential 
for  innovation.  It  could  stand  a  dose:  Car- 
rier captured  about  one-third  of  its  $8.7 
billion  in  revenues  via  acquisitions  in  the 
last  seven  years  and  boasts  a  bland  10%  op- 
erating margin.  But  how  do  you 
turbocharge  a  product  line 
rooted  in  a  century-old  air-con- 
ditioning cycle?  "These  things 
have  not  been  heavily  engi- 
neered in  the  past,"  says  Nett. 
"We're  bringing  rocket  science." 
Example:  Designers  have 
come  up  with  a  pump-style 
water  heater  for  commercial 
buildings  that  uses  only  a  quarter 
of  the  energy  required  by  con- 
ventional tank  heaters,  which 
convert  energy  (electricity  or  gas) 
to  create  heat.  "Tankless"  mod- 
els, which  heat  water  as  it  flows 
by  hot  coils,  are  slightly  more  ef- 
ficient because  no  heat  gets  lost 
through  the  tank  wall.  Yet  in  both 
devices  the  heat  output  is  limited 
to  the  amount  of  energy  put  in. 
Carrier's  gadget  instead  uses  the  heat  in  out- 
door air  as  the  energy  source.  It  "pumps"  it 
into  the  water  via  the  compression  and  ex- 
pansion of  a  fluid — in  this  case,  carbon 
dioxide — as  in  a  typical  air  conditioner.  For 
every  unit  of  energy  to  drive  the  compres- 
sor, the  pump  yields  four  units  of  heat. 

It's  no  jet  engine,  but  it  has  growth  po- 
tential. The  global  market  for  heaters  that 
handle  at  least  2,000  gallons  a  day  for  large 
hotels  and  factories  is  $3  biUion — and  Car- 
rier has  none  of  it.  Such  heaters  have  been 
tried  before  but  weren't  very  reliable.  The 
problem  with  using  CO2  is  that  the  system 
has  to  run  at  1 ,500psi,  about  five  times  the 
pressure  in  a  typical  refrigeration  cycle.  To 
cope,  the  compressor  and  heat  exchangers 
had  to  be  rejiggered.  UTC's  commercial 
heater  will  cost  no  more  than  European- 
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UNITED  TECHNOLOGIES 


Whirlybirds  of  Prey 

Few  sights  in  manufacturing  inspire  more  awe  than  Siko 
rsky's  2-million-square-foot  helicopter  factory  in  Strat- 
ford, Conn.  One  glimpse  of  a  CH-53E— a  $30  million 
beast  that  carried  up  to  155  soldiers  in  Vietnam— is  worth 
the  trip.  Yet  floor  workers  were  visibly 
somber  in  early  December  when 
Sikorsky  laid  off  267  machinists  and  as- 
semblers. Blackhawks  have  not  been  selling 
well  overseas.  This  year  Sikorsky,  with  $2.1  bil-      " 
Ion  in  sales,  will  ship  roughly  65  helicopters, 
down  from  87  in  2002. 

But  a  comeback  strategy  is  well  underway,  piloted 
by  Paul  Martin,  Sikorsky's  head  of  development.  Martin 
came  out  of  retirement  two  years  ago  to  oversee  the  devel- 
opment of  three  new  helicopters,  including  the  long-antici- 
pated Comanche.  The  program,  run  jointly  by  Sikorsky  and 
Boeing,  has  had  a  bumpy  ride  since  the  army  first  commis- 
sioned 1,292  helicopters  in  1991.  It  cleared  a  big  hurdle  in  Oc 
tober  when  the  government  announced  it  would  spend  $6.5 
billion  for  650  Comanches.  Two  prototypes  have  flown.  Full 
production,  ramping  up  to  60  a  year,  should  start  in  2010. 
Designed  to  complement  Boeing's  Apache  attack  heli- 
copter, the  lesser-armed  Comanche  will  operate  up  to  four 


unmanned  drones  that  fly  ahead  to  scout  for  enemy  targets. 
Better  yet,  "On  a  radar,  it  looks  like  a  sparrow,"  says  Martin, 
57.  If  a  Comanche  does  get  spotted,  it  will  be  hard  to  hit:  It 
flies  backwards  and  sideways  at  80  knots,  and  its  digital 


Sinister  scout: 

a  Comanche  copter. 


display  gives  the  pilot  specific  maneuvers  to  avoid  missiles. 
Two  years  ago  Sikorsky  won  a  $12  billion  Army  contract 
to  build  1,200  remanufactured  Blackhawks  and  up  to  300 
new  ones  over  the  next  20  years.  On  the  commercial  side, 
Sikorsky,  with  partners  in  Japan,  Spain,  Brazil  and  Taiwan, 
will  spend  about  $800  million  to  build  a  transport  bird  ini- 
tially to  service  dignitaries  and  offshore  oil  rigs.  These  pro- 
jects won't  start  boosting  sales  until  2005.  Predicts  Martin: 
"By  2008,  we  will  be  double  in  size."  -B.N. 


style  electric  heaters,  about  $35,000.  Esti- 
mated payback  versus  gas  heaters:  less  than 
two  years.  Carrier  now  is  installing  20  test 
units  for  a  European  hotel  chain. 

Next  target:  the  "high  ventilation"  slice 
of  the  $3.6  billion  commercial  air-condi- 
tioning market.  Current  HVAC  systems  get 
rid  of  stale,  germ-ridden  indoor  air  by  cool- 
ing or  heating  fresh  outdoor  air  and  blow- 
ing it  through  ventilation  ducts,  a  process 
that  gobbles  electricity.  Purifying  indoor  air 
could  cut  the  cost  of  running  fans  and 
chillers  by  up  to  30%.  UTC's  solution:  Pass 
the  return  aii-  through  an  aluminum  filter 
sprayed  with  titanium  dioxide  that,  hit  with 
ultraviolet  rays,  sets  off  a  chemical  reaction 
that  breaks  down  nasty  organic  compounds 
like  benzene  and  formaldehyde  into  carbon 
dioxide  and  water. 

In  jet  aircraft,  purifying  cabin  air  would 
save  on  fuel  needed  to  compress  fresh  air 
bled  from  the  engine  to  ventilate  the  cabin. 
So  far  Carrier  has  sold  just  3,000  units,  all 
for  a  41 -story  office  tower  ii.  Paris  owned 
by  developer  SARI;  it  plans  to  iniu>du<.e  the 
device  in  North  America  in  earh  ?()04 

The  energy-saving  home  run:  Fuel 


cells.  UTC  cells  powered  all  the  ApoDo  mis- 
sions to  the  moon  and  now  run  everything 
from  a  Manhattan  office  tower  to  a  mail- 
sorting  center  in  Alaska.  The  big  focus  is 
on  cars.  Industry  and  government  burn 
roughly  $2  billion  a  year  chasing  an  af- 
fordable cell  for  cars  and  trucks,  but  full- 
scale  production  of  fuel-cell  vehicles  is  still 

Beating  the  Big  Guy 


During  most  of  George  David's 
tenure  as  UTC  chief  executive, 
GE  stock  commanded  a  premium.  In  the 
post-Jack  era,  he  reversed  the  score. 
800        __ 


General  Electric 
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a  decade  away.  UTC  spent  $1 1  million  ot 
annual  $75  million  fliel-ceU  budget  tn  2 
on  a  lab  to  increase  the  power  density  a 
longevity  of  its  latest  cell  for  autos.  A 
breakthrough:  increasing  the  cell's  outf 
by  discharging  water  from  the  fuel  stad 
low  pressure  without  using  a  compress- 
All  that  science  notwithstanding,  V 
Street  still  wants  a  big  deal  out  of  Da\ 
Like  Honeywell,  control-maker  Rockv 
Collins  would  be  a  good  fit,  but  at  16  tir 
trailing  earnings,  it's  pricey.  Otis — wb 
gets  60%  of  its  $6.8  billion  in  reven 
from  service  contracts — could  use  a  lift 
eluding  Otis,  eight  companies  coni 
about  80%  of  the  global  elevator  mar 
four  are  in  Japan.  "There  needs  to  be«c 
consolidation,"  says  Otis  President 
Bousbib.  David  told  analysts  in  Decern 
he  plans  to  spend  about  $1.5  billion  on 
quisitions  in  2003 — small  beer  nex 
Honeywell.  Pressed  further,  David  k 
that  he  will  "go  outside  the  core  [by  bu) 
a  separate  business  line],  but  we'll  n 
compelling  deals." 

Note  to  the  lab  coats:  Keep  the  i( 
coming. 
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GLOBAL    VISION 


Hitachi's  visionary  technology  is  revealing  nature's  deepest  secrets  to  the 
naked  eye.  Our  versatile  electron  microscopes  -  indispensable  tools  in  the 
lanotechnology  revolution  -  have  a  multitude  of  uses  in  fields  ranging  from 
semiconductors  to  biotechnology.  And  our  non-invasive  Magnetic  Resonance 
maging  (MRI)  systems  provide  medical  professionals  with  fast,  accurate 
diagnostic  and  surgical  tools.  Saving  lives,  or  simply  making  life  better,  is  the 
global  vision  at  Hitachi.  Visit  us  on  the  web  and  see  how  we're  inspiring  the 
lext  with  our  advanced  technologies  and  innovative  solutions. 

The  focus  has  been  intentionally  adapted  for  this  advertisement. 
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Inspire  the  Next 
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LFRAL  AFFAIRS 


The  Xenophobia 
Police 

When  Europe  imported  the  American  concept  of 
affirmative  action,  it  made  sure  that  no  bureaucrat 
was  left  behind. 


BY  DAN  SELIGMAN 

EVER  SINCE  SEPT.  11,  EUROPEANS 
have  been  encouraged  to  believe 
that  the  big  new  problem  for 
their  continent  is  discrimina- 
tion. Particularly  Islamophobia. 
In  other  words,  prejudice  against  the 
European  Union's  estimated  15  million 
Muslims. 

Europe's  antibias  bureaucracies,  the 
main  brooders  on  this  new  menace,  are  a 
wonder  to  behold.  There  is  a  European 
Monitoring  Centre  on  Racism  and  Xeno- 
phobia. Also  a  European  Commission 
Against  Racism  and  Intolerance.  And,  of 
course,  there  are  antibias  agencies  in  each 
of  the  EU's  15  member  countries.  On  top 
of  everything  else,  the  UN  Office  of  the 
High  Commissioner  for  Human  Rights 
keeps  involving  itself  in  European  bias 
issues  and  recently  demanded  "that  mea- 
sures taken  in  the  struggle  against  terror- 
ism do  not  discriminate  in  purpose  or 
effect  on  grounds  of  race,  color,  descent, 
or  national  or  ethnic  origin."  The  Euro- 
pean Council  said  it  agreed  with  the  High 
Commissioner. 

Affirmative  action  in  Europe  has  a 
strange  look  to  it.  For  openers,  it's  not 
called  affirmative  action.  For  reasons 
never  logically  explicated,  but  possibly  in 
an  effort  to  de-cmphasize  the  copycat 
aspect — affirmative  action  is,  after  all,  an 
American    invention    -'he    European 

lination." 

^    it's  gen- 

i  iohn- 

...:  native 

!  9;vJs,  and 

mshave 

atters  in 

cferences. 


Union  calls  it  "posit i' 
Second,  and  mu 
erally  nonconboveii,..!, 
son  and  Richard  Nixop  ,, 
action  to  the  U.S.  back  li-  ; 
in  the  ensuing  40  years,  Aino 
regularly  torn  passici    ' 
arguing  about  race  ani.1 


In  the  U.S.,  affirmative  action  means 
boundless  litigation  and  statewide  ref- 
erendums.  Nothing  like  this  happens  in 
Europe.  Positive  discrimination  is  grow- 
ing prodigiously  on  the  continent,  and 
hardly  anybody's  complaining.  The 
most  high-profile  critic  of  ethnic  pref- 
erences in  Europe  would  appear  to  be 
lean-Marie  Le  Pen  in  France,  whose  fas- 
cist and  anti-Semitic  views  do  not 
exactly  make  him  a  credible  opponent 
of  the  positive  discrimination  trend. 
Serious  mainstream  politicians  and 
intellectuals  have  been  no-shows  in  the 
oyal  opposition  to  this  dogma. 

In  the  1990s  the  French  government 
iS  vowing  never  to  get  into  discrinii- 
iUition  positive.  This  position  had  col- 
lapsed by  2000,  when  the  French  Labor 
Code  was  modified  not  only  to  bar  dis- 


crimination on  many  different  ground 
(one  was  "physical  appearance")  bu 
also  to  comply  with  a  European  Counc 
'directive  promoting  "full  equality  i 
practice,"  exemplified  in  special  mea 
sures  to  help  individuals  who  had  sul 
fered  discrimination  on  the  grounds  c 
religion,  disability,  age  or  sexual  orier 
tation.  Muslims  were  the  group  princ 
pally  involved,  and  they  are  not  scare 
They  may  outnumber  practicing  Cathc 
lies  in  France. 

The  U.K.  did  not  previously  have  lav 
on  sexual  orientation,  but  it  will  get  thei 
this  year,  thanks  to  an  "employmei 
directive"  issued  by  the  EU.  The  directii 
bars  workplace  harassment  of  homose; 
uals,  including  indirect  discriminatio 
caused  by  policies  that  are  not  enacte 
with  homosexuals  in  mind.  Also  trigge 
ing  strains  in  the  U.K.,  plus  a  certa 
amount  of  hilarity,  is  the  EU's  pressure  f 
something  called  "age  diversity."  It  go 
beyond  traditional  age-discriminatic 
laws  and  involves  building  up  your  lab^ 
force  so  that  it  mirrors  the  age  structu 
of  the  area.  Among  those  currently  sig 
ing  on  to  the  program  in  Britain 
Domino's  Pizza. 

The  Netherlands  has  what  appea 
to  be  the  most  ambitious  affirmati 
action  regime  in  the  EU  and  genera! 
gets  rave  reviews  from  the  Europe; 
Union.  On  center  stage  is  the  countr 
clunkily  named  Act  on  the  Stimulatii 
of  Participation  of  Minorities  in  t 
Labor  Market,  which  requires  comp 
nies  and  public  agencies  to  build  thi 
labor  forces  so  that  they  reflect  the  et 
nic  composition  of  the  areas.  (To 
sure,  there  are  no  sanctions  and  a  lot 
companies  cheat.)  The  Netherlands  a 
has  an  Equal  Treatment  Commissi 
that   monitors   a    1994   law  barri 
employment  discrimination  based 
race,  sex,  marital  status  and,  would  y 
believe,  a  worker's  political  ideas. 

The  European  Union  is  in  t 
process  of  adding  ten  more  countri 
mostly  from  eastern  Europe,  and  th 
entrants  will  have  to  meet  EU  discrir 
nation  standards  before  they  are  allov 
in.  All  very  positive  for  one  segment 
the  population — bureaucrats  look; 
for  things  to  do. 
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Nobody  is  more 
♦  demanding  than 

Darias  clients. 


They  want  it  immediately, 
"hey're  serious.  They  mean  it. 
Or  else! 


These  seem  like  reasonable 
demands  to  Daria. 


Reliability  and  speed.  Clients  want  it.  You  deliver  it  —  with  FedEx  Express®  It's  rapid,  reliable,  tinne-definite 
lelivery  from  the  people  who  created  the  modern  express  industry  Service  options.  Online  tracking.  A  Money- 
^ack  Guarantee*  It's  all  part  of  the  FedEx  package.  Need  to  get  it  there  or  else? 
Don't  worry.  There's  a  FedEx  for  that!" 


edex.com 


E 


lyvlJJLVyOC 


When  Russia's  electricity 
monopoly  Is  broken  up,  who  will 
get  the  choicest  pieces?  Some 
Western  shareholders  are  putting 
up  a  surprisingly  effective  squawk. 


BY  PAUL  KLEBNIKOV 


ruggle 

ANOTHER  REDISTRIBUTION  OF  RUSSIA'S  INDUSTRIAL  WEALT 
is  under  way.  After  the  privatization  debauchery  of  the  1990 
when  Boris  Yeltsin  sat  by  while  insiders  walked  off  with  tl 
country's  best  oil  and  metals  companies,  now  comes  the  tiu 
of  Unified  Energy  System. 
UES,  52%  owned  by  the  state  and  perhaps  20%  by  foreign  portff 
lio  investors,  is  the  largest  electric  utility  in  the  world.  Including  tl 
plants  of  its  partly  owned  subsidiaries,  it  controls  156  gigawatts  ' 
generating  capacity,  nearly  the  capacity  of  Germany  and  Brita' 
combined.  Today  this  sprawling  empire  is  being  broken  uj 
At  the  center  of  the  three-year-long  fray  stands  An 
toly  Chubais,  47,  the  architect  of  Russia's  flawed  tra 
sition  to  a  market  economy  in  the  1990s.  Articula 
energetic  and  pragmatic,  Chubais  used  to  be  t 
golden  boy  of  Russia's  emerging  market.  But  t 
days  when  Western  investment  banks  rushed 
invest  in  the  projects  he  championed  and  We 
ern  politicians  and  newspapers  parroted  1 
opinions  are  long  gone.  In  1998,  after  the  Russi 
monetary  system  collapsed,  Chubais  was  fired 
first  deputy  prime  minister. 

But  he  landed  in  a  position  of  extraordin. 
power.  As  general  director  of  UES  in  Moscc 
Chubais  presides  over  most  of  Russia's  big  pov 
plants  and  transmission  lines.  Following  West( 
precedent,  Chubais  aims  to  split  generating  asj 
ft-om  the  distribution  of  electricity  and  heat  (a  1 
product  of  generation  in  cities).  "The  energy  sector  is 
last  remnant  of  the  socialist  economy,"  Chubais  ti 
FORBES.  "Here,  you  still  have  the  old-fashioned  product 
plans  and  government  price  controls.  What  I  am  doing  is 
suring  that  a  normal  market  develops  in  this  sector." 
These  are  words  to  warm  any  capitalist's  heart.  But  a 
one  who  thinks  that  Chubais  is  simply  a  free  market  crusa 
should  listen  to  UES  minority  shareholders,  who  are  compk 
ing  that  Chubais'  reform  could  degenerate  into  another  serie 
corrupt  insider  deals.  Fears  of  getting  the  short  end  of  the  tra 
mission  line  have  persuaded  investors  to  mark  down  UES'  mai 
value  to  $5  billion.  Add  in  debt,  subtract  the  cash  and  divide  by  g 
erating  capacity  (including  only  a  pro  rata  share  of  subsidiai 
power),  and  the  market  says  UES'  system  is  worth  6  cents  a  watt.  O 
parable  figure  for  Exelon  Corp.:  $1.12. 


When  Anatoly  Chubais  began  talking  about  breaking  up 
his  giant  utility,  the  oligarchs  smelled  blood. 


Chubais'  first  plan  for  breaking  up  UES,  pre- 
:ed  in  iMarch  2000,  was  to  retain  control  of 
national  transmission  grid  but  break  up  the 
of  UES  into  hundreds  of  small  companies 
sell  off  the  assets  piece  by  piece.  Sharehold- 
raised  a  stink. 

This  was  a  straightforward  asset-stripping 
erne,"  says  Alexander  Branis,  a  UES  board 
mber  and  director  of  Swedish  funds  group 
sperity  Capital  Management.  "Together  with 
er  minority  shareholders,  we  wrote  a  letter  to 
sident  Putin,  expressing  our  concerns  that  the 
;ts  of  UES  would  be  given  away." 
Putin  set  up  a  committee  to  study  the  matter. 
e  committee  came  back  with  a  plan  resembling 
1984  breakup  of  AT&T.  UES  would  be  dis- 
mbered  into  some  30  companies  ( rather  than 
ndreds),  and  UES  shareholders  would  get  shares 
each. 

But  Chubais  did  not  wait  for  the  restructur- 
plan  to  take  effect  and  began  negotiations  to 
off  bits  and  pieces  of  UES.  Russia's  oligarchs 
elled  the  blood  in  the  water  and  began  acquir- 
blocking  stakes  (25%  plus  one  share)  in  at  least 
lird  of  UES'  regional  subsidiaries;  they  have  also 
en  buying  up  the  depressed  shares  of  the  parent, 
ley  evidendy  aim  to  swap  these  shares  for  pow- 
louses  or  other  assets. 

This  is  the  kind  of  dealmaking  Chubais  excels 
Over  the  past  year  he  promised  the  powerful 
ayor  of  Moscow  the  opportunity  for  the  city  to 
ce  control  of  the  Moscow  electricity  and  heat 
stribution  grid.  Oil  giant  Yukos  was  promised 
ture  control  of  the  generating  assets  of  the 
)msk  regional  utility.  Russian  Aluminum  con- 
need  Chubais  to  pledge  a  stake  in  the  unfinished 
jguchansk  hydroelectric  plant  in  Siberia  (re- 
acement  cost:  $1  billion)  to  secure  a  $10  mQlion 
an  to  the  plant.  In  the  southern  region  of  Rostov 
[company  linked  to  a  UES  manager  bought  a  gas- 
red  power  plant  for  zero  cash  down  and  $2.5  mil- 
an  over  four  years. 

Last  summer  UES  minority  shareholders  got 
lind  of  these  negotiations.  With  government  sup- 
ort,  they  passed  a  resolution  that  any  deal  worth 
lore  than  $500,000  had  to  be  approved  by  the 
oard  of  directors.  The  board  has  since  blocked 
le  Yukos  and  Russian  Aluminum  deals. 

Meanwhile,  Chubais  has  plans  to  divide  the 
iggest  base-load  plants  among  ten  competing 
enerating  companies.  At  first  he  proposed  out-' 
3urcing  the  management  of  these  companies  to 
ther  outfits,  including  the  Italian  utility  Enel, 
nd  giving  these  management  companies  op- 
ions  to  buy  equity  stakes  in  what  they  were 


For  Sale: 


Chubais  wanted  to  break 
up  $15  billion  (revenue)  UES 
into  hundreds  of  companies 
and  sell  them  off  piece 
by  piece,  but  minority 
shareholders  forced  him  to 
change  his  plans.  Here's 
how  UES  and  its  restructur- 


ing plan  look  today. 


38  federal  power  plants 

The  biggest  hydro  and  thermal 
plants  in  the  UES  portfolio. 

UES  ownership:  100% 

Restructuring  plan: 

Combine  into  ten  independent 
generating  companies,  each  with 
the  capacity  of  a  major  world-class 
power  company:  provide  pro  rata 
distribution  to  UES  shareholders. 


National  transmission  grid 

1.7  million  miles  of  transmission 
lines  (more  than  six  times  the 
distance  to  the  moon). 

UES  ownership:  100% 

Restructuring  plan: 

Keep  as  a  monopoly;  provide  pro 
rata  distribution  to  UES  shareholders, 
but  the  state  may  raise  its  stake 
from  52%  to  75%. 


73  regional  utilities 


Russia's  regional  utilities 
combine  generation, 
transmission  and  distribution. 

UES  ownership:  49% 

(average) 

Restructuring  plan: 

Spin  off  transmission  and 
distribution;  combine  generation 
into  30  regional  companies;  provide 
pro  rata  distribution  to  shareholders. 


managing.  To  UES  shareholders  it  conjured  up 
images  of  Russia's  infamous  loans-for-shares 
scheme  of  1995-97,  under  which  the  oligarchs  got 
a  one-year  contract  to  manage  state-owned  oil 
companies  in  a  series  of  lopsided  auctions,  ran 
these  companies  in  a  way  that  made  them  unat- 
tractive to  any  outside  bidders  and  then  ended 
up  buying  them  for  a  song.  Shareholder  pressure 
forced  Chubais  to  back  down  on  the  idea  of 
granting  options,  but  he  still  wants  to  bring  in 
outside  management  companies. 

"A  management  company  merely  adds  an 
extra  buffer  between  shareholders  and  the  operat- 
ing companies,"  protests  board  member  Branis.  "It 
weakens  the  control  of  the  shareholders  over  the 
company's  assets." 

Another  point  of  contention  is  the  pace  of  the 
electricity  sector  reform.  Andrei  lUarionov,  chief 
economic  adviser  to  President  Putin,  argues  that 
the  deregulation  of  wholesale  electricity  should  be 
accompanied  by  the  deregulation  of  retail  electric- 
ity, as  well  as  of  natural  gas  and  rents  in  municipal 
housing. 

"Chubais  is  in  a  big  hurry,"  Illarionov  says. 
"He  does  not  want  to  wait  for  the  other  parts  of 
the  reform  package  to  be  ready." 

Why  the  rush? 

"I  don't  see  any  reason  to  waste  any  time,"  an- 
swers Chubais.  "My  approach  has  always  been  to 
take  decisive  action  whenever  possible.  I  refuse  to 
wait  for  someone  else  to  make  the  decision  for  me." 

Unlike  some  other  Yeltsin-era  politicians, 
Chubais  did  not  line  his  own  pockets  during  the 
first  wave  of  privatization  and  is  not  doing  so  now. 
The  complaining  UES  shareholders  can  only 
accuse  him  of  trying  to  earn  political  favors  that 
would  boost  his  position  as  a  power  broker  in  the 
parliamentary  elections  later  this  year  and  the 
presidential  elections  of  2008. 

"This  is  a  way  to  grease  the  wheels  and  create  a 
bunch  of  people  who  owe  him  a  lot,"  says  William 
Browder,  chief  executive  of  Moscow-based  invest- 
ment fund  Hermitage  Capital,  a  UES  shareholder. 

The  government  is  currently  working  out  a 
more  detailed  and  transparent  restructuring  plan 
and  a  more  gradual  liberalization  of  the  electric- 
ity sector.  It  could  still  go  wrong  and  the  oligarchs 
could  end  up  taking  over  the  assets  of  UES  after 
all.  But  the  mere  fact  that  UES  minority  share- 
holders have  managed  to  block  Chubais'  riskier 
proposals  thus  far — and  the  fact  that  the  Putin 
administration  has  supported  them  so  deci- 
sively— shows  how  much  the  country  has 
changed  since  the  Yeltsin  years.  Even  in  Moscow, 
shareholders  have  some  rights.  F 
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It's  the  PC,  evolved. 

When  inspiration  strikes,  will 
you  be  ready?  Will  you  harness 
it  or  watch  it  skip  quickly  away? 
The  Tablet  PC  puts  the  full  power 
of  Windows"^  XP  Professional  in  a 
laptop  computer  that  with  a  flip 
of  the  screen  becomes  as  simple 
to  use  as  a  pad  and  pen. 

You  write,  draw,  scribble,  and 
erase  directly  on  the  screen. 
Save  your  notes,  share  them, 
convert  them  to  text— so  your 
ideas  don't  get  away.  They  get 
jotted  down  or  sketched  out, 
then  made  into  more,  wherever 
and  whenever. 

Download  the  Office  XP  pack 
for  Tablet  PC  to  write  directly  in 
Office  XP  documents.  Now  you 
can  write  e-mail  in  your  own 
handwriting,  using  Microsoff^ 
OutlookH'  Mark  up  a  Web  article, 
make  a  quick  sketch,  then  share 
it  all  with  other  PC  users  whether 
they  have  a  Tablet  PC  or  not. 

You  can  use  the  Tablet  PC  with 
your  mouse  or  keyboard  as  well 
as  the  digital  pen.  So  whether 
you're  in  your  office,  in  a  meeting, 
in  the  hallway,  or  in  a  cab— the 
PC  is  more  mobile,  versatile, 
and  powerful  than  ever  before. 
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microscft.com/tabletpc 
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ir  on  SUVs 
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every  photosynthesizing  pli 
inhales  it.  ''" 

If  you  believe  that  the  ea  "" 
is  on  an  aberrant  warm!  "^ 
trend  right  now,  and  that  ind'  '" 
trial  CO2  is  to  blame  (note  t  ""' 
the  earth  has  been  gradut'  '* 
warming  for  thousands  ■ 
years,  which  is  why  we're  1'  *' 
under  a  glacier),  then  consiJ  " 
this:  If  Honda  sedans  were  sil  ^ 
stituted  for  every  SUV,  the  ^ 
irth  wouldn't  know  the  difference.  There  are  750  million  c 
id  trucks  on  the  globe.  Last  year  we  sold  4  million  utility  ve 
es  in  America,  all  types,  and  most  of  them  were  not  partii 
rly  low  mileage/high-carbon  dioxide  vehicles. 

Terrorism:  I  suppose  if  no  one  used  oil  then  some  M 
ates  would  be  beggars  and  some  terrorists  couldn't  afford  \ 
lition  at  flight  school.  But  more  Arab  oil  goes  to  others— 
jrope  and  Asia — than  to  us. 

Remember  that  SUVs  use  just  a  fraction  of  the  world's  1 
here  are  those  750  million  vehicles,  and  all  the  oil  going  to  h 
ames  and  to  lubricate  machines  and  to  provide  the  ingre 
Its  for  plastics.  I'll  believe  that  666  is  the  mark  of  the  D& 
fore  I  believe  that  banning  Chevrolet  Suburbans  will  win  1 
ar  on  terrorism. 

Yes,  I  prefer  to  use  less  fuel  and  pay  less  at  the  pumps.  Eve 
de  is  working  on  energy-saving  technology — hybrid  engin 
iesels,  hydrogen  engines.  So  are  manufacturers  backing  av 
om  big  SUVs  as  the  Wall  Street  Journal  said?  No.  Nissan 
reparing  a  big  new  SUV.  Cadillac  just  introduced  an  even  b 
r  Escalade.  GM  is  preparing  systems,  such  as  cylinder  cuto: 
I  increase  fuel  economy  on  big  SUVs. 

What  is  happening  in  the  SUV  market  has  been  going  on  1 
ars.  It's  just  that  vehicle  makers,  from  Porsche  to  Kia,  i 
iding  to  the  variety  of  vehicles  they  make.  You  can  bu> 
70,000  SUV  Porsche;  a  sleekly  styled  SUV  by  Nissan  and  Toyo 
hybrid  (gasoline/electric  engine)  SUV  by  Ford,  Toyota  and  c, 
:  a  station-wagon-type  SUV  by  Ford,  Cadillac  and  Chrysler. 
And  what  would  lesus  drive?  I've  been  to  Israel,  ludat 
unaria,  Sinai  and  the  shores  of  Galilee.  It's  a  rocky  land  a 
,000  years  ago  there  were  paths  or  trails,  not  concrete  hig 
ays.  Might  Christ  have  needed  a  big  SUV  to  get  into  those  hil 
ly  friend  lason  says,  "He  was  a  carpenter.  He  would  have  dn 
1  a  pickup  and  probably  would  have  had  a  crew  cab  version 
irry  more  of  His  followers."  And  four-wheel  drive  for  the 
ills.  A  hybrid  wouldn't  have  made  it. 
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Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automol 
industry  since  1958.  Visit  his  home  page  at  w¥n«.forbes.com/flinf. 


Chubais'  first  plan  for  breaking  up  UES,  pre- 
ted  in  March  2000,  was  to  retain  control  of 
e  national  transmission  grid  but  break  up  the 
St  of  UES  into  hundreds  of  small  companies 
d  sell  off  the  assets  piece  by  piece.  Sharehold- 
s  raised  a  stink. 

"This  was  a  straightforward  asset-stripping 
heme,"  says  Alexander  Branis,  a  UES  board 
ember  and  director  of  Swedish  funds  group 
rosperit\'  Capital  Management.  "Together  with 
Jier  minority  shareholders,  we  wrote  a  letter  to 
resident  Putin,  expressing  our  concerns  that  the 
sets  of  UES  would  be  given  away." 

Putin  set  up  a  committee  to  study  the  matter. 
he  committee  came  back  with  a  plan  resembling 
le  1984  breakup  of  AT&T.  UES  would  be  dis- 
lembered  into  some  30  companies  ( rather  than 
undreds),  and  UES  shareholders  would  get  shares 
each. 
But  Chubais  did  not  wait  for  the  restructur- 
ig  plan  to  take  effect  and  began  negotiations  to 
ell  off  bits  and  pieces  of  UES.  Russia's  oligarchs 
melled  the  blood  in  the  water  and  began  acquir- 
ig  blocking  stakes  (25%  plus  one  share)  in  at  least 
third  of  UES'  regional  subsidiaries;  they  have  also 
)een  buying  up  the  depressed  shares  of  the  parent. 
Tiey  evidently  aim  to  swap  these  shares  for  pow- 
rhouses  or  other  assets. 

This  is  the  kind  of  dealmaking  Chubais  excels 
It:  Over  the  past  year  he  promised  the  powerful 
■nayor  of  Moscow  the  opportunity  for  the  city  to 
ake  control  of  the  Moscow  electricity  and  heat 
Ustribution  grid.  Oil  giant  Yukos  was  promised 
\iture  control  of  the  generating  assets  of  the 
Omsk  regional  utility.  Russian  Aluminum  con- 
vinced Chubais  to  pledge  a  stake  in  the  unfinished 
Boguchansk  hydroelectric  plant  in  Siberia  (re- 
placement cost:  $1  billion)  to  secure  a  $10  million 
can  to  the  plant.  In  the  southern  region  of  Rostov 
cgmpany  linked  to  a  UES  manager  bought  a  gas- 
fired  power  plant  for  zero  cash  down  and  $2.5  mil- 
lion over  four  years. 

Last  summer  UES  minority  shareholders  got 
wind  of  these  negotiations.  With  government  sup- 
port, they  passed  a  resolution  that  any  deal  worth 
I  more  than  $500,000  had  to  be  approved  by  the 
board  of  directors.  The  board  has  since  blocked 
the  Yukos  and  Russian  Aluminum  deals. 

MeanwhOe,  Chubais  has  plans  to  divide  the 
biggest  base-load  plants  among  ten  competing 
generating  companies.  At  first  he  proposed  out- 
sourcing the  management  of  these  companies  to 
other  outfits,  including  the  Italian  utility  Enel, 
and  giving  these  management  companies  op- 
tions to  buy  equity  stakes  in  what  they  were 


For  Sale: 


Chubais  wanted  to  break 
up  $15  billion  (revenue)  UES 
into  hundreds  of  companies 
and  sell  them  off  piece 
by  piece,  but  minority 
shareholders  forced  him  to 
change  his  plans.  Here's 
how  UES  and  its  restructur- 
ing plan  look  today. 


38  federal  power  plants 

The  biggest  hydro  and  thermal 
plants  in  the  UES  portfolio. 

UES  ownership:  100% 

Restructuring  plan: 
Combine  into  ten  independent 
generating  companies,  each  with 
the  capacity  of  a  major  world-class 
power  company:  provide  pro  rata 
distribution  to  UES  shareholders. 


National  transmission  grid 

1.7  million  miles  of  transmission 
lines  (more  than  six  times  the 
distance  to  the  moon). 

UES  ownership:  100% 

Restructuring  plan: 
Keep  as  a  monopoly;  provide  pro 
rata  distribution  to  UES  shareholders, 
but  the  state  may  raise  its  stake 
from  52%  to  75%. 


73  regional  utilities 

Russia's  regional  utilities 
combine  generation, 
transmission  and  distribution. 

UES  ownership:  49% 

(average) 

Restructuring  plan: 

Spin  off  transmission  and 
distribution;  combine  generation 
Into  30  regional  companies;  provide 
pro  rata  distribution  to  shareholders. 


managing.  To  UES  shareholders  it  conjured  up 
images  of  Russia's  infamous  loans-for-shares 
scheme  of  1995-97,  under  which  the  oligarchs  got 
a  one-year  contract  to  manage  state-owned  oil 
companies  in  a  series  of  lopsided  auctions,  ran 
these  companies  in  a  way  that  made  them  unat- 
tractive to  any  outside  bidders  and  then  ended 
up  buying  them  for  a  song.  Shareholder  pressure 
forced  Chubais  to  back  down  on  the  idea  of 
granting  options,  but  he  still  wants  to  bring  in 
outside  management  companies. 

"A  management  company  merely  adds  an 
extra  buffer  between  shareholders  and  the  operat- 
ing companies,"  protests  board  member  Branis.  "It 
weakens  the  control  of  the  shareholders  over  the 
company's  assets." 

Another  point  of  contention  is  the  pace  of  the 
electricity  sector  reform.  Andrei  Illarionov,  chief 
economic  adviser  to  President  Putin,  argues  that 
the  deregulation  of  wholesale  electricity  should  be 
accompanied  by  the  deregulation  of  retail  electric- 
ity, as  well  as  of  natural  gas  and  rents  in  municipal 
housing. 

"Chubais  is  in  a  big  hurry,"  Illarionov  says. 
"He  does  not  want  to  wait  for  the  other  parts  of 
the  reform  package  to  be  ready." 

Why  the  rush? 

"I  don't  see  any  reason  to  waste  any  time,"  an- 
swers Chubais.  "My  approach  has  always  been  to 
take  decisive  action  whenever  possible.  I  refuse  to 
wait  for  someone  else  to  make  the  decision  for  me." 

Unlike  some  other  Yeltsin-era  politicians, 
Chubais  did  not  line  his  own  pockets  during  the 
first  wave  of  privatization  and  is  not  doing  so  now. 
The  complaining  UES  shareholders  can  only 
accuse  him  of  trying  to  earn  political  favors  that 
would  boost  his  position  as  a  power  broker  in  the 
parliamentary  elections  later  this  year  and  the 
presidential  elections  of  2008. 

"This  is  a  way  to  grease  the  wheels  and  create  a 
bunch  of  people  who  owe  him  a  lot,"  says  William 
Browder,  chief  executive  of  Moscow-based  invest- 
ment fund  Hermitage  Capital,  a  UES  shareholder. 

The  government  is  currently  working  out  a 
more  detaOed  and  transparent  restructuring  plan 
and  a  more  gradual  liberalization  of  the  electric- 
ity sector.  It  could  still  go  wrong  and  the  oligarchs 
could  end  up  taking  over  the  assets  of  UES  after 
all.  But  the  mere  fact  that  UES  minority  share- 
holders have  managed  to  block  Chubais'  riskier 
proposals  thus  far — and  the  fact  that  the  Putin 
administration  has  supported  them  so  deci- 
sively— shows  how  much  the  country  has 
changed  since  the  Yeltsin  years.  Even  in  Moscow, 
shareholders  have  some  rights.  F 
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Backseat  Driver  By  Jerry  Flint 


The  Holy  War  on  SUVs 


Okay,  Jesus  Christ 

would  not  have 

driven  a  sport 

utility.  He 

would  have  had 

a  4x4  pickup 

with  crew  cab. 


Irs  SALEM  ALL  OVER  AGAIN.  THIS  TIME  THE  ALLEGED 
witches  are  sport  utility  vehicles,  said  to  be  the  work  of  the 
Devil.  More  particularly,  the  government's  chief  safety  offi- 
cial says  SUVs  are  too  dangerous.  The  Wall  Street  Journal 
says  in  an  article:  "Auto  Makers  Start  To  Back  Away  From 
Big  SUVs."  The  greenies  say  the  big  cars  heat  up  the  earth,  the 
know-nothings  blame  them  for  Arab  terrorism,  and  the  yahoos 
figure  that  lesus  wouldn't  drive  one. 

Where  does  all  this  misinformation  and  wrongheaded 
opinion  come  from?  Let's  take  the  accusations  hurled  at  these 
cars  one  at  a  time. 

Safety:  SUVs  are  generally 
safer  than  other  vehicles. 
That's  it.  The  best  informa- 
tion I've  seen  comes  from  the 
Insurance  Institute  for  High- 
way Safety.  Its  last  breakdown 
of  driver  deaths  reported: 

"Bigger  and  heavier  vehi- 
cles are  better:  Two  important 
characteristics  influencing 
crash  outcome  are  vehicle 
size  and  weight,  which  are 
strongly  related.  The  smaller 
vehicles  in  each  class  generally 
have  higher  death  rates." 

SUVs  have  high  death  rates  in  single-vehicle  rollover  crashes. 
Notwithstanding  that,  they  are  generally  safer  than  other  vehi- 
cles. Most  victims  who  died  in  SUV  rollovers  weren't  wearing 
seat  belts.  Buckled  up,  you're  safer  in  an  SUV  than  in  a  light- 
weight car  that  doesn't  roU  as  easOy. 

The  popular  Ford  Explorer  had  a  driver  death  rate  of  56 
per  1  million  registered  vehicle  years.  Of  89  car  models 
reviewed,  74  had  higher  death  rates;  of  34  pickups  reviewed, 
32  had  higher  death  rates.  All  seven  sporty  cars  (like  Mustang 
and  Miata)  had  higher  death  rates.  These  Insurance  Institute 
figures  are  a  few  years  old,  but  they  are  the  latest  available  and 
still  representative. 

Yes,  auto  companies  should  do  more  about  the  rollovers. 
Stability  control  systems  that  sense  impending  rollovers  and 
automatically  brake  individual  wheels  should  become  more 
common  on  SUVs.  And  when  a  big  SUV  hits  a  smaller  car,  the  lit- 
tle guy  gets  clobbered.  This  is  big  guy/little  guy  physics.  But 
Ford's  new  :  ^cpeditions  and  Navigators  are  designed  so  that 
their  bumpei  ^  don't  override  most  cars.  More  such  engineering 
improvemenls  will  come  with  future  designs. 

Earth  wa;ming:  Yes,  carbon  dioxide  in  the  atmosphere 
is  considerc' '  a  cause  of  earth  warming.  It  also  is  key 
to  life  on  th    planet.  Every  person  exhales  CO:,  and 
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every  photosynthesizing  plz 
inhales  it. 

If  you  beUeve  that  the  eai 
is  on  an  aberrant  warmi 
trend  right  now,  and  that  indi 
trial  CO2  is  to  blame  (note  tl|  * 
the  earth  has  been  gradual  * 
warming  for  thousands 
vears,  which  is  why  we're  n 
under  a  glacier),  then  consic 
^  this:  If  Flonda  sedans  were  sul"' 
.-v«->'k  stituted  for  every  SUV,  the  c 
earth  wouldn't  know  the  difference.  There  are  750  million  c?  •'^ 
and  trucks  on  the  globe.  Last  year  we  sold  4  mUhon  utility  vel 
cles  in  America,  all  types,  and  most  of  them  were  not  partic  1 
larly  low  mileage/high-carbon  dioxide  vehicles. 

Terrorism:  I  suppose  if  no  one  used  oil  then  some  Ar: 
states  would  be  beggars  and  some  terrorists  couldn't  afford  t 
tuition  at  flight  school.  But  more  Arab  oil  goes  to  others — 
Europe  and  Asia — than  to  us. 

Remember  that  SUVs  use  just  a  fraction  of  the  world's  c 
There  are  those  750  million  vehicles,  and  all  the  oil  going  to  he 
homes  and  to  lubricate  machines  and  to  provide  the  ingrec 
ents  for  plastics.  I'U  believe  that  666  is  the  mark  of  the  De', 
before  I  believe  that  banning  Chevrolet  Suburbans  will  win  tl 
war  on  terrorism. 

Yes,  I  prefer  to  use  less  fuel  and  pay  less  at  the  pumps.  Ever 
one  is  working  on  energy-saving  technology — hybrid  engint 
diesels,  hydrogen  engines.  So  are  manufacturers  backing  aw? 
from  big  SUVs  as  the  Wall  Street  Journal  said?  No.  Nissan 
preparing  a  big  new  SUV.  Cadillac  just  introduced  an  even  bi; 
ger  Escalade.  GM  is  preparing  systems,  such  as  cylinder  cutofl' 
to  increase  fuel  economy  on  big  SUVs. 

What  is  happening  in  the  SUV  market  has  been  going  on  f< 
years.  It's  just  that  vehicle  makers,  from  Porsche  to  Kia,  ai 
adding  to  the  variety  of  vehicles  they  make.  You  can  buy 
$70,000  SUV  Porsche;  a  sleekly  styled  SUV  by  Nissan  and  Toyot 
a  hybrid  (gasoline/electric  engine)  SUV  by  Ford,  Toyota  and  G^ 
or  a  station-wagon-type  SUV  by  Ford,  CadLUac  and  Chrysler. 

And  what  would  lesus  drive?  I've  been  to  Israel,  Judae. 
Samaria,  Sinai  and  the  shores  of  Galilee.  It's  a  rocky  land  an 
2,000  years  ago  there  were  paths  or  trails,  not  concrete  higJ 
ways.  Might  Christ  have  needed  a  big  SUV  to  get  into  those  hill; 
My  friend  Jason  says,  "He  was  a  carpenter.  He  would  have  drh 
en  a  pickup  and  probably  would  have  had  a  crew  cab  version  t 
carry  more  of  His  followers."  And  four-wheel  drive  for  thot 
hills.  A  hybrid  wouldn't  have  made  it.  I 
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Chubais'  first  plan  for  breaking  up  UES,  pre- 
ted  in  March  2000,  was  to  retain  control  of 
!e  national  transmission  grid  but  break  up  the 
1st  of  UES  into  hundreds  of  small  companies 
,d  sell  off  the  assets  piece  by  piece.  Sharehold- 
s  raised  a  stink. 

"This  was  a  straightforward  asset-stripping 
heme,"  says  Alexander  Branis,  a  UES  board 
ember  and  director  of  Swedish  flmds  group 
osperity  Capital  Management.  "Together  with 
er  minority  shareholders,  we  wrote  a  letter  to 
esident  Putin,  expressing  our  concerns  that  the 
ts  of  L^ES  would  be  given  away." 
Putin  set  up  a  committee  to  study  the  matter, 
e  committee  came  back  with  a  plan  resembling 
e  1984  breakup  of  AT&T.  UES  would  be  dis- 
embered  into  some  30  companies  ( rather  than 
undreds),  and  UES  shareholders  would  get  shares 
each. 
But  Chubais  did  not  wait  for  the  restructur- 
g  plan  to  take  effect  and  began  negotiations  to 
ell  off  bits  and  pieces  of  UES.  Russia's  oligarchs 
melled  the  blood  in  the  water  and  began  acquir- 
ng  blocking  stakes  (25%  plus  one  share)  in  at  least 
third  of  UES'  regional  subsidiaries;  they  have  also 
3een  buying  up  the  depressed  shares  of  the  parent, 
rhey  evidently  aim  to  swap  these  shares  for  pow- 
erhouses or  other  assets. 

This  is  the  kind  of  dealmaking  Chubais  excels 
at:  Over  the  past  year  he  promised  the  powerful 
mayor  of  Moscow  the  opportunity  for  the  city  to 
take  control  of  the  Moscow  electricity  and  heat 
distribution  grid.  Oil  giant  Yukos  was  promised 
uture  control  of  the  generating  assets  of  the 
Tomsk  regional  utility.  Russian  Aluminum  con- 
vinced Chubais  to  pledge  a  stake  in  the  unfinished 
Joguchansk  hydroelectric  plant  in  Siberia  (re- 
jlacement  cost:  $1  billion)  to  secure  a  $10  million 
loan  to  the  plant.  In  the  southern  region  of  Rostov 
a  company  linked  to  a  UES  manager  bought  a  gas- 
fired  power  plant  for  zero  cash  down  and  $2.5  mil- 
lion over  four  years. 

Last  summer  UES  minority  shareholders  got 
wind  of  these  negotiations.  With  government  sup- 
port, they  passed  a  resolution  that  any  deal  worth 
more  than  $500,000  had  to  be  approved  by  the 
board  of  directors.  The  board  has  since  blocked 
the  Yukos  and  Russian  Aluminum  deals. 

Meanwhile,  Chubais  has  plans  to  divide  the 
biggest  base-load  plants  among  ten  competing 
generating  companies.  At  first  he  proposed  out- 
sourcing the  management  of  these  companies  to 
other  outfits,  including  the  Italian  utility  Enel, 
and  giving  these  management  companies  op- 
tions to  buy  equity  stakes  in  what  they  were 


For  Sale: 


Chubais  wanted  to  break 
up  $15  billion  (revenue)  UES 
into  hundreds  of  companies 
and  sell  them  off  piece 
by  piece,  but  minority 
shareholders  forced  him  to 
change  his  plans.  Here's 
how  UES  and  its  restructur- 
ing plan  look  today. 


38  federal  power  plants 

The  biggest  hydro  and  thermal 
plants  in  the  UES  portfolio. 

UES  ownership:  100% 

Restructuring  plan: 

Combine  into  ten  independent 
generating  companies,  each  with 
the  capacity  of  a  major  world-class 
power  company:  provide  pro  rata 
distribution  to  UES  shareholders. 


National  transmission  grid 

1.7  million  miles  of  transmission 
lines  (more  than  six  times  the 
distance  to  the  moon). 

UES  ownership:  100% 

Restructuring  plan: 

Keep  as  a  monopoly;  provide  pro 
rata  distribution  to  UES  shareholders, 
but  the  state  may  raise  its  stake 
from  52%  to  75% 


73  regional  utilities 

Russia's  regional  utilities 
combine  generation, 
transmission  and  distribution. 

UES  ownership:  49% 
(average) 

Restructuring  plan: 

Spin  off  transmission  and 
distribution;  combine  generation 
into  30  regional  companies;  provide 
pro  rata  distribution  to  shareholders. 


managing.  To  UES  shareholders  it  conjured  up 
images  of  Russia's  infamous  loans-for-shares 
scheme  of  1995-97,  under  which  the  oligarchs  got 
a  one-year  contract  to  manage  state-owned  oil 
companies  in  a  series  of  lopsided  auctions,  ran 
these  companies  in  a  way  that  made  them  unat- 
tractive to  any  outside  bidders  and  then  ended 
up  buying  them  for  a  song.  Shareholder  pressure 
forced  Chubais  to  back  down  on  the  idea  of 
granting  options,  but  he  still  wants  to  bring  in 
outside  management  companies. 

"A  management  company  merely  adds  an 
extra  buffer  between  shareholders  and  the  operat- 
ing companies,"  protests  board  member  Branis.  "It 
weakens  the  control  of  the  shareholders  over  the 
company's  assets." 

Another  point  of  contention  is  the  pace  of  the 
electricity  sector  reform.  Andrei  Iliarionov,  chief 
economic  adviser  to  President  Putin,  argues  that 
the  deregulation  of  wholesale  electricity  should  be 
accompanied  by  the  deregulation  of  retail  electric- 
ity, as  well  as  of  natural  gas  and  rents  in  municipal 
housing. 

"Chubais  is  in  a  big  hurry,"  Iliarionov  says. 
"He  does  not  want  to  wait  for  the  other  parts  of 
the  reform  package  to  be  ready." 

Why  the  rush? 

"I  don't  see  any  reason  to  waste  any  time,"  an- 
swers Chubais.  "My  approach  has  always  been  to 
take  decisive  action  whenever  possible.  I  refuse  to 
wait  for  someone  else  to  make  the  decision  for  me." 

Unlike  some  other  Yeltsin-era  politicians, 
Chubais  did  not  line  his  own  pockets  during  the 
first  wave  of  privatization  and  is  not  doing  so  now. 
The  complaining  UES  shareholders  can  only 
accuse  him  of  trying  to  earn  political  favors  that 
would  boost  his  position  as  a  power  broker  in  the 
parliamentary  elections  later  this  year  and  the 
presidential  elections  of  2008. 

"This  is  a  way  to  grease  the  wheels  and  create  a 
bunch  of  people  who  owe  him  a  lot,"  says  William 
Browder,  chief  executive  of  Moscow-based  invest- 
ment fund  Hermitage  Capital,  a  UES  shareholder. 

The  government  is  currently  working  out  a 
more  detailed  and  transparent  restructuring  plan 
and  a  more  gradual  liberalization  of  the  electric- 
ity sector.  It  could  still  go  wrong  and  the  oligarchs 
could  end  up  taking  over  the  assets  of  UES  after 
all.  But  the  mere  fact  that  UES  minority  share- 
holders have  managed  to  block  Chubais'  riskier 
proposals  thus  far — and  the  fact  that  the  Putin 
administration  has  supported  them  so  deci- 
sively— shows  how  much  the  country  has 
changed  since  the  Yeltsin  years.  Even  in  Moscow, 
shareholders  have  some  rights.  F 
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It's  the  PC,  evolved. 

When  inspiration  strikes,  will 
you  be  ready?  Will  you  harness 
it  or  watch  it  skip  quickly  away? 
The  Tablet  PC  puts  the  full  power 
of  Windows'^  XP  Professional  in  a 
laptop  cornputer  that  with  a  flip 
of  the  screen  becomes  as  simple 
to  use  as  a  pad  and  pen. 

You  write,  draw,  scribble,  and 
erase  directly  on  the  screen. 
Save  your  notes,  share  them, 
convert  them  to  text— so  your 
ideas  don't  get  away.  They  get 
jotted  down  or  sketched  out, 
then  made  into  more,  wherever 
and  whenever. 

Download  the  Office  XP  pack 
for  Tablet  PC  to  write  directly  in 
Office  XP  documents.  Now  you 
can  write  e-mail  in  your  own 
handwriting,  using  Microsoft® 
Outlook?  Mark  up  a  Web  article, 
make  a  quick  sketch,  then  share 
it  all  with  other  PC  users  whether 
they  have  a  Tablet  PC  or  not. 

You  can  use  the  Tablet  PC  with 
your  mouse  or  keyboard  as  well 
as  the  digital  pen.  So  whether 
you're  in  your  office,  in  a  meeting, 
in  the  hallway,  or  in  a  cab— the 
PC  is  more  mobile,  versatile, 
and  powerful  than  ever  before. 

For  more  information,  visit 
microsoft.com/tabletpc 
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On  your  lap. 


Or  in  your  hands. 
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every  photosynthesizing  plj 
inhales  it. 

If  you  believe  that  the  ea 
is  on  an  aberrant  warm 
trend  right  now,  and  that  inc 
trial  CO2  is  to  blame  (note  t 
the  earth  has  been  gradu. 
warming  for  thousands 
years,  which  is  why  we're 
under  a  glacier),  then  consi 
this:  If  Honda  sedans  were  s 
stituted  for  every  SUV,  thei 
larth  wouldn't  know  the  difference.  There  are  750  million 
ind  trucks  on  the  globe.  Last  year  we  sold  4  million  utiUty  v 
lies  in  America,  all  types,  and  most  of  them  were  not  part' 
arly  low  mUeage/high-carbon  dioxide  vehicles. 

Terrorism:  I  suppose  if  no  one  used  oil  then  some  / 
tates  would  be  beggars  and  some  terrorists  couldn't  afford 
uition  at  flight  school.  But  more  Arab  oil  goes  to  others 
iurope  and  Asia — than  to  us. 

Remember  that  SUVs  use  just  a  fraction  of  the  world's 
here  are  those  750  million  vehicles,  and  all  the  oil  going  to 
omes  and  to  lubricate  machines  and  to  provide  the  ingr. 
nts  for  plastics.  I'll  believe  that  666  is  the  mark  of  the  E 
efore  I  believe  that  banning  Chevrolet  Suburbans  will  wii 
rar  on  terrorism. 

Yes,  I  prefer  to  use  less  fuel  and  pay  less  at  the  pumps.  E\ 
ne  is  working  on  energy-saving  technology — hybrid  eng 
iesels,  hydrogen  engines.  So  are  manufacturers  backing  < 
■om  big  SUVs  as  the  Wall  Street  Journal  said?  No.  Niss 
reparing  a  big  new  SUV.  Cadillac  just  introduced  an  even 
er  Escalade.  GM  is  preparing  systems,  such  as  cylinder  cut 
)  increase  fuel  economy  on  big  SUVs. 

What  is  happening  in  the  SUV  market  has  been  going  o 
sars.  It's  just  that  vehicle  makers,  from  Porsche  to  Kia 
dding  to  the  variety  of  vehicles  they  make.  You  can  b 
70,000  SUV  Porsche;  a  sleekly  styled  SUV  by  Nissan  and  To 
hybrid  (gasoline/electric  engine)  SUV  by  Ford,  Toyota  and 
r  a  station-wagon-t)T3e  SUV  by  Ford,  Cadillac  and  Chrysle 
And  what  would  Jesus  drive?  I've  been  to  Israel,  Ju( 
imaria,  Sinai  and  the  shores  of  Galilee.  It's  a  rocky  land 
000  years  ago  there  were  paths  or  trails,  not  concrete  1 
ays.  Might  Christ  have  needed  a  big  SUV  to  get  into  those 
y  friend  Jason  says,  "He  was  a  carpenter.  He  would  have 
>  a  pickup  and  probably  would  have  had  a  crew  cab  versi 
irry  more  of  His  followers."  And  four-wheel  drive  for  i 
lis.  A  hybrid  wouldn't  have  made  it. 
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When  inspiration  strikes  so  should  you. 

It's  a  laptop.  It's  a  simple  pad  and  pen.  It's  a  Tablet  PC. 
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The  Holy  War  on  SUVs 


IT'S  SAl.HM  AI.I,  OVHR  ACAIN.  THIS  TIMH  Till'  ALLEGED 
witches  are  sporl  utility  vehicles,  said  to  be  the  work  of  the 
Devil.  More  particularly,  the  government's  chief  safety  offi- 
cial says  SUVs  are  too  dangerous.  The  Willi  Strccl  Journal 
says  in  an  article:  "Auto  Makers  Start  To  Back  Away  From 
Big  SUVs."  The  greenies  say  the  big  cars  heat  up  the  earth,  the 
know-nothings  blame  them  for  Arab  terrorism,  and  the  yahoos 
figure  liiat  )esus  wouldn't  drive  one. 

Where  does  all  this  misinformation  and  wrongheaded 
opinion  come  from?  Let's  take  the  accusations  hurled  at  these 
cars  one  at  a  time. 

Safety:  SUVs  are  generally 
safer  than  other  vehicles. 
That's  it.  The  best  informa- 
tion I've  seen  comes  from  the 
Insurance  Institute  for  High- 
way Safety.  Its  last  breakdown 
of  driver  deaths  reported: 

"Bigger  and  heavier  vehi- 
cles are  better:  Two  important 
characteristics  inlluencing 
crash  t)utcome  are  vehicle 
size  and  weight,  which  are 
strongly  related.  The  smaller 
vehicles  in  each  class  generally 
have  higher  death  rates." 

SU\'s  have  high  death  rates  in  single-vehicle  rollover  crashes. 
Notwithstanding  that,  they  are  generally  safer  than  other  vehi- 
cles. Most  victims  who  died  in  SUV  rollovers  weren't  wearing 
seat  belts.  Buckled  up,  you're  safer  in  an  SUV  than  in  a  light- 
weight car  that  doesn't  roll  as  easily. 

riie  popular  Ford  Explorer  had  a  driver  death  rate  of  56 
per  1  million  registered  vehicle  years.  Of  89  car  models 
reviewed,  74  had  higher  death  rates;  of  34  pickups  reviewed, 
32  had  higher  death  rates.  All  seven  sporty  cars  (like  Mustang 
and  Miata)  had  higher  death  rates.  These  Insurance  Institute 
figures  are  a  few  years  old,  but  they  are  the  latest  available  and 
still  representative. 

^Vs,  auto  companies  should  do  more  about  the  rollovers. 
Stahilitv  control  systems  that  sense  impending  rollovers  and 
automatically  brake  individual  wheels  should  become  more 
common  on  SUVs.  And  when  a  big  SUV  hits  a  smaller  car,  the  lit- 
tle gu\  gets  clobbered.  This  is  big  guy/little  guy  physics.  But 
fori'--  new  Hxpeditions  and  Navigators  are  designed  so  that 
then  iMmpers  don't  override  most  cars.  More  such  engineering 
impn'.ements  will  come  with  future  designs. 

1 .11  th  warming:  Yes,  carbon  dioxide  in  the  atmosphere 
dered  a  cause  of  earth  warming.  It  also  is  key 


Okay,  Jesus  Christ 

would  not  have 

driven  a  sport 

utility.  He 

would  have  had 

a  4x4  pickup 

with  crew  cab. 


every  photosynthesizing  pi 
inhales  it. 

If  you  believe  that  the  ea 
is  on  an  aberrant  warmi 
trend  right  now,  and  that  ind 
trial  CO2  is  to  blame  (note  t 
the  earth  has  been  graduc 
warming  for  thousands 
years,  which  is  why  we're  1 
under  a  glacier),  then  consi 
this:  If  Honda  sedans  were  si 
VWay.  /  ,-..  .  .X  stituted  for  every  SUV,  the 
earth  wouldn't  know  the  difference.  There  are  750  million  c 
and  trucks  on  the  globe.  Last  year  we  sold  4  million  utility  ve 
cles  in  America,  all  types,  and  most  of  them  were  not  parti 
larly  low  mileage/high-carbon  dioxide  vehicles. 

Terrorism:  I  suppose  if  no  one  used  oil  then  some  A 
states  would  be  beggars  and  some  terrorists  couldn't  afford, 
tuition  at  flight  school.  But  more  Arab  oil  goes  to  others 
Europe  and  Asia — than  to  us. 

Remember  that  SUrvs  use  just  a  fraction  of  the  world's 
There  are  those  750  million  vehicles,  and  all  the  oil  going  to  1 
homes  and  to  lubricate  machines  and  to  provide  the  ingn 
ents  for  plastics.  I'll  believe  that  666  is  the  mark  of  the  D 
before  I  believe  that  banning  Chevrolet  Suburbans  will  win 
war  on  terrorism. 

Yes,  I  prefer  to  use  less  fuel  and  pay  less  at  the  pumps.  Evt 
one  is  working  on  energy-saving  technology — hybrid  engii 
diesels,  hydrogen  engines.  So  are  manufacturers  backing  a' 
from  big  SUVs  as  the  Wall  Street  journal  said?  No.  Nissa 
preparing  a  big  new  SUV.  Cadillac  just  introduced  an  even  I 
ger  Escalade.  GM  is  preparing  systems,  such  as  cylinder  cut< 
to  increase  fuel  economy  on  big  SUVs. 

What  is  happening  in  the  Sl'V  market  has  been  going  on 
years.  It's  just  that  vehicle  makers,  from  Porsche  to  Kia, 
adding  to  the  variety  of  vehicles  they  make.  You  can  bi 
$70,000  SUV  Porsche;  a  sleekly  styled  SUV  by  Nissan  and  Toy 
a  hybrid  (gasoline/electric  engine)  SUV  by  Ford,  Toyota  and ' 
or  a  station-wagon-type  SL^V^  by  Ford,  Cadillac  and  Chrysler 
And  what  would  )esus  drive?  I've  been  to  Israel,  Jud 
Samaria,  Sinai  and  the  shores  of  Galilee.  It's  a  rocky  land 
2,000  years  ago  there  were  paths  or  trails,  not  concrete  h 
ways.  Might  Christ  have  needed  a  big  Sl'V  to  get  into  those  h 
My  friend  lason  says,  "He  was  a  carpenter.  He  would  have  d 
en  a  pickup  and  probably  would  have  had  a  crew  cab  versio 
carry  more  of  His  followers."  And  four-wheel  drive  for  tl 
hills.  A  hybrid  wouldn't  have  made  it. 
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-'s  not  how  many  ideas  you  have.  It's  how  many  you  make 
lappen.  So  whether  it's  your  idea  or  Accenture's,  we'll  help  you 
urn  innovation  into  results.  See  how  at  accenture.com 

-onsulting  •  Technology  •  Outsourcing  •  Alliances 


accenture 


Innovation  delivered 


at  home  on  the  road 


Homewood  Suites  by  Hilton®  is  a  new  genera- 
tion of  lodging  that  blends  the  best  features  of 
residential-style  living  with  the  most  appealing 
amenities  of  a  great  hotel. 

The  convulsions  in  the  nation's  airline  industry 
during  the  last  two  decades  have  obscured 
equally  dramatic  changes  on  the  ground. 
While  the  soap  operas  in  the  skies  have 
commanded  the  most  attention,  the  lodging  industry  has 
quietly  spent  most  of  the  last  20  years  fundamentally 
changing  the  nature  of  where  and  how  business  travelers 
work,  sleep  and  interact  on  the  road. 

Less  than  a  generation  ago,  traveling  executives  had 
approximately  two  choices:  the  traditional,  full-service,  big-city 
hotel  or  the  small,  modest,  side-of-the-road  motel.  During  the 
intervening  years,  however,  an  exciting  array  of  new  hospitality 
products  were  created:  roomy,  quasi-residential,  all-suite 
hotels;  boutique  hotels  that  offer  a  quirkier  and  more  personal 
stay;  chains  of  "focused-service"  properties  that  specialize  in 
offering  some  traditional  hotel  amenities  at  the  expense  of 
other  perks;  economy  and  budget  brands,  which  strip  the 
lodging  experience  down  to  the  absolute  basic  requirements; 
and  "luxury"  chains  that  highlight  fancy  dining  rooms, 
fawning  service  and  over-the-top  furnishings  for  travelers  on 
an  unlimited  expense  account. 

But  from  this  panoply  of  new  lodging  options,  one  clear  and 
practical  winner  has  emerged  for  both  leisure  and  business 
travelers.  The  "all-suite"  hotel,  which  offers  the  best  features 
of  residential  living  with  the  most  practical  amenities  of  great 
hotels,  has  proved  to  be  the  fastest  growing  and  most  univer- 
sally applauded  portion  of  today's  carefully  segmented  lodging 
industry.  And  the  undisputed  star  of  this  lodging  category  is 
Homewood  Suites  by  Hilton,  the  growing  brand  of  upscale, 
all-suite  hotels  which  offers  high-quality,  residential-style 
lodgings  ideal  for  travelers  who  stay  a  few  nights  or  longer. 

Launched    in    1989,    Homewood    Suites    by    Hilton    has 

grown  to  more  than  120  locations  nationwide.  The  premise 

behind  each  property  is  irresistible:  Make  travelers  feel  at 

home  on  the  road  by  providing  them  with  all 

the  comfort,   convenience  and  privacy  of 

home  for  the  price  of  a  standard  hotel  room. 

Each  Homewood  Suites  by  Hilton  hotel 

features  a  unique  "community  concept"  with 


a  complex  of  residential-style  suites,  built  around  a  hospitali* 
center  called  a  Lodge.  Although  the  chain  was  original' 
designed  for  longer-term  travelers  working  on  field  assigijecls 
ments,  relocating  to  a  new  community,  attending  seminars « 
conventions,  or  participating  in  corporate  training  program' 
Homewood  Suites  by  Hilton  also  has  proved  to  be  populf 
with  families,  leisure  travelers  and  individual  business  traveler 

The  appeal  of  the  concept  is  undeniable.  Accommodations! 
Homewood  Suites  by  Hilton  are  spacious  studio,  one-  arl 
two-bedroom  suites  that  are  nearly  twice  the  size  of  a  standaiL 
hotel  room.  They  also  are  completely  and  thoughtfully  outfitte 
with  all  the  amenities  of  home.  Each  accommodation  is  designs 
with  enough  space  for  work,  study  or  entertaining.  Fully  equipp 
kitchens  feature  a  microwave  oven,  refrigerator,  dishwashe 
twin-burner  stove,  coffeemaker,  utensils  and  place  settinc 
for  four.  Guests  enjoy  a  remote-controlled  television,  a  vid& 
cassette  player  or  on-demand  movies,  two  telephones  wi" 
dataports,  voice  mail,  and  an  iron  and  ironing  board. 

To  this  comfortable,  home-like  atmosphere,  most  Homewoc 
Suites  by  Hilton  hotels  have  the  amenities  of  a  fine  tradition 
hotel:  complimentary  newspaper  delivered  to  the  sui' 
Monday  through  Friday;  an  on-site,  24-hour  convenience  stor 
guest  laundry  facilities;  a  swimming  pool,  exercise  room  ar 
sports  court;  a  24-hour  business  center;  and  a  small,  priva 
meeting  room. 

But  Homewood  Suites  by  Hilton  offers  still  more:  service 
that  you  can't  find  either  at  home  or  at  a  hotel.  There's 
complimentary  hot  breakfast  in  the  Lodge 
each  morning,  a  complimentan/  evening 
Manager's  Reception  Monday  through 
Thursday  (subject  to  state  and  local  laws) 
and     complimentary     grocery     shopping 


HOME>XO<.) 

sun  ts 


ice  (guest  pays  for  groceries;  other 
ictions  apply). 

he  ways  that  we  draw  the   lines 
/een  home  and  work,  the  personal 

the  public,  are  especially  visible 
ig  business  travel,"  explains  Calvin 
all,  Vice  President  of  Marketing,  Homewood  Suites. 
:ause  of  the  demands  on  the  family  in  today's  economy, 
n  you  go  on  a  business  trip,  your  personal  life  and  away- 
-work  responsibilities  cannot  and  simply  do  not  stop." 
iditional  lodging  options  can't  accommodate  all  of  those 
lands.  But  because  it  mixes  residential-style  living  with 

amenities,  Homewood  Suites  by  Hilton*  can. 
/lany  business  travelers  are  more  relaxed  in  a  hotel  room 

feels  a  little  'closer  to  home'  while  still  supporting 
need  to  focus  on  work  activities,"  says  Stovall.  "A  hotel  like 
lewood  Suites  helps  you  organize  the  travel,  work  and  home 
sets  of  your  life.  You  can  cook  for  yourself,  socialize  over 
ikfast  in  the  Lodge,  enjoy  quiet  time  in  your  suite  or  get  out 
meet  new  people  at  the  evening  Manager's  Reception." 


Homewood  Suites  by  Hilton  offers 
another  unmatched  amenity:  an  uncon- 
ditional 100%  Satisfaction  Guarantee.  If 
guests  are  not  completely  satisfied,  they 
are  not  expected  to  pay  for  that  night. 
One  more  comforting  perk:  As  part  of 
Hilton  Hotels  Corporation,  one  of  the  world's  preeminent  hos- 
pitality companies,  Homewood  Suites  by  Hilton  participates 
in  the  Hilton  HHonors®  hotel  guest  reward  program.  Hilton 
HHonors  allows  its  members  to  Double  Dip®  by  simul- 
taneously earning  both  hotel  points  and  airline  miles  with  each 
qualifying  stay. 

To   make   reservations   at   one   of   the   more   than    120 
Homewood  Suites  by  Hilton  hotels  in  the  U.S.  and  Quebec, 
Canada,  access  the  Homewood  Suites  by  Hilton  Web  site  at 
homewoodsuites.com,   or   call   the   chain's 
national  toll-free  number,  1-800-CALL-HOME®. 
Hilton  HHonors  membership,  earning  of  Points  &  Miles*, 
and  redemption  of  points  are  subject  to  HHonors  Terms 
and  Conditions.  ©2003  Hilton  Hospitality,  Inc. 


My  Homewood. 

A  living  room,  a  separate  bedroom* 
and  a  fully  equipped  kitchen. 
A  complimentary  hot  breakfast  every 
morning  and  a  Manager's  Reception* 
every  weeknight.  So  you  can  feel 
at  home  even  when  you're  not. 
All  for  less  than  you  might  think. 
Visit  homewoodsuites.com,  or 
call  1-800-CALL-HOME! 


MAKE  YOUR.SELF  AT  HOME: 


DREAMWORKS 


Despite  hits 
like  Gladiator 
and  Shreky 
DreamWorks  is 
a  long  way  from 
bottom-line 
profits.  When 
will  Paul  Allen 
get  his  first 
dividend  check? 


Cash  Me  Out 

If  You  Ca 


BY  PETER  KAFKA  AND  PETER  NEWCOMB 


EFFREY  KATZENBERG  IS  PLAYING  SHOW-AND-TELL.  BOUND- 
ing  from  room  to  room  in  the  House  That  H)'pe  Built,  part  of 
a  14-acre  complex  that  was  erected  as  a  base  for  Dream\Vorks 
animation  five  years  ago,  he  unveils  quick  glimpses  of  an 
ambitious  slate  of  movies.  Siiibad:  Legend  of  the  Se^'etI  Setis,  a 
swords-and-sorcery  ad^•enture  due  this  spring,  stars  the  voices 
of  Brad  Pitt  and  Catherine  Zeta- Jones — "the  most  compelling, 
kick- ass  female  lead  of  an  animated  moNie,  ever,"  he  gushes. 
Next:  the  sequel  to  Shrek,  DreamWorks'  monster  hit  about  a  grumpy  green 
ogre,  set  for  next  \ear.  Then  will  come  Sharkshiyer,  an  underwater  mob  mo\'ie 
populated  by  tough-talking  fish;  Madagascar,  about  New  York  City  zoo  animals 
shipwrecked  off  Africa;  and  Ch'er  the  Hedge,  in  which  cute  critters  come  to  grips 
with  suburban  humans.  After  three  hours  of  selling,  the  wiry  52-year-old  car- 
toon king  with  the  ramrod  posture  is  still  in  motion  but  out  of  time.  Dream- 
Works has  a  dozen  other  animated  projects  in  the  works,  but  he'll  have  to  show 
them  off  another  day.  "Is  your  brain  fried  yet?"  he  asks  his  visitors,  beaming. 

It  is  an  exhausting  lineup,  especially  for  a  still-slight  company  that  was  con- 
ceived as  a  boutique  and  founded,  eight  long  \'ears  ago,  largely  on  faith  and  other 
people's  money.  Since  1995  Dream\\orks,  formed  by  Disney  alum  Katzenberg 
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JEFFREY  KATZENBERG 

NET  WORTH:  $800  MILLION 

"We've  been  operating  with  a  very 
big  question  mark  hanging  over 
our  heads  for  a  long  time.  There 
was  a  lot  of  doubt  out  there." 


DREAMWORKS 

and  his  two  more  famous  partners,  film  director  Steven  Spiel- 
berg and  self-made  music  billionaire  David  Geffen,  has  made  all 
of  44  movies.  In  a  business  where  film  libraries  are  a  treasure  to 
be  diced  and  digitized  and  resold  again  and  again,  that  is  what  a 
big  studio  cranks  out  in  two  years.  Though  DreamWorks  has 
had  59  Academy  Award  nominations  and  won  the  Best  Picture 
Oscar  in  three  of  the  past  four  years,  it  hasn't  yet  built  long-lived, 
James  Bond-style  fi^anchises  that  can  spawn  sequel  after  sequel. 
Nor  does  it  own  its  own  production  lot.  And  high  hopes  for  TV 
shows  and  videogames  have  faded,  and  its  music  business  is  an 
uneven  success. 

Result:  DreamWorks,  whose  equity  was  valued  at  $2.7  bil- 
lion before  it  even  opened  its  doors,  probably  is  worth  all  of  $3 
billion  after  eight  years  of  business — and  that's  Geffen's  own 
optimistic  valuation.  Not  much  of  a  return.  If  it's  any  consola- 
tion, Disney  has  done  worse  during  that  time,  and  Vivendi, 


this  company  to  sell  it,"  Steven  Spielberg  says.  But  somethii^ 
will  have  to  give. 

"There  is  going  to  be  opportunity,"  Katzenberg  says.  "I  canj 
tell  you  what  the  opportunity  is.  I  just  know  it  will  be  there." 

DreamWorks  already  has  tried  a  few  deals  on  for  size. 
2001  Katzenberg-and  Geffen  talked  with  ailing  music  giant  EM 
about  a  merger.  The  deal  collapsed  when  the  two  sides  couldnj 
agree  on  how  to  value  the  two  companies.  DreamWorks  also  ha 
flirted  with  Kirk  Kerkorian's  MGM  studio.  Wall  Street  likes  tb 
idea  of  merging  DreamWorks  with  Vivendi's  entertainmen 
business,  although  Katzenberg  dismisses  it  for  now. 

Though  their  company  is  privately  held,  the  Dream  Team  ii 
recent  months  has  whispered  some  numbers  to  Wall  Street  ana 
lysts.  To  wit:  Animated  by  Shrek,  revenue  hit  $2.2  billion  in  2001 
and  earnings  before  depreciation,  interest  and  taxes  hit  $10* 
million.  Last  year  revenue  slumped  to  $1.8  billion  and  the  com 


It  isn't  the  script  they 
started  with.  DreamWorks 
has  had  to  drop  some 
businesses  and  scale  back 
others,  but  its  film  and 
animation  divisions  have 
finally  taken  off. 


1994-95 

The  "Dream  Team"  announces  plans  for  the 
new  venture  at  an  October  1994  press 
conference.  The  name  is  unveiled  a  month 
later;  it  takes  even  longer  to  round  up  $2  bil- 
lion in  equity  and  financing. 

REVENUE: 


1996 

Spielberg's  commitments  to  other  studii 

film  production,  and  the  music  division 

with  its  first 

big  release:  a 

comeback  album 

from  George 

Michael.  But  a  TV 

hit  emerges  with 

the  Michael  J.  Fox 

sitcom  Spin  City. 
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REVENUE 


which  wound  up  with  the  music  business  Geffen  sold  12  years 
ago,  is  a  disaster. 

Katzenberg  wants  more — to  build  this  boutique  into  a  giant 
on  equal  footing  with  Disney,  Warner  and  Paramount.  Armed 
with  $1.5  billion  in  new  financing,  he  and  his  cofounders  are 
pumping  more  than  $300  million  into  the  movie  business.  By 
next  year  DreamWorks  is  supposed  to  raise  its  annual  output 
from  one  cartoon  to  two  or  three  and  from  eight  or  so  live- 
action  films  to  a  dozen.  Katzenberg's  dream:  at  least  $300  mil- 
lion of  operating  profit  on  $3  billion  of  revenue  by  2005. 

At  that  time  DreamWorks  will  face  a  turning  point.  In  three 
years  its  biggest  backer,  Paul  Allen,  can  begin  cashing  out  some 
of  his  $670  million  equity  investment  (he's  entitled  to  the  first 
$670  million  of  distributions  and/or  liquidation  payments  plus 
24.5%  of  any  money  beyond  $1  billion).  Some  of  its  1,000  share- 
holding employees  will  be  looking  for  a  way  to  convert  toil  and 
sweat  into  cold  cash;  and  Katzenberg,  aiming  to  boost  Dream- 
Works' puny  library,  may  need  new  currency  to  bankroll  a  buy 
of  beaten-down  entertainment  assets.  A  public  offering  would 
seem  inevitable,  but  the  three  partners  insist  they  aren't  inter- 
ested and  say  DreamWorks  won't  get  acquired.  "We  didn't  form 


pany,  without  sharing  the  exact  number,  says  it  didn't  quit 
break  even  on  an  operating  basis.  What  about  net  income  afte 
depreciation  and  amortization,  and  after  interest  (Libor  plu 
1.4%)  on  $900  million  in  debt?  It  would  be  rude  to  ask. 

So  what's  an  enterprise  like  this  worth?  It's  hard  to  put 
number  on  hopes  and  dreams.  DreamWorks  says  the  Shre 
franchise  will  deliver  $1  billion  in  profits,  eventually.  Taking 
harsher  look,  a  Wall  Streeter  might  put  the  enterprise  value  < 
ten  times  the  operating  income  in  the  good  year.  That  gives  yo 
$  1  billion.  Now  subtract  debt,  and  you  wind  up  with  an  equit 
value  of  $100  million,  not  the  $3  billion  figure  Geffen  throw 
out.  On  the  other  hand,  Disney  has  an  enterprise  value  that  is 
little  less  than  twice  its  total  revenue;  apply  that  to  Dream Worl 
and  you  get  closer  to  Geffen's  number. 

A  big  question  is  whether  Katzenberg's  two  richer  partnei 
will  let  him  do  whatever  needs  to  be  done  to  lift  DreamWorks  t 
a  larger  scale.  Spielberg  leaves  running  the  studio  to  the  hu; 
band-and-wife  team  of  Walter  Parkes  and  Laurie  MacDonal 
(see  box,  p.  86),  and  he  wants  mainly  to  make  good  movies  an 
to  be  left  alone.  Geffen  spends  more  time  talking  deals  at  horr 
than  working  in  the  office.  And  both  have  more  cash  than  Cro( 
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STEVEN  SPIELBERG 

NET  WORTH:  $2.2  BILLION 

"I've  never  worked  for  money.  I  really 
never  have.  It's  never  been  an  issue 
for  me.  The  greatest  compensation 
I've  ever  had  is  a  good  script."     ■ 


DREAMWORKS 

sus.  (Geffen,  in  fact,  says  he  will  donate 
any  profit  he  makes  from  Dream- 
Works to  charity.)  Katzenberg,  by  con- 
trast, still  has  something  to  prove.  He 
was  bounced  out  of  Disney  in  1994 
after  Chairman  Michael  Eisner  refused 
to  anoint  him  as  his  successor.  And 
when  Katzenberg  and  his  partners  put 
up  their  combined  $100  million  to 
start  DreamWorks,  Katzenberg  had  to 
borrow  his  one-third  share,  mortgag- 
ing two  homes  and  relying  on  Geffen 
for  a  loan  guarantee. 

These  days  Katzenberg  is  the  de 
facto  chief  executive  of  this  decidedly 
quirky  company,  where  no  one  has  a 
formal  title  and  the  three  founders 
have  never  taken  a  salary.  They  forged 
their  dream  factory  in  October  1994, 
vowing  to  remake  Hollywood  by 
founding  a  studio  built  by  creative 
types  instead  of  corporate  suits. 
Katzenberg  would  run  animation.  He 
had  revived  Disney's  fortunes  with 
hits  like  The  Little  Mermaid  and  The 
Lion  King  but  had  seen  little  of  the 
money  himself  (He  later  sued  Disney 
and,  five  years  after  founding  Dream- 
Works, landed  an  estimated  $250  mil- 
lion in  a  settlement.)  Geffen,  who  rose 
from  the  William  Morris  mailroom  to  become  an  impresario  of 
music  and  movies  before  selling  his  record  company  to  MCA  for 
$550  million  in  1990,  would  oversee  a  new  label  he  was  forming 
with  Universal. 

But  Steven  Spielberg  would  be  the  real  draw.  The  director 
created  the  template  for  the  modern  blockbuster  in  1975  with 
his  second  feature.  Jaws;  when  DreamWorks  was  formed,  he  had 
directed  6  of  the  15  highest-grossing  films  in  Hollywood  history. 


Simply  by  his  presence,  DreamWorks  would  be  able  to  take  50°A 
stakes  in  projects  it  had  litde  to  do  with  creating. 

The  plan  was  announced  at  a  press  conference  in  Beverly 
Hills  that  inspired  breathless  media  coverage  and  helped  raise 
capital.  "It  required  us  to  deliver  a  promise  and  sizzle  and  hyp< 
that  was  off  the  charts,"  Katzenberg  says  now.  "I'm  not  sure  that 
we  ever,  ever  could  achieve  the  expectations  that  were  set  up  ir 
people's  minds  when  we  walked  out  of  there."  It  is  unlikely  thai 


1997 

DreamWorks  releases  its  first  movie, 
but  neither  George  Clooney  nor  Nicole 
Kidman  is  enough  to  lift  The  Peacemaker 
beyond  a  so-so  performance. 

REVENUE: 


1998 

Visceral  and  harrowing, 

eloquent  and  moving, 

Saving  Private  Ryan 

reaffirms  Spielberg's  place 

in  the  Hollywood  pantheon 

It  also  earns  $485  million 

worldwide,  which 

DreamWorks  splits  with  Paramount. 

Katzenberg  rolls  out  Antz,  his  first 

animated  effort  for  the  new  company. 

REVENUE: 
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1999 

DreamWorks  gets  a 
hit  from  an  unlikely 
source:  a  suburban 
man's  midlife  crisis. 
American  Beauty 
grosses  $348  million 
worldwide  and  earns 
the  studio  its  first 
Oscar,  for  Best 
Picture. 

REVENUE: 
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Your  business 
Your  needs. 

Your  choice. 


s  high  time  someone  in  the  software  industry  started  listening  to  your  needs.  And  standing  up  for  your 
)hts.  Like  the  right  to  have  month-to-month  licensing.  And  the  right  to  no  upfront  payments.  That's  why 
e  offer  FlexSelect  Licensing^"  to  all  our  customers.  This  revolutionary  approach  to  licensing  is  based  on 
ing  business  on  your  terms,  not  ours.  So  you  can  have  just  the  software  you  need,  just  when  you  need 
Check  it  out  today.  And  find  out  how  FlexSelect  Licensing  is  raising  more  than  just  eyebrows  in  the 
)ftware  industry.  It's  raising  standards.  ca.com/flexselect 


Introducing  FlexSelect  Licensing- 


Computer  Associates® 


[)2003  Computer  Associates  International.  Inc.  (CA).  All  rights  reserved. 


DREAMWORKS 

anyone  else  is  going  to  try  to  create  a  billion-dollar  studio  out  of 
thin  air.  Says  Geffen:  "The  amount  of  money  that  it  takes,  and 
the  commitment  and  willingness  of  people  to  wait  a  long  time 
to  make  a  return  on  their  money,  tells  you  that  it  can't  happen 
again." 

Soon  after,  the  three  wise  men  landed  $500  million  from 
Paul  Allen,  the  Microsoft  cofounder,  for  an  18%  stake  (later 
raised  to  24.5%  for  an  extra  $170  million).  All  told,  they  raised 
$900  million  in  equity  on  top  of  their  $100  million  bet,  yet  each 
man  still  holds  a  22%  chunk. 

But  by  2000  DreamWorks  was  a  disappointment.  Katzen- 
berg  had  been  distracted  by  his  fight  with  Disney.  Spielberg  had 
spent  the  first  few  years  splitting  his  time  between  DreamWorks 
and  projects  for  rival  studios.  Plans  to  build  their  own  studio  lot 
had  fallen  apart.  The  same  media  that  had  so  thoroughly  stroked 
them  soon  began  asking  what  all  the  fuss  was  about.  Dream- 


i 


video  copies.  This  summer  a  Shrek  ride  debuts  at  Univers; 
theme  parks.  Next  year  comes  Shrek  II,  with  more  in  the  work) 

The  company  also  refocused  by  shutting  down  unprofitabl 
units.  DreamWorks'Helevision  production  arm,  which  h; 
swelled  to  a  full-time  staff  of  20  but  had  produced  only  one 
{Spin  City),  now  consists  of  a  10-person  staff  with  a  producti 
deal  at  NBC.  Forays  into  TV  animation,  videogames  and  Interm 
content  were  all  abandoned.  "I  think  we  took  on  too  much  ij 
the  beginning,"  says  Spielberg,  though  he  still  regrets  selling  o 
the  videogame  unit.  "I  think  our  appetites  were  larger  than  oijj 
stomachs." 

As  DreamWorks  slimmed  down,  it  also  rounded  up  cash  t 
bulk  up.  Universal,  HBO  and  others  provided  $400  million 
loans  and  advances,  and  banks  have  provided  $1.5  billion  i 
loans  and  credit  lines.  Despite  the  largesse  DreamWorks  held  t 
a  modest  structure,  employing  only  1 ,600  people.  Dream  Work 


2000 

Gladiator  hacks  Its  way 
through  theaters,  but  viewers 
aren't  Interested  In  finding 
The  Road  to  El  Dorado, 
creating  a  costly  miss  for  the 
company.  Spielberg  reluctantly 
agrees  to  sell  off  his  baby,  a 
foundering  videogame  unit. 
Pop.com,  a  would-be  Internet 
content  site,  also  Is  axed. 

REVENUE: 


2001 

Shrek  Is  rude,  crude— and  very,  very 
lucrative.  DreamWorks'  first  runaway  hit 
earns  $267  million  in  U.S.  theaters  and 
plenty  more  around  the  world  and  in  video 
stores.  It  takes  the  sting  out  of  Evolutior),  a 
wouid-be  Ghostbusters  that  never 
developed  into  a  hit. 

REVENUE: 


2002 

Accolades  pour  in  for 
high-class  films  like 
Catch  Me  If  You  Can  and 
Road  to  Perdition,  but 
the  best  performance 
comes  from  The  Ring,  a 
$40  million  horror  film 
that  racks  up  $128  million 
in  the  U.S.,  mostly  by 
word-of-mouth. 

REVENUE: 


Works'  primary  business — movies — was  faring  lukewarmly. 
The  studio's  live-action  film  output  was  uneven  (if  you  can't 
recall  Paulie,  its  1998  release  about  a  talking  parrot,  you're  in 
good  company),  and  animation  stumbled,  too.  The  Prince  of 
Egypt  racked  up  a  respectable  $101  million  at  the  box  office,  but 
the  next  effort.  The  Road  to  El  Dorado,  hit  a  dead  end.  "I  was 
sweating,"  Katzenberg  admits.  The  elaborate  flop  "couldn't  have 
been  timed  worse.  That  was  a  tough  six  or  nine  months." 

Running  low  on  cash,  Katzenberg  &  Co.  were  forced  to 
secure  a  billion-dollar  credit  line  from  their  main  benefactor, 
Paul  Allen.  And  while  they  had  told  Allen  and  other  big  investors 
they  would  be  able  to  begin  recouping  their  original  investment 
in  seven  years— and  still  hold  on  to  all  of  their  equity — the 
founders  ended  up  having  to  postpone  that  goal. 

The  next  film  after  El  Dorado  turned  out  to  be  an  epic  suc- 
cess: Gladiator  grossed  $457  million  worldwide  in  a  50-50  split 
with  Spielberg's  longtime  benefactor,  Universal.  Their  half-inter- 
est in  hits  like  Meet  the  Parents  and  Cast  Away  brought  in  mil- 
lions more.  And  in  2001  came  the  biggest  DreamWorks  block- 
buster of  all:  Shrek,  after  a  five-year  struggle  to  bring  it  to  the 
screen,  grossed  $480  million  worldwide  and  sold  35  million 
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says  its  films  generate  an  average  of  $85  million  in  U.S.  theate 
tickets  against  an  average  cost  of  $55  million  per  film,  comparec 
with  a  box  office  of  $43  million  and  an  average  cost  of  $48  mil 
lion  or  so  for  the  rest  of  Hollywood. 

When  Shrek  helped  push  DreamWorks'  revenues  past  the  $,' 
billion  mark  in  2001,  that  amounted  to  a  remarkable  $1.4  mil 
lion  per  employee,  compared  with  $219,000  at  Disney. 

So  far,  so  good.  But  DreamWorks  remains  perilously 
dependent  on  the  allure  and  clout  of  Steven  Spielberg.  By  hi 
agreeing  to  direct  Minority  Report,  the  special-effects  Ton 
Cruise  vehicle  that  had  originated  at  Twentieth  Century  Fox 
DreamWorks  was  able  to  get  a  50%  share  of  studio  revenue  ii 
exchange  for  covering  half  the  costs;  the  movie  grossed  $35; 
million  worldwide.  HBO,  the  Sci-Fi  Channel  and  other  buyer 
eagerly  put  up  the  money  for  lavish  miniseries,  provided  Spiel 
berg  lends  his  name  to  the  projects.  And  DreamWorks'  con 
tracts  with  TV  networks  include  a  "Steven  premium":  Any  filn 
he  directs  carries  an  additional  fee  of  up  to  33%  above  the  nor 
mal  price. 

Spielberg  is  very  loyal  to  his  new  studio.  He  hasn't  made  : 
film  in  which  DreamWorks  had  no  stake  since  doing  the  firs 
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At  Lexus,  we  believe  that  luxury  should 
never  be  compromised  for  sportiness.  And 
vice  versa.  W^iich  is  why  the  Lexus  C»S  is 
100%  of  both  of  the  above. 

While  making  the  Lexus 

GS  sleek  to  the  eye,  for 

/ 
I 

instance,  we  also  made  it 

sleek  to  the  wind.  Boasting 

a  drag  coefficient  of  just  0.29, 

the  Lexus  GS  doesn't  just  go  from  0  to  60 

quickly,  but  amazingly  quietly. 

Playing  a  vital  role  in  its  more-than-capable 
handling  is  a  four-wheel  independent  double- 
wishbone  suspension  system  that  delivers  an 
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incredibly  smooth,  stable  ride  at  high  speeds. 
In  other  words,  you'll  find  yourself  charging 
aggressively  through  hairpin  turns,  while  in 
serene  tranquillity. 

I  hen,  of  course,  there's  the 
impeccably  styled  interior. 
As  G-forccs  ease  you  back 
off  the  edge  of  your  seat, 
led  walnut  accents  appear 
around  you,  and  a  reassuring,  luxurious 
leather  trim  presses  against  your  backf  After 
all,  what's  the  point  in  power  if  you're  not 
comfortable  while  enjoying  it? 

So,  is  it  a  sports  car  or  luxury  car?  Well,  yes. 
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Can  an  automobile  delight,  comfort,  fascinate  and  energize  you? 
Take  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 
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'Standard  on  GS  430,  available  on  GS  300.  ©2001  Lexus,  a  Division  of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexvis  reminds  you  to  wear  seatbeits,  secure  children  in  rear  seat, 
obey  all  speed  laws  and  drive  responsibly.  For  more  information,  call  800-USA-LEXLJS  (800-872-5398). 


DREAMWORKS 

Jurassic  Park  sequel  in  1997.  (He  will  likely  direct  the  fourth 
installment  in  the  Indiana  Jones  series  next  year,  with  none  of 
the  proceeds  going  to  D^eam^\brks.)  When  Sony  offered  him 
the  chance  to  direct  the  sure-het  blockbuster  Spider-Man  but 
refused  to  cut  in  DreamWorks,  he  turned  the  job  down. 

Then  again,  this  director  has  a  limited  appetite  for  growth. 
WTiile  Katzenberg  bets  S300  million  to  Uft  moA-ie  production, 
Spielberg  is  unlikeh"  to  be  as  invohed.  "\\Tien  we  first  formed 
DreamWorks,  I  told  JetfreN-,  "I  don't  want  to  make  35  mo\ies  a 
year,'"  Spielberg  recalls.  ".\nd  Jethrey  said,  'No,  8  to  10.'"  Now 


Katzenberg  is  talking  1 5  flicks  a  year,  and  even  that  makes  his 
studio  a  piker  in  Tinseltown.  DreamWorks  "has  done  a  wonder- 
ful job — NN-ithin  the  realm  of  the  territory  they  have  chosen," 
sa}-s  Sony  Pictures  Chairman  John  Galley,  noting  that  he  must 
churn  out  25  to  30  films  a  year. 

DreamWorks  .will  have  to  pick  up  the  pace  to  bump  up  tfad 
company's  value  and  keep  its  backers  happy.  Paul  Allen's  oflSoe 
sa\-s  he  takes  a  long-term  WeNv  and  \nt11  retain  Jiis  stake,  but  Jefi 
Katzenberg  clearly  feels  the  pressure.  Even  an  investor  like  I^aui 
Allen  %vants  a  cash  return  somedav.  F 


DreamWorks  was  made  possible  by  Steven  Spielberg's  awe- 
inspiring  box  office  clout;  it  is  fueled  by  Jeffrey  Katzenberg's 
manic  energy.  But  making  the  studio  work  is  the  job  of  Laurie 
MacDonald  and  Walter  Parkes.  two  tall,  slender,  clad-in-black 
Hollywood  veterans  who  happen  to  be  married  to  each  other. 

They  are  the  yin  and  yang  of  Spielberg's  vision.  The  couple 
joined  his  production  company,  Amblin  Entertainment,  in  1994 
and  moved  to  DreamWorks  six  months  later  Walter  Parkes,  51,  is 
the  Yale-educated,  self-styled  creative  half,  a  documentary  film- 
maker turned  screenwriter  (he  co-wrote  1983s  WarGames  and 
landed  an  Oscar  nomination).  "Walter  is  everyone's  worst  night- 
mare—a writer  with  power,"  says  a  producer  who  likes  him. 

Laurie  MacDonald,  49.  is  the  no-nonsense  business  half  of 
the  team.  She  cut  her  teeth  as  a  news  producer  at  an  NBC  station 
in  San  Francisco  and  trained  at  Columbia  Pictures.  She  was  first 
to  spot  the  book  that  led  to  Shrek,  but  let  others  figure  out  how  to 
turn  it  into  a  movie.  She  met  Parkes  at  a  party  in  1982:  on  their 
first  date  he  took  her  to  a  WarGames  shoot,  where  they  were 
booted  off  the  set.  She  married  him  anyway;  this  summer  will 
mark  their  20th  wedding  anniversary. 

They  have  worked  together  for  ten  years.  DreamWorks  staffers 
are  hard-pressed  to  recall  any  apparent  tension  between  them. 
"We  don  t  even  have  to  try  to  let  it  go  when  we  get  home."  says 
Parkes.  "There's  no  real  sense  of  downloading  our  days  work, 
because  we've  already  experienced  it  together' 

In  a  deal  unfathomable  at  any  other  studio,  they  take  a  pro- 
ducer credit— and  collect  up  to  5\  of  revenues— for  films  they 
make  at  DreamWorks.  That  made  2002  a  very  profitable  yean  The 
pair  produced  five  films  for  DreamWorks  and  earned  fees  for 
Sony's  Men  In  ffack  11,  a  preexis-'ng  deal  in  which  DreamWorks 
heW  no  stake.  Their  cut  of  TTie  Ring,  ttie  creepy  thriller  that  was 
the  studio's  highest-grossing  fitr^)  >ast  year  shoukJ  be  at  least  $4 
mttoa  How  do  they  choose  bet.veen  a  movie  they  want  to  produce 
and  one  pitched  by  someone  e^se?  It  isn't  an  issue.  Parkes  says. 
And  ttie  boss,  Spielberg,  says  gn^ng  them  producer  credit— and 
cash— is  a  reward  for  hard  wor\  "I  want  them  to  be  comfortable 


and  happy.'  he  says.  "And  sometimes  a  good  deal  says  This  is  wha 
we  think  of  you.  This  is  how  much  we  think  you're  worth.'  And  it's 
an  elevating  thing  for  ttiem  to  know  how  much  we  believe  in  ttiem. 
In  meetings  Parkes  tends  to  talk  more  loudly  and  more  fre 
quentty  than  his  wife,  even  when  it  means  interrupting  her,  but 
one  dares  take  her  lightly.  'Laurie  is  incredibly  intuitive  about 
works  in  a  film  and  what  doesn't."  says  Douglas  Wick,  who 
duced  G/adiaror  for  tt>e  duo.  While  fleshing  out  ttie  initial  plot  of  th| 
blockbuster-to-be,  he  recalls,  he  arKl  Parkes  had  decided  to 
a  death  for  Lucilla.  the  hero's  love  interest.  *She  took  one  look 
script  and  said,  Nice  job.  You've  killed  off  the  one  major  fe 
lead."  Wick  says.  Lucillas  fortunes  were  quk:kty  reversed.    —RH 
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Multi-million  dollar  yacht   ' 


America's  Cup  champion 


IT'S  TIME  FOR  EXPENSIVE 

irO  GET  REACQUAINTED  WITH  VALUABLE 


Mercury  Interactive  can  transform  your  IT  systems  from  an  expense  into  a  valuable  asset. 

Your  company's  software  applications  and  IT  infrastructure  are  a  huge  investment.  And  now  there's  a  way  to  get 
,  more  value  out  of  your  existing  information  technology.  It's  called  Business  Technology  Optimization  (BTO).  It's  the 
way  to  maximize  the  quality  of  your  IT-enabled  business  processes,  minimize  IT  expenditures,  and  increase  the 
return  on  your  existing  IT  systems.  Mercury  Interactive's  Optane'"  is  the  world's  first  BTO  software  suite.  Optane 
enables  you  to  optimize  the  entire  technology  lifecycle  —  including  testing,  production  tuning  and  performance 
management.  Mercury  Interactive  is  one  of  the  top  software  companies  in  the 
world  and  75%  of  the  Fortune  500  already  use  our  software.  To  optimize  your 
business  technology,  visit  www.mercuryinteractive.com/bto4 
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©2003  Mercury  Interactive  Corporation,  Mercury  Interactive,  the  Mercufy  Jnleractive 
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Thirty-seven  distinguisneiH!?fftuenB5eaTTjTTer^mTIRuTenTI^^         10  countries  followed 

Dr.  Vande  Woude  to  the  Van  Andel  Research  Institute  (VARI).  Certainly,  his  reputation  and  credentials  as 

the  former  Director  for  the  Division  of  Basic  Sciences  at  the  National  Cancer  Institute  is  an  attraction 

as  is  VARI's  aggressive  work  in  cancer  research. 

This  is  part  of  the  story  of  what's  going  on  today  in  Michigan's  Life  Sciences  Corridor.  There's  more. 
You  may  be  surprised  to  learn  that  Michigan  ranks  in  the  top  ten  states  in  the  nation  for  life  sciences. 

Your  company  could  provide  an  interesting  chapter.  Call  1.800.946.6829  or  visit  www.michigan.org. 


www.niichigan.org 


MICHIGAN 
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nding  it  out:  Ariba  Chief  Executive  Bob  Calderoni. 


ITH  THIRTY  MINUTES  TO  CATCH  HIS  CONNECTION  TO 

San  Francisco,  Robert  Calderoni  grabbed  a  greasy 

cheeseburger  at  the  Las  Vegas  airport.  Calderoni,  the 

chief  executive  of  software  maker  Ariba,  was  having  a 

lousy  ending  to  a  typically  trying  day.  "I  felt  queasy,"  he 

recalls.  That  late-January  morning  he  had  squeezed  into 

an  America  West  coach  seat  to  visit  a  retailer  in  Ohio  who 
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for  nine  months  had  been  promising  to 
buy  Ariba's  purchasing  software.  This  was 
his  second  trip.  "Every  quarter  they  say 
they're  ready  to  complete  the  contract, 
then  they  can't  get  approval,"  he  says. 
"This  is  a  grind." 

Daily  discouragement  was  not  the  life 


Calderoni  had  signed  up  for  when  he 
joined  Ariba  as  finance  chief  in  early 
200 1 .  Then,  the  Sunnyvale,  Calif  firm  was 
the  sexiest  beast  in  the  still-hot  business- 
to-business-software  category.  Founder 
Keith  Krach  declaimed  suppliers  and 
manufacturers  would  one  day  transact  in 


a  friction-free,  trillion-dollar  online  m; 
ketplace — powered  by  Ariba,  of -course.  \ 
That  revolution  was  a  bust.  Comp| 
"nies  preferred  to  manage  spending  in 
house,  letting  rivals  guess  how  th 
bought  and  at  what  price.  Of  the  l,Oi 
(continued  on  p.  9J 


SOFTIMfARE 


At  Your  Service 

Hiring  labor  is  not  like  buying  pencils. 

Maybe  you  need  different  software  for  the  task 

BY  GHANA  R.  SCHOENBERGER 


BHf 


FEDEX  CORP.  THROWS  ALL  ITS  WEIGHT  INTO  NEGOTIAT- 
ing  prices  with  the  15  firms  that  provide  it  with  temps, 
phone  answerers  and  computer  programmers.  So  it  was 
with  dismay  that  Edith  Kelly-Green,  FedEx's  chief 
sourcing  officer,  realized  last  year  that  managers  were 
doing  end-runs  around  its  paper-logged  purchasing  depart- 
ment, striking  their  own  deals  with  contractors,  in  many  cases 
without  the  discounts  that  FedEx  was  supposed  to  enjoy.  "It's 
one  thing  to  select  supplic;  s  and  another  to  make  sure  employ- 
ees actually  use  them,"  sa  s  Green. 

To  deal  with  the  problem,  in  September  FedEx  began  using 
software  from  a  fledgling  firm  called  Elance  to  automate  the  hir- 
ing, paying  and  discharging  of  temps.  By  keeping  managers  to 
the  negotiated  contracts  and  cutting  paperwork,  FedEx  hopes  to 


save  10%  to  15%  of  its  multibillion-doP' 
services  budget. 

Services  typically  account  for  moi 
than  half  of  a  business'  purchasing  expi 
ditures.  But  fewer  than  10%  of  big  com: 
nies  have  installed  software  to  track  ai^ 
manage  what  they  spend  on  services,  wit 
the  rest  reliant  on  paper  forms  or,  as  Fedfi 
was,  on  a  crude  manual  system. 

Silicon  Valley  likes  this  new  pitct 
Elance,  which  also  counts  Motorola 
customer,  has  raised  $68  million  fri 
Kleiner  Perkins  and  others.  Big  outfits 
SAP  and  PeopleSoft  offer  software  that  hai 
dies  the  buying  of  services.  The  big  tend 
firms  Manpower  and  Kelly  Services  offi 
their  own  homemade  programs.  Also  con 
peting  with  Elance  are  CascadeWork 
which  partners  with  Ariba,  and  Whi 
Amber.  These  firms  claim  the  abUity  to  tril 
2%  to  35%  off  expenditures  by  tracld| 
time  cards,  keeping  tabs  on  laptops  ar 
other  company  property  temps  receive,  ar. 
allowing  supervisors  to  evaluate  both  coi' 
tract  laborers  and  their  agencies. 

Texas  Instruments  used  to  hire  AmM 
can  Express  to  collect  invoices  and  pay  T 
contract  labor  vendors  in  as  litde  as  thr 
days,  less  a  2.5%  discount  for  prompt  pa 
ment.  Amex  would  send  TI  a  computer  f 
at  the  end  of  the  month,  listing  all  i 
transactions.  In  December  200 1  TI  movi 
the  function  in-house,  using  Cascad 
Works'  Web-based  software  to  tra 
expenditures  and  productivity  of  contK 
labor.  TI  can  now  pay  vendors  within 
days  at  a  1%  discount  oft"  invoice  price.  With  $110  million  s] 
on  services  this  year,  the  new  system  and  other  improvemi 
are  saving  Tl's  domestic  unit  $1.1  million.  CascadeWorks'  ft 
work  out  to  just  half  the  savings. 

The  Texas  Education  Agency,  which  oversees  4  milli( 
schoolkids,  installed  a  PeopleSoft  program  last  March  to  mana 
$50  million  in  annual  services  spending.  The  software  has  i 
turnover  in  half  in  the  last  six  months  among  the  mediators  w 
resolve  conflicts  between  disabled  children  and  the  schools.  T 
system  is  supposed  to  eventually  save  $1  million  a  year. 


Big  spender: 
FedEx  chief 
sourcing  officer 
Edith  Kelly-Green 
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IRA     INVESTING 


Your  IRA  contribution. 

T.  Rowe  Price  makes  it  easy  to  put  it  all  together. 


At  T.  Rowe  Price,  our  new  one-phone-call  IRA  makes  it  more  convenient  than  ever  to  start 
up  or  transfer  an  existing  IRA.  In  just  one  telephone  conversation,  our  knowledgeable 
investment  specialists  will  help  you  assess  your  retirement  needs,  open  an  account,  or 
transfer  another  IRA  to  T.  Rowe  Price. 

With  T.  Rowe  Price,  we'll  help  you  choose  an  appropriate  fund  for  your  IRA.  Eighty 
percent  or  more  of  our  funds  have  outperformed  their  Upper  averages  for  the  one-,  three-, 
and  five-year  periods  ended  12/31/02.*  Results  will  vary  for  other  periods,  and  all  funds 
are  subject  to  market  risk.  Past  performance  cannot  guarantee  future  results. 

Call  or  visit  our  Web  site  for  more  information.  Act  before  April  15  to  take  advantage  of 
higher  2002  contribution  limits. 


TR0WEPRICE.COM/IRA 


1-800-341  -1207 


•  80%  or  more  of  our  funds 
have  outperformed 
their  Upper  averages 

•  New  one-phone-call  IRA 

.  $3,000/$3,500 
contribution  limit 
to  maximize  your 
tax  advantage** 

•  Low  cost, 

no  commissions 


TRoweFVice 


® 


INVEST    WITH    CONFIDENCE 


For  more  information,  including  fees,  eipenses,  and  risl(s,  request  a  fund  profile  or  prospectus:  read  it  carefully  before  investing.  "Based  on  tola!  return,  79  of  96, 60  of  75,  and  57  of  71 
I.  Rowe  Price  funds,  including  separate  share  classes,  outperformed  tlieir  Lipper  averages  for  tlie  I-,  3-,  and  S-year  periods  ended  12/31/02,  respectively,  (Source  of  Lipper  data;  Lipper  Inc) 
"S3, 500  contribution  limit  applies  to  participants  50  years  of  age  or  older  in  2002,  T,  Rowe  Price  Investment  Services,  Inc.,  Distributor.  fRA066022 
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marketplaces  built  in  2000,  only  two 
dozen  are  still  viable.  Ariba's  revenue 
dropped  from  $417  million  in  2000  to 
$236  million  last  year.  Over  the  last  four 
fiscal  years  it  has  lost  a  cumulative  $4  bO- 
lion.  Its  market  cap,  once  $38  billion,  is 
now  $722  million.  Head  count  is  down 
from  2,200  to  860.  "I  thought  I  was  join- 
ing a  small,  fast-growing  organization," 
recalls  Calderoni.  "I  only  got  the  'small.'" 

Now  he  thinks  it's  time  to  reinsert  the 
"fast-growing"  part.  Procurement  is  one 
of  the  few  bright  spots  in  software. 
Research  firm  AMR  expects  that  while  the 
overall  $36.5  bilHon  enterprise  software 
market  will  nudge  up  3%  this  year,  the 
slice  of  it  aimed  at  purchase  departments 
will  expand  12%,  to  $1.83  billion. 

Calderoni  had  a  glimpse  of  dayhght  in 
the  December  quarter.  License  revenue  was 
up  30%  to  $62  million,  with  half  of  the 
growth  coming  from  existing  customers 
buying  new  applications.  Use  of  procure- 
ment software  is  still  in  its  early  days. 
Nearly  all  big  companies  have  installed 
some  tools  for  "e-supply  management," 
but  researchers  at  A.T.  Kearney  found  that 
they're  only  applied  to  a  tenth  of  total  ex- 
penditures. Services  spending  is  the  biggest 
opportunity  (see  story,  page  90). 

Now  rivals  such  as  SAP  and  PeopleSoft 
have  stepped  up  the  marketing  of  pur- 
chasing software  that  plugs  easily  into 
their  corporate-wide  programs.  Oracle, 
especially,  has  been  courting  Ariba's 
favorite  customers:  companies  with  less 
than  $1  bOlion  in  revenue. 

And  there  are  lingering  headaches 


from  dot-com  excesses.  In  December 
Ariba  decided  to  restate  a  $10  million 
personal  loan  from  founder  Krach  to  a 
former  top  executive  as  a  compensation 
expense,  holding  up  the  filing  of  the 
annual  report  and  launching  a  half-dozen 
shareholder  suits.  "This  has  nothing  to  do 
with  the  new  Ariba,"  he  says. 

All  Calderoni,  43,  wants  to  do  is  go 


Easy  Come,  Easy  Go 

Ariba  rose  and  fell  with  the  boom  and 
bust  of  online  exchanges.  It  now  has  to 
look  elsewhere  for  survival. 


Estimated  portion  of  online  exchanges 
that  survived  the  tech  crash. 


36% 

Portion  of  Ariba's  new  license  sales  in 
2000. 


Portion  now. 


43% 


Ariba's  sales  decline  since  2000. 


cheapskate-to-cheapskate  with  cus- 
tomers, talking  up  Ariba's  virtues.  His 
Italian  father,  who  immigrated  to  New 
York  in  the  1930s,  could  bargain  down  a 
pair  of  jeans  in  Macy's,  he  claims. 
Calderoni  was  in  charge  of  finance  for 
IBM's  storage  division  in  the  mid-1990s 
and  did  stints  in  finance  at  Apple  Com- 
puter and  Avery  Dennison. 

Just  after  joining  as  Ariba's  new 
finance  chief,  Calderoni's  task  was  to 
shrink  the  company's  expenses  even 
faster  than  the  sales  decline.  Keith  Krach 
had  just  laid  off  32%  of  his  employees,  or 
700  people.  His  replacement  as  chief 
executive,  Larry  A.  Mueller,  didn't  want 


Mueller  had  resigned  and  Calderoni 
despite  being  less  than  a  year  on  the  jol 
was  later  chosen  to  replace  him.  He  elimi! 
nated  another  350  jobs,  the  entire  $9  mil-j 
Uon  ad  budget,  the  holiday  parties  and  thd 
bottled  water.  Reverse-osmosis  water  cool 
ers  were  installed,  saving  $70,000  annually 
By  October  2001  he  had  Ariba  bad 
to  basics,  peddling  Buyer,  an  applicatioij 
developed  in  1997  that  allows  purchaseri 
to  shop  online  catalogs  and  matches  pur 
chase  orders  with  vendor  contracts.  Sini 
then  Ariba  has  moved  well  beyo: 
checking  the  price  of  pencils.  It  hi 
launched  five  new,  far  more  analytic4' 
applications  that,  among  other  things.  A 
break  out  categories  of  spending,  shovi 
managers  when  they  have  too  manyjjGi 
suppliers  in  one  of  those  categories  anc,  u 
scrutinize  vendors,  ranking  them  baseo 
on  their  willingness  to  cut  prices  in  Oi 
return  for  increased  business. 


Merrill  Lynch,  an  Ariba  customei 
since  1999,  used  to  manually  approw 
500,000  travel  and  entertainment  expenst^ 
reports  but  now  uses  Ariba  to  vet  reports] 
electronicaUy  and  feed  them  into  an  Ora- 
cle accounts-payable  program.  Managenl 
can  create  rules  such  as  a  $100  cap  on  an] 
analyst's  dinner  bill.  This  automationi 
enabled  Merrill  to  cut  30  jobs. 

Sarmento  Silva,  a  director  of  purchaS' 
ing  for  drugmaker  AstraZeneca,  expects! 
to  use  Ariba  for  90%  of  die  $2.2  billion  he| 
spends  each  year  on  office  suppHes,  clini- 
cal studies  and  ads.  So  far  he  has  only 
used  it  to  automatically  send  requests  for 
proposals  to  vendors  and  rank  the  returns 


fi 


oving  an  executive  retreat  from  the 
Bellagio  to  the  MGM  Grand  cut  the 
room  rate  from  $280  to  $65.1  like  the 
sport  of  bargaining,"  says  Calderoni. 


I 


to  do  another  layoff,  but  Calderoni  was 
adamant  that  more  had  to  be  cut. 
"[Mueller]  was  saying  we  could  sell  our 
way  out  of  this,"  recalls  Michael  Schmitt, 
Ariba's  marketing  head.  "Everyone  knew 
that  wasn't  the  case,"  he  adds. 

The  board  met  with  top  executives  in 
June  2001  to  develop  a  clearer  picture  of 
Ariba's  prospects.  By  the  end  of  the  day. 


based  on  price  and  other  metrics. 

Calderoni  vows  that  Ariba  will  show 
its  first  profit  at  the  end  of  June,  including 
amortization  charges.  He's  not  taking  any 
chances,  recently  moving  an  executi\c 
retreat  in  Las  Vegas  from  the  Bellagio  \o 
the  MGM  Grand  to  cut  the  room  rate  from 
$280  a  night  to  $65.  "I  like  the  sport  of 
bargaining,"  he  says.  F 
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Taking  cost  out  of  your  business, 
ore  important  today  than  ever  before. 


That's  why  Brother's  Commercial  Division  is 
committed  to  providing  superior  and  reliable 
business  printers  that  increase  productivity  while 
reducing  costs.  This  enables  businesses  like  yours  to 


Color  Laser  Soluti( 


Multi-Function  Solutions 


Itwork  Printer  Solutions 


Desktop  Laser  Solutions  Fax  Solutions 


m    is      more  effectively  address  critical  organizational  goals 

iable     and  challenges. 

while  But  it  is  our  product  reliability,  coupled  with  a 

jrs  to  responsive  nationwide  support  and  service  network, 
that  has  companies  like  yours  putting  Brother  laser 
printer  solutions  at  the  top  of  their  requisition  lists. 

Brother's  Commercial  Division  welcomes  the 
opportunity  to  put  our  resources  to  work  for  you. 
Contact  us  today  so  we  can  show  you  how  we  can 
positively  impact  your  bottom  line  while  enhancing 
your  performance. 

For  more  information,  call  1-866-455-7713,  ext.  905 

H  H     g      At  your  side. 

@  2002-2003  Brother  International  Corporation.  Bridgewater.  NJ  •  Brother  Industries  Ltd..  Nagoya.  Japan 

For  more  information  please  call  the  Brother  Fax-Back  System  at  800-521-2S46  or  visit  our  web  sue  at  wv\v  brotheroDm 


Technology  |  Digital  Tools 
by  Stephen  Manes 


.^1/ 


Hub  Dreams 


THE  COMPUTER  AS  DIGITAL  HOME  ENTERTAINMENT 
hub  is  the  tech  world's  endless  come-on,  but  it  has 
always  seemed  the  kind  of  idea  that  only  a  crash- 
tolerant  geek  could  embrace.  Who  but  a  lover  of  CAT- 
5  cables  would  ever  labor  to  get  the  content  flowing 
from  the  computer  up  in  the  office  to  the  stereo  and  TV  down  in 
the  den? 

Suddenly  Wi-Fi  wireless  networking,  which  is  beginning 
to  act  like  The  Great  Enabler,  gives  us  a  glimpse  of  how  it  might 
happen.  Hewlett-Packard's  new  $299  Digital  Media  Receiver 
uses  Wi-Fi  (or  wired  Ethernet,  for  $100  less)  to  access  photos 
and  music  from  any  networked 
computer  in  the  house — pro- 
vided it's  running  Windows  Me 
or  XP  and  special  HP  software. 
Connected  to  a  TV  and  stereo,  the 
book-size  HP  box  draws  enter- 
tainment right  out  of  the  com- 
puter and  lets  you  manage  it 
from  onscreen  menus. 

What's  cleverest  about  the 
system  is  that  it  can  automatically 
find  most  of  the  pictures,  tunes 
and  playlists  on  the  computer, 
saving  you  the  agony  of  redoing 
playlists  and  reorganizing  photos. 
With  the  remote  pointed  at  the 
TV,  you  can  pick  music  by  artist, 
album,  genre  or  playlist,  and 
pictures  by  folder  and  file  name. 
While  the  receiver  can  play 
Windows  Media  music  files,  it 
doesn't  understand  their  playlists 
unless  you  export  them  in  a 
different  format. 

The  unit  can  play  music  in 
the  background  while  you  watch 
an  onscreen  slide  show.  Pick  a 
photo  from  the  screen,  and  you 
can  order  a  copy  from  your 
printer.  HP's  server  software 
doesn't  hog  the  computer;  the 
music  never  skipped  a  beat  in  the 
living  room  while  I  played  a  DVD 
and  ran  photo-editing  software 
on  the  machine  serving  up  hits 
from  the  office. 
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But  this  device  is  a  tantaliz'  ,, 
ing  harbinger,  not  somethinj  — 
you're  likely  to  crave.  The  r^'i* 
ceiver  occasionally  locked  up  tc 
the  point  that  I  had  to  unpluj 
and  restart  it.  When  I  rotatec^ 
certain    photos,   the   systen^'' 
shrank  and  squashed  them  on- '^ 
screen.  The  print  button  always 
delivers  individual  4x6  prints'""' 
wasting  paper  unless  you  have"" 
exactly  the  right  size  in  thf'"" 
printer.  An  attempt  to  print  j  ''^^' 
photo  while  playing  music  de-l 
livered  a  volley  of  loud  pops' 
and  clicks.  The  unit's  output  ^"^ 
level  is  lower  than  standard! 
equipment  like  DVD  playerS;  ^ 
forcing  you  to  crank  up  thel'^ 
stereo's  volume.  '^" 

Truly  weird  products  are''' 
arriving  in  this  new  category,' 
like  the  hapless  $249  c300  MP3  "' 
Player  from  a  startup  called'^'' 
CD30.  Lacking  any  display  (or  any  way  of  connecting  one),  the " ' 
unit  has  you  use  the  sluggish  remote  to  prompt  the  device  to 
read  back  which  songs  are  available.  You  eventually  hear  a  syn-  '^' 
thesized  growl  that  can  barely  pronounce  English  names  intelli- 
gibly,  let  alone  titles  like  Banda  Maguey's  "La  Estrella  de  Los  ^ 
BaOes."  This  is  perhaps  the  dumbest  user  interface  ever  imag-*^ 
ined,  let  alone  delivered.  And  I've  seen  some  beauts. 

The  beleaguered  SonicBlue  plans  to  build  networked  music, 
photo  and  video  features  into  a  forthcoming  DVD  player.  HP  has 
said  it  will  offer  a  video-capable  box  this  year.  And  Sony  vnH 
shortly  introduce  a  $200  box  called  RoomLink  designed  to 
deliver  video  as  well  as  photos  and  music  from  Sony  computers  '^ 
to  home  TVs  and  stereos  over  wired  Ethernet.  But  to  go  wireless 
with  bandwidth-hungry  video  requires  a  higher-speed  flavor  of 
Wi-Fi  called  802. 11  a;  a  Sony  converter  will  cost  an  additional  ^ 
$200.  You'll  also  need  an  802.1  la  access  point  or  gateway  for  at 
least  $200  more.  Sounds  like  a  lot  of  effort  just  to  watch  TV  from  f 
the  hard  drive. 

So  maybe  the  digital  hub  really  is  a  geek  dream.  After  all,  I've 
never  had  to  reboot  my  CD  player — or  a  stack  of  snapshots.   F 


Want  your 
PC  to  send 
entertainment  to 
your  TV  and  stereo? 
Wi-Fi  may  be 
The  Great  Enabler. 
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tT  VI  IN  A  SERIES:  FOCUS   ON  ENTREPRENEURSHIP 

chigan  Universities  Play  Key  Role 

State's  Economic  Strategy 


'ickery  Eckhoff 

cademia  hasn't  traditionally  been  viewed  as  an  engine  for  economic 
growth.  But  in  Michigan,  four-year  universities  are  playing  an  increasingly 
)rtant  role  in  the  state's  economic  development  initiatives,  according  to  the 
ligan  Economic  Development  Corporation  (MEDC). 

its  goal  to  establish  Michigan  as  a  leader  in  life  sciences,  technology  and 
meed  manufacturing,  the  MEDC  has  implemented  multiple  programs  intend- 
spur  entrepreneurship  both  in  the  classroom  and  the  local  economy.  These 
irams  aim  to  speed  the  transfer  of  technology  out  of  the  universities  and  into 
marketplace  as  start-up  business  ventures. 

5oth  Silicon  Valley  and  the  Research  Triangle  had  a  strong  university  element 
hem  that  had  been  successful,"  says  the  MEDC's  spokesperson,  Jennifer 
3ns.  "Based  on  that  philosophy,  we  instituted  programs  to  cement  a  univer- 
based  partnership  and  to  encourage  entrepreneurial  activity." 
ne  of  the  state's  most  recent  economic  initiatives  involved  creating  1 1  tech- 
gy  SmartZones ''  across  Michigan,  where  top  universities,  researchers,  entre- 
leurs,  venture  capitalists  and  workers  come  together.  Incubator  space  in  each 
;  provides  free  office  space,  as  well  as  access  to  computers,  fax  machines 
shared  laboratory  space  for  start-ups.  The  state  also  provides  business  accel- 
or  programs  through  partnering  universities,  which  offer  counseling  to  busi- 
ses  in  the  planning  stages. 

n  emerging  technology  company,  Dendritics  Nanotechnologies  occupies 
bator  space  at  Central  Michigan  University's  SmartZone.  The  company  pio- 
red  the  use  of  dendrimers,  a  novel  class  of  preqisely  defined  nanoscale 
thetic  compounds  with  structures  that  can  be  designed  for  a  wide  range  of 
ications,  including  innovations  in  gene  therapy,  drug  delivery  and  computer 
)s  Says  President  and  CTO  Donald  Tomalia,  "This  new  SmartZone  has  just 
ut  everything  we're  looking  for.  The  university  has  a  very  progressive  and 
iting  attitude  about  the  future.  They  really  engender  a  passion  for  research, 
ich'fits  in  with  our  mission  and  what  we  want  to  do." 

"he  MEDC  established  a  lasting  partnership  with  the  Presidents  Council,  State 
iversities  of  Michigan  to  recognize  and  enhance  the  important  role  universities 
'e  in  economic  development.  This  partnership  already  has  resulted  in  several 
versity  economic  development  programs,  including  the  $3  million  Michigan 
lerging  Technology  Fund  to  help  increase  the  number  of  development  oppor- 
lities  arising  from  the  research  and  technology  developed  at  Michigan  univer- 
es.  The  MEDC  also  developed  the  $5  million  Michigan  Growth  Capital  Fund  to 
courage  university  and  public  partnerships.  This  fund  has  helped  create  a 
itewide  program,  the  Michigan  Entrepreneurship  Network,  to  develop  and 
engthen  entrepreneurship  education  programs  at  Michigan  universities, 
n  addition,  the  MEDC  utilizes  the  Small  Business  Development  Centers 
BDC)  and  Great  Lakes  Entrepreneur  Venture  Quest  to  help  turn  the  ideas 
nerated  from  our  universities  into  profitable  businesses.  For  more  informa- 
n  on  the  SBDC,  go  to  http;//www.mi-sbdc.org/.  For  the  Entrepreneur's 
jest,  go  to  www.gleq.org.  ■ 
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Dendritics  Nanotechnologies  occupies 

laboratory  space  in  a  business  incubator 

at  Central  Michigan  University- 
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The  University  of  Michigan's  Zetl  Lurie 

Institute  for  Entrepreneurial  Studies 

is  a  cosponsor  of  the  Michigan 

Entrepreneurship  Network. 


Michigan's  strong 

partnerships  provide  great 
opportunities  for  innovation. 

For  more  information, 

contact  the  Michigan  Economic 
Development  Corpofatibn 

at  800-946-6829  or 

visit  www.michigan.org. 


Alpha  Thought  Global 

547  West  Jackson  Blvd.,  10th  Floor  •  Chicago,  IL  60661 
(312)  224-2000  |  Innovative  thought  leadership  for  medical 
billing/ coding  services.    |  wv\'w.alphathought.com 

Aviarion  Facilities  Company,  Inc.  (AFCO) 

7600  Colshire  Drive,  Suite  240  •  McLean,  VA  22102*  (703)  902-2900 
Develops,  funds,  manages,  air/ seaport  and  intermodal  facilities. 
vvrvvw.afcoinc.com 

Byerly  RV 

295  E.  Fifth  Street  •  Eureka,  MO  63025*  (636)  938-2000 
1-800-8RV-DEAL  |  Founded  in  1948,  Byerly  RV  is  Missouri's 
largest  retailer  of  RVs.  |  wrvvw.byerlyrv.com 

CSI  International 

8120  State  Rt.  138  •  Williamsport,  OH  43164  •  (740)  986-6028 
Developer  of  communication  and  system  software  for  IBM 
mainframes.  |  john@e-vse.com  |  wrvvw.e-vse.com 

DeKemper  &  Associates  LLC 

84  Bloomfield  Street  •  Hoboken,  NJ  07030  •  (800)  446-1460 
DeKemper  &  Associates  helps  companies  achieve  return  on  their 
investment  in  teclinology.  |  wrvvw.dekemper.com 

EDGE  Performing  Arts  Center 

1020  Cole  Ave.,  4th  floor  •  Los  Angeles,  CA  90038  •  (323)  962-7733 
A  leader  of  education  in  dance  and  the  performing  arts. 
wrww.edgepac.com 

Engineering  Concepts  Unlimited,  Inc.  (ECU) 

8950  Technology  Drive  •  Fishers,  IN  46038  •  (317)  849-8470 
Design  &  Mfg  of  Super  Rugged  Engine,  Generator,  Industrial 
Controls.  |  www.ecu-engine-controls.com 

Equitec,  LLC 

905  Corporate  Way  •  Westlake,  OH  44145  •  (216)  881-2594 
Business  intelligence  solutions  for  the  retail  marketplace. 
wrvvw.equitec.com 

EvangeCube  Global  Ministries 

4801  Frankford,  Ste  300  •  Dallas,  TX  75287  •  (972)  818-9996 
Global  ministry  provides  EvangeCubes  &  training  to  local 
churches.    |  wwrw.evangecube.org 

HHB,  Inc. 

3601  University  Ave,  •  Riverside,  CA  92501  •  (909)  682-4445 
Providers  of  Advanced  Bidding  &  Procurement  Solutions. 
wrww.hardhatbid.com 

III  Offshore  Advisors 

250  Australian  Ave.  South  •  West  Palm  Beach,  FL  33401 
(561)  655^900  |  Investment  Management  Company. 
www.iiioffshore.com 

Independent  LifeStyle  Association,  Inc. 

1210  East  Main  Street,  PO.  Box  35  •  Lake  Panorama,  Panora,  lA 
50216  I  (800)  895-5535  |  Safely  saving  money  on  Rx  medications 
from  US  &  Canadian  sources.  |  wwrw.ilsabenefits.com 

Lawson  Products,  Inc. 

1666  East  Touhy  Avenue  •  Des  Plaines,  IL  60018  |  (847)  827-9666 
Industrial  distributor  serving  international  MRO  and  OEM 
markets.  |  www.lawsonproducts.com 

Logical 

1750  South  Telegraph  Road,  Suite  300  •  Bloomfield  Hills,  MI  48302 
l-(866)-4LOGICAL  |  Providing  high  performance,  high 
availability  IT  systems.  |  www.us.logical.com 

Loma  Linda  University  Medical  Center  Proton  Treatment  Center 

11234  Anderson  St.  •  Loma  Linda,  CA  92354  •  (909)  558-4288 
(800)  PROTONS  (US)  |  1st  hospital  based  proton  treatment 
facility  for  cancer  patients.  |  www.llu.edu/proton 


" Summerall  Success  Stories  spotlights 
companies  and  organizations  that  define 
'success'.  Each  has  demonstrated 
strong  leadership,  growth  and 
community  involvement  and 
is  worthy  of  your  patronage." 


-  Pat  Summerall 


-•  —  •  —  •  —  •—•  —  •  —  •  —  •- 


Masters  of  Branding 

174  Hudson  Street  •  New  York,  NY  10013 

(212)  226-0800  |  Multi-disciplinary  consumer  marketing  and 

merchandising  agency.  |  www.mastersofbranding.com 

Morgan  &  Finnegan,  LLP 

345  Park  Ave.  •  New  York,  NY  10154  •  (212)  758-4800 
Law  firm  specializing  in  intellectual  property  litigation. 
wrww.morganfinnegan.com 

Oxford  Management  Services 

135  Maxess  Road  •  Melville,  NY  11747  •  (631)  470-9800 
OMS-Family  owned  Collection  Agency  for  30+  years. 
wrww.oxfmgt.com 

Precision  Mounting  Technologies 

2322  49th  Ave.  S.E.  •  Calgary  Alberta,  Canada  T2B3E3 
(888)  869-7652  |  In-vehicle  computer  mounting  system  manufac- 
turer/ Gov't  airbag  certification.  |  wrww.precisionmounts.com 

Retina  Systems,  Inc. 

146  Day  St.  •  Seymour,  CT  06483  •  (203)  881-1311 
Protecting  Your  Reputation  -  Quality  Control  Inspection 
Solutions.  I  wrwrw.retinasystems.com 

Sentraliant 

4551  Cox  Rd.,  Suite  400  •  Glen  Allen,  VA  23060  •  (804)  915-1441 
Business  Continuity,  Disaster  Recovery,  and  24x7  Managed 
Hosting.  I  wrww.sentraliant.com 

Serra  Community  Medical  Clinic 

9375  San  Fernando  Rd.  •  Sun  Valley  CA  91352 

(818)  768-3000  |  Multi-Specialty  physician  practice  in  the  San 

Fernando  Valley.  |  www.serramedicalclimc.com 

Williams  &  Fudge,  Inc. 

775  Addison  Ave.  •  Rock  Hill,  SC  29730  •  (803)  329-9791 
Collection  of  delinquent  receivables  for  higher  education. 
gwilliams@wfcorp.com  |  www.wfcorp.com 

V\^stead  Sechrest  &  Minick  P.C. 

5400  Renaissance  Tower  /  1201  Elm  Street  •  Dallas,  TX  75270 

(214)  745-5400  |  A  business  law  firm  with  more  than  330  attorneys 

&  27  practice  areas.  |  gwilliams@wfcorp.com  |  www.winstead.conl 

Yale  Club  of  New  York  City,  The 

50  Vanderbilt  A\'enue  •  New  York,  NY  10017  •  (212)  716-2100 
Offers  a  home  away  from  home  to  10,000  Yale  alumni  members. 
www.yaleclubnyc.org 

-•  —  •  —  •—•  —  •  —  •  —  •—•—•  —  •—•  —  •  —  •- 

Learn  more  about  these  up-and-coming 
companies  by  visiting  their  web  sites  or 
contacting  them  directly. 
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Made  possible  by: 

Pat  Summerall  Productions 

Richardson,  Texas   •   (972)907-2525 
patsummerall.com 


t's  not  entirely  bad  for  JEFF  BERNSTEIN  that  the  Chinese  authorities  drown 
Western  businesses  in  bureaucratic  demands.  It  limits  the  competition. 


Y  RUSSELL  FLANNERY 

AS  COUNTLESS  COMPANIES  HAVE  LEARNED— TO  THEIR 
chagrin — doing  business  in  China  can  be  like  dueling 
blindfolded.  So  what  keeps  Jeffrey  Bernstein  going  for 
a  dozen  hours  a  day  in  a  drab  warehouse  in  an  out-of- 
the-way  corner  of  Shanghai? 
He's  found  a  small  wedge  into  an  underexploited  corner  of 
Ihina's  booming  trade:  logistics — getting  goods  to  the  right  places 
it  the  right  time.  Because  its  distribution  is  so  fragmented,  the  na- 
ion  spends  about  15%  of  its  GDP  (which  was  $1.2  trillion  last 


year)  on  logistics,  well  above  the  U.S.  rate. 

Thanks  to  Great-Wall-high  barriers  to  foreign  entry,  few  out- 
siders even  try  to  get  into  this  business  in  China.  Which  leaves  an 
opening  for  Bernstein,  33,  who  spent  six  years  as  an  energy  and  re- 
tail consultant  for  McKinsey  &  Co.  in  the  U.S.,  Korea  and  China, 
grew  fluent  in  Mandarin  and  has  developed  basic  survival  skills. 
"You  have  to  be  prepared  to  be  swindled  all  the  time,"  he  says — 
from  the  business-software  vendor  who  absconds  with  your 
money  to  the  customs  official  who  fingers  a  new  shipment  of  Oak- 
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is  a  lost  opportunity 
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So  near,  yet  so  far. 

There  are  thousands  of  kids  and  adults  with  cancer. 
Many  have  an  opportunity  for  treatment  that  can  help  win 
their  battle.  The  problem  is,  critical  treatment  centers  aren't 
across  the  street.  They're  often  across  the  country.  And  many 
of  these  patients  and  their  families  need  help  in  bridging  the 
miles  between  home  and  critically  needed  treatment. 

Without  any  cost, 
your  company  can  help. 

These  patients  are  going  your  way,  and  you  don't  have 
to  go  out  of  your  way  to  help  them  win  their  battle. 

We're  the  Corporate  Angel  Network,  a  public  charity 
with  only  one  mission — to  arrange  passage  for  cancer 
patients  traveling  to  treatment  centers  using  the  empty 


seats  on  corporate  aircraft  flying  the  same  routes  as  pari 
of  normal  business.  We  handle  all  the  logistics.  You  just 
provide  the  seat. 

A  perfect  opportunity 
to  avoid  lost  opportunities. 

Join  500  major  corporations  that  are  currently  Corpo 
Angels.  To  date,  they've  given  more  than  15,000  cancer 
patients  a  lift  to  treatment  centers — as  a  seamless  part  of  I 
regular  business  travel.  With  your  help,  cancer  patients  ! 
that  somebody  cares.  You  enable  them  to  fly  with  dignit 
comfort,  and  at  no  cost  to  the  patient  or  your  company. 

Join  500  of  the  world's  best  corporations  in  giving  car 
patients  a  lift. 

Become  a  Corporate  Angel. 


CORPORATE  ATtQEL  PiETWORK 


Corporate  Angel  Network,  Inc. 

Westchester  County  Airport,  One  Loop  Road,  White  Plains,  NY  10604 

Phone  (914)  328-1313    Fax  (914)  328-3938    Patient  Toll  Free  —  (866)  328-1313 

Infofe^CorpAngelNetwork.org   www.CorpAngelNetwork.org 
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/el  these  days  can  test  your  endurance.  Thankfully,  things  are  a  little  easier  with  alaskaair.com.  For  example,  with  our  24-Hour 
3  Check-In,  you  can  print  boarding  passes  from  your  computer  up  to  30  hours  before  your  flight.  This  lets  you  walk  past 
ck-in  Imes  at  the  airport,  plus  you  earn  500  Bonus  Miles.  Also,  at  alaskaair.com  you  can  check  lor  available  upgrades,  make 
:  selections  and  much  more.  So  use  24-Hour  Web  Check-In  at  alaskaair.com  on  your  next  trip  and  leave  the  struggle  behind. 
L'      I      D      E     D  B      \'  T      H      I-:  S      P      I      R      I       T  O      F  A      L     A      S      K      A. 


Bonus  Miles  sub|ect  to  change. 
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Dr.  Lori  Arviso  Alvord,  M.O.,  Navajo.  Suigeon,  Associate  Dean  of  Student  Affairs,  Dartmouth  Medical  School,  author  of  We  Scalpel  and  the  Silver  Bei 
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dgrity  quality  /  solutions 


What's  it  worth? 

In  today's  business  climate, 

what  has  value  is  less  clear  than  ever 

before. .  .all  the  more  reason  for  values  to 

take  on  even  greater  importance. 

At  Atlas,  we  built  our  company  on  the 

values  of  integrity  and  quality  in  providing 

customer  solutions. 

The  core  of  what  made  us  a  world  leader  in 

our  industry  now  serves  as  a  foundation 

for  a  full  range  of  business  solutions. 

What  is  the  value  of  values?  A  lot. 

Because  values  based  on 

integrity,  quality  and  solutions  are 

the  currency  of  the  future. 


Atlas. 


1-800-847-6683 


global  relocation  •  benefits  •  reauiting  •  logistics  •  travel 


©Adas    1212  St  George  Road,  Evansville,  Indiana  4771 1-2364 
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ViHkl   HAPP£NS    WHEN  ^ 

$99*  ROOM   RATES 

AND   70   MILES  OF   BEACHES 
GET  TOGETHER* 
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CONVENTION  & 
VISITORS  BUREAU 


San  Diego's  2003  Hassle-free  Meetings  Guarantee*  Our  pledge  to  save  you  time  and 
money.  But  here's  the  best  part,  book  and  conduct  a  meeting  with  us  from  January  to 
June  and  you'll  get  the  following: 


Flexible  terms  and  conditions 
Free  meeting  room  rental 
Free  daily  continental  breakfast 
or  coffee  break 


Space  and  rate  availability  within  four 
hours  and  a  meeting  contract  within  24  hours 
Croup  discount  airfares  through 
American  Airlines  and  Southwest  Airlines 


CALL    800. 544. MEET,    OR    LOC    ON    TO    SANDIECO.ORC/HASSLE-FREt 


Participating  Hotels: 

CORONADO  ISLAND  MARRIOTT  RESORT 

DOUBLETREE  SAN  DIEGO  MISSION  VALLEY 

FOUR  POINTS  SHERA^  HN   SAN  DIEGO 

HILTON   LA  )OLLA  TORREY   PINES 

HILTON  SAN  DIEGO  AIRPORT  HARBOR  ISLAND 

HILTON   SAN   DIEGO   RESORT 

HOTEL  DEL  CORONADO 

HYATT  REGENCY   ISLANDIA  HOTEL  &   MARINA 

LA  CASA  DEL  ZORRO  DESERT  RESORT 


LA  COSTA  RESORT  &  SPA 

PARADISE   POINT  RESORT  &  SPA 

SAN   DIEGO   MARRIOTT  HOTEL  &  MARINA 

SAN  DIEGO  MARRIOTT  MISSION  VALLEY 

SHELTER   POINTE   HOTEL  &   MARINA 

SHERATON  SAN  DIEGO  HOTEL  &  MARINA 

THE  WESTGATE   HOTEL 

TOWN   &    COUNTRY   RESORT  AND  CONVENTION  CENTER 

WESTIN  HORTON  PLAZA  SAN  DIEGO 


•For  new  Liookinqs  only;  based  on  sp.ice  availability.  Minimum  10  sleeping  rooms  for  one  night  requ 
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Introducing  the  first  Brand  Increase  Guarantee 


The  Web  is  the  most  trackable  medium  ever.  Savvy  advertisers  can 
clearly  identify  their  online  campaign  ROI.  Yet  no  medium  has 
guaranteed  the  results  of  marketers'  brand  advertising  campaigns. 
Until  Now! 

Forbes.com  guarantees  that  your  campaign  will  increase  one  of  four  brand 
advertising  effectiveness  metrics  as  measured  by  independent  research  firm 
Dynamic  Logic.  Or  your  money  back. 

For  full  details,  contact  Bill  Flatley,  V.P.,  Chief  Advertising  Officer 
at  212-366-8951  (bflatley@forbes.net)  or  your  local  Forbes.com 
representative  today. 


Home  Page  For  The 
World's  Business  Leaders 


Forbes 

■■i^^^^B^Hi  ■  com 

CAPITALISM  IN  REAL  TIME' 


KNOW 
WHAT'S 
COMING 


Today's  online  researching 
becomes  tomorrow's  purchases, 
both  offline  and  online.  Compete, 
Inc.  is  the  only  company  that 
analyzes  the  online  behavior  of 
10  million  consumers,  providing 
predictive  analytics  to  help  you 
know  what's  coming.  And  profit 
from  it.  Reach  us  at  617  867.7139. 


Compete 

The  Predictive  Edge 


Entrepreneurs ^ 

ley  sunglasses  and  broadly  hints  that  he'd 
like  a  pair  in  exchange  for  not  hassling  you. 

Such  constant  perils  are  the  biggest  sell- 
ing point  at  Bernstein's  Emerge  Logistics. 
"Typically,  customers  come  when  they're 
stuck,"  he  says  of  the  15  Western  corpora- 
tions that  do  business  with  him.  "They 
don't  trust  Chinese  companies  with  their 
goods  or  money.  And  they  don't  want  to 
open  their  own  company  in  China  in  order 
to  store  goods,  because  of  the  cost."  So 
clients  like  DaimlerChrysler  (selling  gears, 
hydraulic  pumps  and  the  like),  Gates  Rub- 
ber (windshield-wiper  blades,  hoses)  and 
Columbia  Machine  (machines 
that  make  concrete  blocks)  have 
Bernstein's  three-year-old  outfit 
take  possession  of  their  goods,  get 
them  to  customers  and  fill  out  all 
the  paperwork. 

Paper?  That  must  have  been  a 
Chinese  invention.  From  initial 
sale  to  delivery,  getting  goods 
through  customs  requires  100 
forms  and  an  additional  wait  for 
clearance  so  that  Emerge's  data 
terminal  can  print  out  the  gov- 
ernment's okay.  And  still  there 
can  be  mishaps.  "You  often  re- 
ceive a  statement  that  clears  goods  for  im- 
port— but  then  find  out  those  goods  really 
don't  belong  to  you,"  sighs  Bernstein.  Such 
errors  can't  be  corrected  online,  however. 
To  get  the  right  customs  clearance  form, 
he  says,  you  have  to  bring  your  computer  to 
a  government-approved  data  service  firm 
that  reconfigures  the  information.  "Then 
the  process  begins  again." 

To  import  wine,  you  need  to  register 
the  label  for  each  type  of  grape  or  varietal, 
which  takes  at  least  two  months,  and  sup- 
ply four  sample  bottles.  Even  after  approval 
it  can  take  several  weeks  (and  many  more 
samples)  before  the  wine  reaches  stores. 
Bernstein  also  offers  accounts  receivable 
collection,  and,  unlike  most  rivals,  he's  will- 
ing to  take  tide  to  goods.  He  pays  his  U.S. 
clients  only  after  the  goods  are  sold  and  the 
money  collected.  Then  there's  insurance, 
with  its  welter  of  regulations  and  the  gov- 
ernment's insistence  on  dealing  stricdy  in 
yuan -denominated  policies,  which  then 
must  be  converted  to  dollars  in  case  Bern- 
stein needs  to  put  in  a  claim. 

Headaches  aside,  early  returns  look 


promising.  From  a  staff  of  two,  a  Ping- 
Pong  table  for  a  desk  and  4,000  square  fe 
of  empty  rented  space  in  April  2000,  Bern^ 
stein  has  grown  to  18  employees  and  thre 
warehouses  totaling  28,000  square  feet,! 
now  stocked  mostly  with  industrial  parts.: 
Last  year  he  netted  $75,000  on  revenue  oi 
$1  million. 

Bernstein  is  still  learning  as  he  goes, 
first  year  in  business  he  set  up  in  Shanghi 
and  was  obliged,  as  a  whoUy  owned  foreij 
logistics  concern,  to  operate  in  a  "fi-ee-tradel 
zone."  That  meant  he  had  to  swallow  rents! 
that  were  up  to  three  times  what  his 


>■  By  the  Numbers 

The  Dragon  Roars 

Doing  business  in  China  isn't  getting  that  much 
easier.  But  with  its  huge  economy  and  population, 
no  one  can  afford  to  miss  out  on  the  game. 


The  total  direct  foreign 
investment  in  China  last  year,  up  12%  from  2001. 

China's  rank  in  global  trade  during  2001, 
representing  4.3%  of  the  world's  total. 


It. 


China's  growth  in  industrial  output  last 
ar.  GDP  is  expected  to  grow  7%  to  8%  in  2003. 


Sources;  HSBC;  National  Bureau  of  Statistics;  WTO,  MOFTEC. 

nese  rivals  paid  outside  the  zone. 

There  were  high  capital  requirements 
for  foreigners.  Bernstein  thought  he  could 
circumvent  them  and  get  by  with  the 
$80,000  he  and  his  wdfe  had  between  them. 
Chinese  auditors  demanded  to  see 
$200,000 — or  else  the  business  license 
would  be  revoked.  Fortunately  he  was  able 
to  persuade  an  old  high  school  friend  back 
in  Danville,  Calif  to  chip  in  $120,000  for  a 
minority  stake. 

In  theory,  at  least,  China's  membership 
in  the  World  Trade  Organization  obliges  it 
to  make  it  easier  for  foreigners  to  invest.  By , 
the  end  of  next  year,  for  example,  Beijing 
has  promised  to  let  anyone  set  up  100%- 
foreign-owned  logistics  firms  outside  se- 
lected trade  zones.  More  foreign  competi- 
tion could  make  it  tough  for  Bernstein  and 
push  him  to  raise  more  capital  in  order  to 
expand  his  operations. 

But  then,  he  figures,  most  people  would 
be  pretty  crazy  to  undertake  what  he's 
done.  WTO  or  no,  he  explains,  "no  one  re- 
ally thinks  distribution  in  China  is  about 
to  become  easy."  F 
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Jon  Fosheim  an 
e  Kirby:  Green  Stree 
sure  ain't  Walt  Stree 


Building  Trust 

Diogenes  can  stop  hunting.  We've  found  a  bunch  of  honest  analysts,  and 
their  calls  on  REIT  stocks  could  make  you  a  terrific  return.  By  Stephane  Fitch 


WORKING  NEXT  TO  A  SUNNY  CALIFORNIA 
beach,  the  casually  dressed  Jon  A.  Fosheim 
and  Michael  Kirby  are  removed  from  Wall 
Street  in  ways  beyond  geographical.  The 
duo's  17-year-old  research  firm,  Green  Street 
Advisors,  jams  12  analysts  into  modest  quar- 
ters, pays  them  far  less  than  the  yearly  $500,000  they  could 
make  elsewhere — and  tells  them  not  to  shrink  from  slamming 
weak  stocks  they  cover.  In  an  era  when  investors  bemoan  the 
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prostitution  of  securities  analysts,  Green  Street  is  about  as  in 
dependent  as  you  can  get. 

Focused  on  real  estate  investment  trusts.  Green  Street  regu 
larly  rates  25%  of  its  stocks  a  sell  and  25%  a  buy.  Compare  tha 
with  equity  analysts'  assessments  generally,  as  compiled  b) 
Thomson  First  Call:  Just  10%  of  their  recommendations  are  sell; 
and  48%  are  buys.  Green  Street  does  no  underwriting  and  nevei 
takes  fees  from  any  REIT,  so  covered  companies  can't  bully  it. 

With  nothing  other  than  research  fees  to  support  it,  th< 


Money  &  Investing 


rwport  Beach,  Calif,  research  boutique  lives  or  dies  by  the  skill 
its  analysts  in  separating  good  REIT  stocks  from  bad  ones.  Co- 
under  Kirby  is  perhaps  a  bit  sanctimonious  when  he  says,  "We 
an]  go  home  and  look  our  kids  in  the  eye."  But  look  at  the 
ults.  Assuming  we  can  trust  self- tabulated  figures  (for  what 
s  worth,  Ernst  &  Young  has  audited  them).  Green  Street's  buys 
ice  1993  have  returned  an  annual  average  of  26.6%,  including 
vidends.  The  return  far  eclipses  the  10.2%  produced  by  all 
EITs,  as  calculated  by  the  National  Association  of  REITs 
>Jareit),  not  to  mention  the  9.3%  for  the  S&P  500. 
Green  Street's  research  is  read  by  300  institutions,  including 
of  the  30  largest  actively  managed  REIT  mutual  funds;  most 
jstomers  pay  anywhere  from  S30,000  to  $300,000  a  year.  Indi- 
dual  investors  pay  S450  a  month  or  more  for  access  to  the 
alysis.  The  firm  was  negotiating  with  Charles  Schwab  &  Co., 
hich  had  hoped  to  buy  reports  and  feed  them  to  its  retail 
ients.  Also,  FORBES'  ratings  of  REITs  (see  p.  104)  are  heavily 
tluenced  by  Green  Street  numbers. 

REITs'  most  outstanding  feature,  besides  the  comparative 
ability  of  their  share  prices,  is  their  fat  dividends.  These  pools 
f  property — offices,  warehouses,  apartments,  shopping  malls — 
oUect  rents  and,  by  law,  must  pass  along  at  least  90%  of  the 
rofits  to  shareholders.  After  two  solid  years  as  investor  favorites 
n  the  aftermath  of  the  tech  debacle,  REITs  hit  a  rough  patch  in 
!(K)2.  Nareit  says  the  group  drooped  2.1%  for  the  year.  Thanks 
o  the  bounteous  dividends,  however,  REITs  finished  2002  with  a 
otal  return  of  5.2%.  (The  S&P  50()'s  return  was  -22%).) 

Softening  office  and  apartment  markets  were  mostly  to 
)lame  for  weak  REIT  prices,  trends  that  should  continue  in  2003. 
Jut  don't  run  away.  Green  Street  expects  respectable  returns  for 
)atient  investors  over  the  next  decade. 

Green  Street's  buy  and  sell  ratings  are  a  simple  matter  of 
low  a  REIT's  price  compares  to  a  price  that  the  analysts  think  it 
ought  to  trade  at.  The  latter  comes  from  a  complicated  and,  for 
the  most  part,  objective  analysis.  Bear  Stearns  alumni  Fosheim, 
52,  and  Kirby,  42,  have  spent  years  refining  the  formula. 

In  the  first  step,  Green  Street  looks  at  operating  income:  rent 
minus  operating  costs  like  janitors'  salaries  and  minus  necessary 
capital  expenditures  (a  new  elevator,  for  example).  A  landlord 
with  no  mortgage  would  view  this  sum  as  the  profit  he  could 
take  home  (before  income  taxes).  Next,  divide  this  operating 
income  by  a  capitalization  rate,  the  percentage  cash-on-cash 
return  that  real  estate  buyers  expect  in  a  given  market.  In  a  mar- 
ket with  an  8%  cap  rate,  a  collection  of  buildings  yielding  $80 
million  in  operating  income  would  presumably  sell  for  $1  bil- 
lion. Typical  REITs  own  diversified  portfolios  of  buildings  of  dif- 
ferent types  or  in  different  cities,  so  the  analyst  comes  up  with  a 
blended  cap  rate  after  looking  at  the  properties  and  talking  to 
real  estate  buyers. 

Once  you've  got  a  price  tag  on  the  real  estate,  subtract  debt 
and  divide  by  the  number  of  shares  outstanding.  This  gives  you 
a  presumed  liquidating  value,  called  "net  asset  value"  at  Green 
Street. 

You're  still  not  done.  A  company's  value  is  a  function  not 
only  of  the  assets  it  holds  but  its  skill  in  managing  them  and  the 


likelihood  of  appreciation  in  those  assets.  Here  the  valuation 
routine  turns  a  little  more  subjective.  The  idea  is  to  apply  a  pre- 
mium or  haircut  to  the  NAV  that  reflects  management  skill  and 
prospects. 

Is  an  area's  property  market  strong  or  weak,  and  where  is  it 
bound?  Do  the  REIT's  managers  have  a  history  of  buying  good 
buildings  in  the  right  places,  keeping  them  up  and  maintaining 
a  decent  rental  roll?  The  process  is  laborious.  Last  year  analyst 
Gregory  Andrews  traveled  to  six  cities,  met  REIT  managers, 
toured  their  properties,  then  sought  out  brokers  and  even  rival 
landlords.  In  Houston,  for  example,  the  locals  told  Andrews  that 
Wal-Mart's  expansion  there  was  putting  pressure  on  the  perfor- 
mance of  strip  centers.  That  cooled  Andrews'  view  of  New  Plan 
Excel  Realty's  deal  to  pay  $650  million  for  92  strip  shopping  cen- 
ters located  mostly  in  Houston.  Though  New  Plan  is  well  man- 
aged, Andrews  rates  its  $19  shares  "sell"  because  of  their  10% 
premium  to  his  $17.25  a  share  NAV  estimate  for  this  REIT. 

The  method  works  the  other  way  for  strong,  under- 
appreciated REITs 
like  Boston  Proper- 
ties. With  30  mil- 
lion square  feet  of 
office  space  in 
Boston,  New  York, 
San  Francisco  and 
Washington,  D.C., 
this  Ri:rr's  prime 
buildings  would 
fetch  $10.6  billion 
in  an  auction  today, 
says  Cireen  Street 
analyst  James  Sulli- 
van. Subtract  $6.1 
billion  in  debt  and 
what's  left  is  a  net 
asset  value  of  $37  a 
share,  i  hen  Sullivan  weighs  such  factors  as  earnings  performance 
(how  efficiently  higher  rents  are  turned  into  higher  earnings)  and 
access  to  capital  (the  ability  to  raise  fresh  equity  or  debt  at  the 
least  cost).  A  $39  intrinsic  value  emerges  for  Boston  Properties. 
At  a  recent  $36,  it  trades  at  a  7.6%  discount  to  that  value. 

On  the  other  hand,  office  REIT  Trizec  Hahn  changes  hands 
for  almost  exactly  its  Green  Street  intrinsic  value  of  $9,  and  far 
below  its  NAV  of  $13.  Green  Street's  take:  It's  a  blah  stock,  suffer- 
ing from  overleverage  (a  hefty  72%j  of  assets)  and  management's 
record  of  less-than-stellar  development  projects  (its  eastern 
European  malls  were  a  fiasco;. 

Schwab  should  restart  talks  with  Green  Street  and  get  you  af- 
fordable access  to  its  ratings.  TTie  sticking  point  before  was  Green 
Street's  insistence  on  a  24-hour  lag  from  when  its  $30,000-a-year 
core  customers  get  the  ratings,  a  reasonable  request  since  RE:iT 
stocks  aren't  volatile  and  underlying  values  change  slowly.  Plus, 
this  is  not  a  terrific  sector  for  in-and-out  traders.  Buy  with  an  ex- 
pectation of  holding  for  a  decade  or  two  and  a  day's  delay  won't 
do  much  damage  to  your  average  annual  return.  F 


..y  tlic  Numbers 


The  REIT  industry  has  ballooned  since 
1993,  rising  from  135  companies  with  a 
total  stock  market  value  of  $26  billion 
to  149  worth  $151  billion. 


football  fields  contain  the 
ame  space  as  Equity  Office  Proper- 
ties Trust's  729  office  buildings. 


rr 


is  what  a  $1,000 
investment  in  the  REIT  industry's 
main  index  a  decade  ago  is  worth 
now.  The  same  investment  in  the 
S&P  500  has  returned  $2,442. 

REIT  headed  by  a  woman. 
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Ranking  REITs 

Our  second  annual  ranking  of  real  estate  investment  trusts 
tells  you  the  best  performers— and  the  cheapest. 

BY  STEPHANE  FITCH  AND  KURT  BADENHAUSEN 


IF  YOU  HAD  INVESTED  IN  THE  EIGHT 
REITs  we  graded  double-A  in  early 
2002  (for  performance  and  value), 
your  total  return  would  have  been  12% 
for  the  year,  soundly  beating  the  REIT  in- 
dustry's 3.6%  and  even  rivaling  Green 
Street's  buy  list  (17%).  The  S&P  500  pro- 
duced a  dismal  -22%. 

This  time  none  of  the  20  biggest  REITs 
on  our  list  merits  the  coveted  A/A  rating. 
The  best  we  have  are  the  eight  REITs 
with  A/B  or  B/A  split  ratings.  Two  smaller 


companies  on  our  extended  table  of  60 
did  score  A/A,  though.  Look  for  it  at 
www.forbes.com/reits. 

FORBES  grades,  awarded  on  the  curve, 
are  based  on  raw  data  from  Green  Street 
Advisors.  Performance  is  defined  by  the 
sum  of  yield  and  growth  over  a  five-year 
period.  The  logic  is  simple:  A  portfolio 
whose  value  is  growing  at  8%  while  a  4% 
yield  is  being  distributed  is  no  better  or 
worse  than  one  growing  at  4%  and  yield- 
ing 8% — for  a  real  estate  owner  reinvest- 


ing income,  the  result  is  the  same. 

Growth  here  is  measured  by  a  blen| 
of  two  growth  rates:  in  what  Green  Stree 
calls  "adjusted  funds  from  operation"- 
net  income,  plus  depreciation,  minu| 
maintenance-level  capital  expenditures 
and  in  "net  asset  value,"  or  presumed  liql 
uidating  value  for  the  portfoUo.  The  five! 
year  period  ends  with  2003;  we  use  <| 
forecast  for  the  last  year. 

Note  that  stock  prices  do  not  figunl 
into  the  performance  calculation.  We'nl 
just  telling  you  whether  the  managers  anj 
able  to  expand  asset  values  over  time 
and/or  hand  out  cash  to  investors. 

The  value  grade  compares  the  REIT's| 
share  price  to  a  discounted  present  value 
of  projected  dividends  through  2007| 
plus  the  2007  liquidation  value.  Dis- 
count rates  are  higher  for  REITs  with| 
more  leverage. 


How  the  Biggest  Measure  Up 


With  the  help  of  data  from  Green  Street  Advisors,  our  list  grades  the  U.S.'  20  largest  REITs.  For  performance  and  value,  the  best 
REITs  are  B/A  or  A/B.  Performance  assesses  management  prowess  in  enhancing  the  worth  and  earnings  power  of  a  property 
portfolio,  as  well  as  its  dividend  yield.  Value  looks  at  how  cheap  a  REIT  is,  versus  what  we  see  as  its  intrinsic  value. 
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GRADE 
Perfor- 
mance  Value 

REIT/business/location 

Recent 
price 

Dividend 
yiciQ 

5-YEAR 

Leverage 
ratio 

annualized      annualized 
MAV  growth  AFFO"  growth 

Assets' 
($bil) 

B         F 

AMB  Property/industrial/national 

$27.36 

6.0% 

8.3% 

1.4% 

47% 

$2.5 

C         C 

Apartment  Invest  &  Mgmt/apartments/national 

36.47 

9.0 

-1.4" 

1.2 

64 

4.0 

C         D 

Archstone-Smith/apartments/nationai 

22.20 

7.7 

4.5 

-2.7 

49 

5.0 

A+        C 

AvalonBay/apartments/national 

36.34 

7.7 

15.0 

0.8 

47 

3.1 

A+        B 

Boston  Properties/offices/East,  West 

35.86 

6.8 

9.8 

10.7 

58 

4.5 

B         C 

Duke  Realty/industrial/national 

25.07 

7.3 

6.0 

3.3 

47 

3.4 

B         A 

Equity  Office/offices/national 

23.68 

8.4 

0.2 

5.4 

56 

11.7 

D         C 

Equity  Residential/apartments/national 

23.92 

7.2 

-8.7 

-11.8 

51 

7.2 

^*        B 

General  Growth/shopping  malls/national 

49.33 

5.8 

14.3 

12.1 

65 

3.5 

F          F 

Host  Marriott/hotels/national 

8.13 

3.2 

0.0 

-17.6 

72 

2.8 

C         C 

Kimco  Realty/strip  malls/national 

31.30 

6.9 

2.6 

-1.1 

49 

2.8 

B          B 

Liberty  Property/industrial/East,  Midwest 

30.05 

8.0 

4.2 

5.2 

49 

2.3 

A          B 
C         A* 

IVIacerich/shopping  malls/national 

29.72 

7.7 

5.4 

6.8 

61 

2.2     . 

IVAack-Cali  Realty/offices/East 

28.25 

8.9 

-1.4 

2.3 

51 

2.1 

C          F 

ProLogis/industrial/international 

24.80 

5.7 

5.2 

2.9 

49 

4.1 

A         B 

Public  Storage/storage  centers/national 

31.08 

5.8 

9.4 

6.3 

39 

4.1 

B         A 

Rouse  Company/shopping  malls/national 

31.50 

5.0 

3.3 

8.4 

67 

2.9 

A         B 

Simon  Property/shopping  malls/national 

32.74 

6.7 

6.5 

6.7 

61 

8.7 

F          B 

Trizec  Properties/offices/national 

9.03 

3.9 

-11.2 

-3.0 

72 

2.0 

A         B 

Vornado  Realty/offices,  strip  malls/East,  Midwest 

34.14 

8.0 

3.9 

7.0 

56 

5.3 

'Net  Asset  Value.  ^Measure  of  profit:  Adjustod  Funds  From  Operations  are  net  income,  plus  depreciation,  less  nonrecurring  iter 
from  1999  through  2003e.  ^Fair  market  values  estimated  by  Green  Street.  'Range  is  for  less  than  period  indicated.  Sources:  Cf« 

ns  and  maintenance-level  capital 
90  Street  Advisors:  Multex  via  FactSet 

spending.  Figures  cover  period 
Research  Systems. 
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American  Traditions 


ime  things  are  best  when  they  have  a  numerous  market  rotations.  This  perspective  allows  them  to 

irprise  inside.   Not  your  investments.  keep  our  funds  on  course  for  the  long  term.  To  learn  more, 


hen  you  choose  a  value  fund,  you  expect  it  to  perform  like 


value  fund.  Which  is  why  our  funds  are  managed  to  ensure 


yle  consistency.  They  let  you  build  a  balanced  portfolio 


ith  confidence.  Our  seasoned  managers  have  been  through 


please  call  your  advisor  or  visit  www.americancentury.com. 


You'll  find  the  way  we 


manage  our  value  funds 


says  a  lot  about  our 


values  as  a  company. 


Overall  Morningstar  Ratings'" 


Equity  Income 
Capital  Value 


•  *••• 

•  ••*• 


Due  to  market  volatility,  these  funds  have  experienced 
negative  short-term  performance. 


>veraU  Morningstar  Ratings'  as  of  12/31/02.  Eqjiity  Income  Fund  rated  for  the  overall  period  among  181  Mid-Cap  Value  funds.  Capital  Value  Fi4nds  rated  for  the  overall  period  among 
51  Lirge  Value  funds.  Past  performance  is  no  guarantee  of  future  results. 

rcest?nent  returns  and  principal  values  mayfliicluale  and  redemption  value  mai/  be  more  or  less  than  original  cost. 

or  current  performance  information,  please  call  us  or  visit  our  Web  site. 

or  each  fund  with  at  least  a  3-year  history,  Morningstar  calailales  a  Morningstar  Rating' based  on  a  Morningstar  Risk-Adjusted  Return  measure  that  accounts  for  variations  in  a  fund's 
Kmthly  performance  (including  the  effects  of  sales  clwrges,  loads  and  redemption  fees),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top 
0%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  receive  4  stars,  Ih^  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star  (Each  sliare 
lass  IS  counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.)  Vie  (Jverall  Morningstar  Rating  for  a 
Old  is  derived  from  a  weighted  average  oftlie  performance  figures  associated  ivith  its  3-,  5-  and  10-year  (if  applicable)  Morningstar  Rating  metrics.  The  funds  liad  the  following  ratings 
vthe3-.  5- arid  10-year  periods,  respectively.  Equity  Income  5, 5,  NA  out  of  181  and  127  U.S.-domiciled  Mid-Cap  Value  funds;  Capital  Value  5,  NA,  NA  out  of  631  U.S.-domiciled  Large 
'blue  funds.  Morningstar  Rating  is  for  the  investor  share  class  only:  other  classes  may  liave  different  performance  cliaracleristics. 

'lease  call  1-877-44-AMCEN  for  a  prospectus  with  more  complete  information,  incliuting  charges,  expenses  and  minimums.  Be  sure  to  read  it  carefully  before  you  invest 
trsend  money. 
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Portfolio  Strategy  By  Kenneth  L.  Fisher 

The  Bipolar  Market 


LAST  MONTH  I  SUGGESTED  2003  WOULD  BE  A  GREAT 
Stock  market  year.  Why?  Because  the  forecasting 
methodology  I've  long  used  says  2003  will  be  great  or 
terrible.  Since  I  see  abundant  reasons  it  won't  be  terri- 
ble, I  expect  it  to  be  great.  Here's  why: 
Years  ago  I  fashioned  this  tool  by  building  representative 
samples  of  professionals'  expectations.  Then  I  noted  what  they 
agreed  would  occur,  and  figured  the  best  place  for  an  investor  to 
place  a  bet  is  on  some  other  outcome.  Financial  markets  dis- 
count all  known  information.  That  means  what  we  all  know 
and  commonly  discuss  is  priced  into  markets — having  no 
residual  power.  You  can't 
make  money  off  it.  So,  con- 
template other  possibilities 
and  choose  among  them  ^^^^^^  ^^  TebOUnd: 

Suppose  the  consensus 
forecast  is  for  So  &  So  Co.  to  PreSldeiltS'  third 

double  its  earnings  next  year. 

If  you  buy  the  stock  now,  do      yesrs  tend  to  bs  a 

you  have  a  big  hit  when  the        .  ,  , 

company  delivers?  No,  that      ^11116  Of  10086  mOnOy 

outcome  was  figured  into  the  nnA  Uformjn^ 


One  reason  for  the 


economies. 


price  you  had  to  pay.  You  win 
when  you  know  something 
others  don't. 

Sometimes  you're  right. 
Sometimes  v«-ong.  Last  year  I  was  wrong.  My  Feb.  4,  2002  col- 
umn said  that  there  were  three  holes  in  the  pros'  array  of  calls 
for  2002,  meaning  three  S&P  500  outcomes  worth  betting  on:  to 
end  with  a  gain  above  40%,  with  a  loss  of  20%  or  worse,  or  with 
a  loss  between  2%  and  10%.  I  bet  on  the  last  option.  The  second 
proved  to  be  the  correct  one.  The  methodology  wasn't  wrong, 
just  my  particular  choice. 

The  same  technique  now  offers  only  two  outcomes.  Up  35% 
or  more.  Or  down  35%  or  worse.  I'll  bet  the  former.  Why? 

You  bet  based  on  what  is  historically  reasonable  and  what  you 
see  that  others  can't.  First,  a  fourth  big  down  year  would  be  rare 
and  would  make  this  bear  market  fully  comparable  in  magnitude 
and  duration  to  1929-32,  a  uniquely  bad  episode  in  economic 
history.  Next,  as  I've  often  detailed  (over  the  objections  of  many 
readers),  history  and  reasoning  point  to  the  fact  that  the  market 
will  not  experience  a  fall  during  a  President's  third  year  in  office. 

The  third  reason  I  don't  expect  a  35%  fall  has  to  do  with  a 
quirk  of  investor  psychology.  Recendy  I  discovered  investor  psy- 
chology runs  a  continuous  spectrum  from  higher-end,  more 
famous  and  formally  trained  professional  forecasters  from  the 
very  biggest  firms,  down  to  lower-end,  small  money  managers 
with  little  or  no  formal  training  (and  nonprofessionals).  | 
Upper-end  pros  tend  to  be  "mean  reverters,"  meaning 


above-average  years  make  then 
more  bearish  and  below-aver 
age  years  make  them  more  bull 
ish.  They  want  to  revert  toward 
average.  Lower-end  investor: 
(professional  or  not),  tend  to  b< 
trend  followers.  They  expec 
good  years  to  be  followed  b 
good,  and  bad  years  by  bad 
From  upper  end  to  lower  end  i 
an  accordionlike  flexible  psy 
chological  continuum.  So, 
long  bull  market  puUs  all  investors  together — toward  more  sim 
ilar  views.  But  long  bear  markets  spread  out  sentiment,  wi 
high-end  folks  getting  optimistic  (by  mean  reverting)  whil- 
low-end  folks  get  ever  more  bearish. 

The  longer  a  bear  market,  the  more  that  spreads  out.  And, 
they  all  get  more  sure  they're  right.  If  the  market  is  down  35% 
this  year,  high-end  mean  reverters  will  get  more  optimistic  stQl, 
and  low-end  trend  followers  will  get  more  pessimistic.  Then,  in 
2004,  with  sentiment  pancaked  even  further  than  it  is  now,  the 
market  will  have  to  rise  or  fall  a  lot  more  than  35%,  which 
seems  much  too  much  to  be  realistic,  either  way.  But  if  the  mar- 
ket is  up  big  later  this  year,  the  mean  reverters  will  get  less  opti- 
mistic, the  trend  followers  less  pessimistic  and  2004  won't  have 
to  be  unrealisticaUy  extreme.  Hence  psychology  argues  for  up, 
not  down.  (For  more,  see  "Blowing  Bubbles,"  by  me  and  Meir 
Statman  of  Santa  Clara  University,  in  the  Journal  of  Psychology 
and  Financial  Markets,  2002,  Vol.  3,  No.  1). 

Fourth  reason  to  expect  a  rebound  in  2003:  Professionals 
overwhelmingly  forecast  a  big  move  up  in  both  long-  and  short- 
term  rates  this  year,  and  the  possibility  of  this  bearish  develop- 
ment is  already  figured  into  stock  prices.  I  expect  rates  to  stay 
more  or  less  flat.  With  economies  weak,  central  banks  have 
scant  choice  but  to  err  toward  looseness.  (And  with  his  reap- 
pointment in  2004  on  the  line,  Alan  Greenspan  has  no  choice 
but  to  help  Bush's  reelection  prospects  with  loose  money.)  Low 
rates  will  be  a  pleasant  surprise,  pushing  stocks  up. 

Fifth,  municipalities  and  states  plugging  gaps  in  their  pen- 
sion funds  will  be  big  net  buyers  of  stocks  and  bonds  this  year, 
to  the  tune  of  $50  billion.  No  one  expects  this,  and  next  month 
I  will  detail  what's  behind  it. 

In  sum,  this  is  a  terrific  time  to  be  buying  stocks  like  these: 
Aegon  (12.  AEG),  Alcatel  (7,  ala),  Bayer  (I7.  bay).  Best  Buy 
(27,  BBY),  Becton  Dickinson  (32.  bdx),  Campbell  Soup  (23.  CPB)  and 
Diageo  Pic.  (40.  DEO).  For  details,  go  to  forbes.com.  At  the  "jump" 
box,  select  "premium  tools"  and  type  in  a  ticker.  F 

TJVvwV^^^    I  Kenneth  L.  Fisher  is  a  Woodslde. Calif-based  money  manager. 
^Ji£U^^,m.     !  Visit  his  home  page  at  www.forbes.com/fJsher. 
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You  can't  always  control 

how  they  use  office  supplies, 

but  you  can  control 
overall  costs. 


Here's  a  wake-up  call:  While  office  products  are  typically  12%  of 

supply  budgets,  they  can  account  for  70%  of  transactions.  That  takes  a  lot 

of  your  associates'  time.  And  up  to  half  of  their  purchases  may  cost 

15%  more  than  you  expected.  Boise  Office  Solutions  can  help.  Our  unique 

Customer  Insight  Reports'"  show  you  who's  ordering  what,  when  and 

how.  So  you  can  really  control  expenditures.  And  our  easy,  personalized 

ordering  system  saves  valuable  time.  For  eye-opening  proof  on  how 

we  can  save  you  money,  call  1-888-B0ISE-88.   Boise.  It  Couldn't  be  Easierf 


Office  Solutions 


OFFICE   PRODUCTS  •  TECHNOLOGY  •  FURNITURE  •  OFFICE   PAPERS 


Fixed-Income  Watch  By  Richard  Lehmann 

How  to  Buy  a  Preferred 


BUYING  PREFERRED  STOCK  IS  HARDLY  AS  EASY  AS 
buying  common.  For  one  thing,  information  isn't  as 
available.  For  another,  common  comes  (usually)  in 
just  one  flavor,  whereas  preferreds  are  all  over  the 
place.  Some  are  traditional  straight  preferreds,  some 
(called  trust  preferreds)  are  in  effect  bonds  carved  into  little 
pieces,  and  some  (called  convertible  preferreds)  act  like  a  blend 
of  common  and  preferred  stock. 

Even  stockbrokers  have  difficulty  getting  the  facts  on  pre- 
ferreds. And  doing  it  yourself  online  can  be  tricky.  But  the  effort 
is  worthwhile.  Preferreds  often  offer  terrific  yields.  The  trust 
types  give  you  the  increased 
safety  of  bonds  with  the  liq- 
uidity of  stocks;  anyone  who 
has  tried  to  get  in  and  out  of 
bonds  in  lots  of  less  than 
$100,000  principal  value  will 
appreciate  the  fact  that  pre- 
ferreds generally  trade  on 
exchanges  with  modest 
bid/ask  spreads.  The  convert- 
ibles are  desirable  for  yet 
another  reason:  They  offer 
some  of  the  upside  of  com- 
mon stock  with  a  safety  cush- 
ion related  to  their  value  as 
fixed-income  securities  pay- 
ing a  nice  coupon. 

Here   are   some   of  the 
questions  to  ask  when  you 

shop  for  a  preferred:  Is  the  yield  in  line  with  the  rating?  If  it's  a 
minibond,  is  it  senior  or  junior  to  other  bonds,  and  can  its  pay- 
ments be  deferred  if  the  issuer  gets  into  trouble?  If  it's  a  con- 
vertible, is  the  conversion  mandatory  or  at  the  option  of  the 
holder?  For  aU  of  them:  When  and  at  what  price  can  the  security 
be  called  in  by  the  issuer? 

An  excellent  place  to  get  answers  is  a  Bloomberg  terminal. 
Your  broker  or  adviser  may  have  one,  but  the  machine  is  expen- 
sive to  rent,  meaning  it  doesn't  make  sense  for  individual 
investors.  If  you  don't  have  a  broker,  or  want  to  do  the  research 
yourself,  there  are  several  Web  sites  to  help  you. 

You  can  always  go  to  a  company's  Web  site  and  scan  its  SEC 
filings,  which  will  give  you  some  particulars  but  generally  not 
the  offering  prospectus.  You  can  get  that,  gratis,  by  logging 
onto  www.freeedgar.com,  which  taps  into  SEC  data.  Another 
free  site,  www.quantumonline.com,  lets  you  read  the  entire 
original  prospectus,  the  latest  SEC  filings  and  company  press 
releases.  Quantum  provides  a  short  descriptive  para- 
graph of  the  security;  from  there  on,  it  links  you  with 


It's  not  as  easy  as 

with  common.  Some 

brokers  don't 

understand  them. 

The  symbols  are 

tricky.  Data  can  be 

hard  to  find.  But 

the  income  makes 

them  worth  it. 


other  information  sources. 

A  pay  site  dedicated  solely  t| 
preferreds,  www.epreferreds.con 
charges  $10.50  for  a  day,  or  $29| 
a  year,  for  access.  This  site  fur 
nishes  more  information.  But  neil 
ther  Quantum  nor  Epreferred| 
offers  a  list  of  preferreds  to  selee 
fi^om,  or  their  credit  ratings.  Al 
the  risk  of  immodesty,  my  site! 
available  to  subscribers  to  th| 
Forbes/Lehmann  Income  Securit 
Investor  newsletter,  does  provide  you  with  a  shopping  list. 

A  big  obstacle  in  your  search  is  the  chaos  in  the  ticker  syml 
bols.  Consider  Semco  Capital  Trust  II  convertibles,  an  1 1%  issuJ 
that  must  be  converted  to  common  this  coming  August.  Natl 
ural  gas  distributor  Semco  Energy's  common  is  at  a  low  ebb,  so 
converting  will  reduce  what  appears  to  be  a  23%  yield  to  a  monl 
modest  11%,  if  the  stock  doesn't  sink  even  lower.  The  Semcc 
preferred  trades  under  the  different  quotation  systems  with  thil 
symbols:  SEN  I,  SEN-I,  SENPI,  SENPRI,  SEN  PRI,  SEN+I  and  SEN_Pl| 
Some  companies  have  the  same  symbol  for  their  common  and 
their  preferreds,  such  as  uranium  miner  Cameco  (CCj)  anc 
defense  contractor  Raytheon  (rtn). 

If  you  want  to  trade  online,  know  that  some  brokers  an 
better  than  others  at  preventing  you  from  buying  the  wronj 
issue.  Among  the  safest  is  Schwab.  When  you  place  an  order 
Schwab  sends  you  a  description  of  what  you  are  buying  anc 
the  current  ask  price,  and  you  must  okay  that.  Scottrade  onl^ 
plays  back  the  symbol  of  what  you  entered  with  the  curren 
bid/ask  price  and  volume  information — a  problem  with 
Cameco  or  a  Raytheon.  You  need  to  enter  a  delimiter  symbol 
such  as  "p"  or  a  "-I-"  after  their  tickers  to  differentiate  it  frorr 
the  common. 

What's  good  to  buy  now?  One  trust  preferred  I  like  is  th( 
DaimlerChrysler  7.87%  8/01/2097  Preferred  (25,  KCV),  which  yoi 
sometimes  see  listed  as  CORTS-Chrysler.  It's  backed  by  a  trusi 
holding  Chrysler  bonds,  it  sells  near  its  par  value  and  is  ratec 
A3/BBB+. 

Some  of  these  trust  preferreds  are  created  by  brokeragf 
houses  out  of  company  bonds  they  own,  and  are  listed  undei 
an  acronym  or  the  broker's  name.  One  I  like  is  listed  as  CBTCS 
8.37%  11/15/2028  Series  MOT  (25,  XFJ).  Here,  MOT  stands  foi 
Motorola.  Lehmann  Brothers  packaged  the  underlying  Motorola 
bonds,  rated  Baa2/BBB.  Like  most  trust  preferreds,  this  one  has  a 
long  maturity  and  would  be  hurt  by  a  rise  in  interest  rates.  But  1 
don't  expect  a  large  rise  in  2003.  F 
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Alaskan  Grandeur 

June  14-26,  2003  •  Crystal  Harmony 


Don't  Miss  This  Forbes  Experience... 

Explore  the  splendor  of  Alaska,  America's  last  frontier,  with  an  abundance  of 
natural  wonders,  exotic  wildlife,  and  rich  history. 

Savor  the  elegance  of  traveling  in  luxury  aboard  the  six-star  Crystal  Harmony. 
1  et  this  proud,  award-winning  staff  pamper  you  with  true  European  service. 

Learn  and  profit  from  the  advice  and  insights  of  top  financial  and 
geopolitical  experts,  including  former  Presidential  Candidate  Steve  Forbes. 

Discover  how  to  get  the  highest  risk  adjusted  returns  by  focusing  on  asset 
allocation  and  investment  style — in  addition  to  individual  stock  selection. 

Get  expert  insight  into  hedging  and  short  selling— use  of  alternative 
investments,  new  tax  strategies,  and  estate  planning  methods. 

Find  out  how  to  protect  your  retirement  fund  while  concentrating  on  ways 
to  increase  your  cash  income  by  30%,  SO'X)  or  even  100%  or  more  with  selected 
preferred  stocks,  value  stocks,  and  corporate  bonds'  and  convertibles. 
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Financiai  Strategy  By  A.  Gary  Shilling 

The  Great  Stock  Fallacy 


THE  SPECULATIVE  BINGE  OF  THE  1990S,  LIKE  ANY 
Other,  produced  a  cornucopia  of  investment  falla- 
cies. In  retrospect  the  absurdities  of  some  of  them 
are  obvious,  such  as  the  idea  that  we  could  all  quit 
our  jobs  and  make  a  living  day  trading,  or  the  belief 
that  companies  should  be  evaluated  on  pro  forma  rather  than 
GAAP  results.  But  other  wrongheaded  concepts  are  still  with 
us,  and  widely  accepted. 

Stocks  are  best.  The  theory  is  that,  over  a  long  enough 
period  of  time  (say,  a  decade  or  two),  stocks  are  guaranteed  to 
beat  bonds  and  cash.  That's  supposed  to  happen  because  cor- 
porate earnings  are  all  but 
certain  to  grow  faster  than 
the  economy,  and  price/earn- 
ings multiples  will  rise  for- 
ever. A  corollary  is  that  mar- 
ket dips  are  opportunities  to 
buy,  not  warnings  to  get  out. 

This  theory  won't  work  in 
the  sober  investment  years 
ahead,  any  more  than  it  did  in 
the  last  three.  Long  run,  prof- 
its on  average  can't  grow 
faster  than  the  economy.  In  a 
democracy,  capital's  share  of 
the  economic  pie  can't  keep 
growing  while  labor's  shrinks. 

So  what  can  we  expect 
from  the  economy?  Real  an- 
nual GDP  growth  of  2.5%  is 

plausible.  With  mild  deflation  of  1%  to  2%,  nominal  growth 
would  be  a  mere  1%.  Ditto  for  stock  appreciation  with  P/Es 
already  contemplating  deflation.  Your  total  return  on  stocks  is 
the  sum  of  growth  and  yield.  Stock  yields  average  less  than  2% 
now,  maybe  3%  in  later  years.  Grand  total  return  on  a  stock 
portfolio  might  be  3%  to  4%  a  year. 

Will  that  beat  bonds?  Almost  certainly  not.  Long  Treasurys 
now  yield  5%  (nominal),  and  that's  your  return  if  rates  don't 
go  up  or  down.  If  I  am  right  that  we  will  get  mild  deflation,  then 
Treasury  yields  will  come  down,  perhaps  to  3%,  providing  a 
capital  gain  to  today's  buyers  and  outpacing  the  stock  market. 

Wall  Street  does  not,  of  course,  contemplate  deflation.  But 
suppose  that  the  herd  is  right  and  we  get  3%  growth  and  2% 
inflation.  Then  Treasury  yields  .will  be  5%  or  higher.  But  these 
high  rates  wiU  eventually  reflect  themselves  in  lower  P/Es  for 
stocks.  A  5%  Treasury  rate  implies  a  market  P/E  of  17.  Right 
now  stocks  are  trading  much  higher,  at  30  times  trailing  earn- 
ings. In  this  scenario  stock  prices  simply  must  come 
down,  and  today's  buyer  will  get  a  negative  return. 


Despite  the  bear 

market,  experts 

cling  to  the  theory 

that  stocks  always 

win  in  the  long  run. 

Look  at  the  last  two 

decades  and  you 

will  see  how  wrong 

that  theory  is. 


Look  for  stock  price  appni 
ciation  of  1%  to  5%,  may! 
less,  for  many  years.  A  far  c 
from  the  20%-plus  of  th: 
late  1990s.  I 

I  don't  buy  the  argumer 
that  you  do  well  buying  on  dipj 
That  dip  may  prove  to  be', 
chasm,  and  the  rise  beyond  1 1 
not  enough  to  make  you  whol 
I  also  don't  buy  the  argume 
that  it's  wrong  to  exit  from 
market  when  stocks  are  overpriced.  With  modest  avera 
growth  in  the  years  ahead,  being  out  of  bear  markets  will  b| 
more  beneficial  to  your  financial  health  than  being  in  dur 
bull  phases.  Remember,  if  you  lose  50%  on  a  stock,  you  have 
double  your  money  to  get  even. 

Asset  allocation  is  a  precise  science.  Self-appointed  exper 
stQl  believe  you  can  maximize  your  risk-adjusted  return  witl 
X%  in  small-cap  growth  stocks,  Y%  in  big-cap  value,  etc.  Anj 
no  cash — what  I  call  pigeonhole  investing.  Where's  the  protei 
tion  when  every  stock  sector  is  down,  as  in  2002? 

Portfolio  managers  brush  aside  negative  showings  and  cro 
that  they  have  beaten  their  benchmarks — the  S&P  500,  th 
Philadelphia  Semiconductor  index,  whatever.  But  remembe 
that  your  bank  account  is  determined  by  absolute,  not  relativi 
performance.  You  shouldn't  pay  a  manager,  at  least  not  for  lonj 
for  beating  his  benchmarks  if  he's  stiU  losing  your  money. 

Treasurys  are  for  losers.  Really?  Over  the  past  three  calends 
years  the  Lehman  Brothers  Long-Term  Treasury  index  has  avei 
aged  a  positive  14%  annual  return;  stocks,  a  negative  14%. 

The  spread  in  returns  is  also  stunning  over  longer  periods.  \ 
you  bought  a  25-year  zero  coupon  Treasury  bond  in  Octobt 
1981,  when  bonds  were  at  their  gloomiest  point,  then  switche 
at  the  end  of  every  calendar  year  to  another  25-year  zero,  you' 
have  a  compound  annual  return  of  23.9%,  before  taxes  c 
transaction  costs.  Starting  with  the  S&P  500  stock  index  at  its  Jul 
1982  low  and  reinvesting  the  dividends,  you'd  have  enjoye 
only  a  13.9%  annual  return.  Stocks  gained  only  18%  as  much  a 
Treasury  bonds. 

I've  been  a  Treasury  bond  bull  since  I  started  talking  abot 
the  bond  rally  of  a  lifetime  two  decades  ago  (FORBES,  May  2. 
1983).  There's  more  appreciation  if  mild  deflation  unfolds  an 
pushes  Treasury  bond  yields  to  3%.  A  contraction  in  the  Ion 
Treasury  yield  from  5%  to  3%  over  the  next  two  years  woul' 
give  you  a  compound  annual  total  return  of  23%.  That's  lol 
more  than  you  can  expect  from  stocks.  I 


Forbes 


A.  Gary  Shilling  Is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultants 
and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shllllng. 


112     FORBES*   March  3.  2003 


Wt 


The  5th  Annual 


RDii 
Executive 

V\fomen's 

-aum 

aturing 

rhe  2003  Forbes 

ailblazer  Awards 


^S  INCLUDE; 

.klev.  Chief  Risk  Officer. 


nu,  SVP  ac  President. 
.*»\-s«ems  &  Solutioas  Gamp. 

avez-Thompson, 
-C!0 

tin,  \'P  v>i  Corporaie 
ke  &  A.isistant  Secretan-. 


i 


ison.  Founder  & 

CEO.  .MilestorK  Capital; 

SS  Broads 

■Tcr,  CEO  &  Chairman 
ird  of  Directors,  Gymboree 

:  IGnney,  Executive  Vice 
1.  President  &  CivCOO. 
Stock  Exchange 

zarus.  Chairman  &  CEO. 
Mather  VCorldwide 


i 


Hnh  WTiarton 

vlCliXl  IhcW  'Sih<u.l 


UnivBrsity  of  Pannsylvaitlii 


To  register  contact  Jessica  Kouvaros 

(212)  367-3521  or  jkouvaros@forbes.com 

Mention  code  FB-ADOl 


"w,  Co-founder.  LENS; 
ic  Corporate  Librar) 

i  Nfosbacher.  President  and 

rghese 

.  Host.  "Judith  Regan 
I  President  C*C  Publisher, 
n  Company 

bdin.  Ph.D..  President. 
^  of  Pennsylvania 

ener,  Ph.D..  Professor, 
School  of  -Management. 
f  of  California.  Irvine; 

v.fbTbes.eoin/coiif 
ogram  details 


Greed  is  not  good.  The  fallout  from 

scandals  plaguing  corporate  America 

continues  to  spread  to  investors,  to 

consumers,  and  to  the  economy.  The 

implications  are  immense:  if  all  leaders 

put  the  good  of  their  companies  ahead 

of  their  own  interests,  would  the  world  be  a  better  place?  Doing  the  right  thing  is  good 

for  business.  If  more  women  were  in  top  spots,  what  would  be  the  difference?  Would 

there  be  as  many  Enrons,  WorldComs,  Global  Crossings,  Tycos  and  Adelphias?  Maybe 

not.  Will  the  backlash  against  corporate  malfeasance  create  a  culture  of  honesty?  Can 

women  executives  benefit  from  and  lead  this  change?  We  certainly  hope  so.  The  2003 

Forbes  Executive  Women's  Forum  comes  at  a  critical  time  for  business,  when  leadership 

is  at  a  crossroads  and  the  future  of  capitalism  could  be  at  stake. 
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report.  You  decide. 


SoiSrce:  Nielsen  Media  Research.  400^  (9/30/02^1 2/29/02),  HH  Covg,  AA  %  Rtg  and  HH,  P2+  and  A25-54  AA  (000).  Your  World  W/Neil  Cavuto,  Bulls  &  Bears  Cashin'  In 
Cavuto  on  Busmess,  and  Forbes  on  F(^  vs,  altM-Su  6a-6a  CNBC,  CNN,  HLN  and  MSNBC  business  news  programs.  Subject  to  qualifications,  which  will  be  made  available  upon  request. 
>  .■  /  ©2003  FOX  News  Network,  LLC.  All  rights  reserved. 
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Marketing 


n  a  Script  and  a  Prayer 

|3X  and  violence  aren't  the  only  ways  to  sell  a  movie.  Peter  and  Paul  Lalonde 
e  making  money  on  flicks  with  Christian  themes,  by  dorothy  pomerantz 


ICK  CLARK  IS  GOD  TO  MOST  NEW  YEAR'S 
Eve  revelers,  which  is  why  Hollywood  is 
intrigued  that  on  Dec.  31, 250,000  peo- 
ple gathered  in  hundreds  of  theaters  and 
churches  to  take  in  an  alternative,  the 
)vie  Left  Behind  II:  Tribulation  Force. 
The  action-packed  tale  of  nonbelievers  find- 
\  religion  is  the  eighth  Christian  flick  created  by 
er  Lalonde  and  his  brother  Paul.  They  head 
3ud  Ten  Pictures,  a  maker  of  direct-to-video 
ns  for  entertainment-starved  Christians  who  es- 
;\v  torrid  Hollywood  fare.  Each  of  the  private 
npany's  tales  features  a  God-loving  message  and 
U-known  actors,  such  as  Kirk  Cameron,  Judd 
Ison  and  Corbin  Bernsen.  And  each  has  made  a 
y  profit  for  Cloud  Ten,  based  in  St.  Catharines, 
It.  and  Barbados.  Since  1997  the  Lalondes  have 
en  able  to  finance  their  films,  with  budgets  up  to 
-■  million,  with  no  outside  capital.  "This  is  the 
gest  untapped  niche  in  filmmaking  to  come 
)ng  in  100  years,"  says  Peter  Lalonde. 

But  the  Lalondes'  success  comes  more  from 
arketing  than  fi-om  filmmaking  skills.  The  broth- 
i  have  persuaded  churches  eager  to  attract  and 
tertain  teens  and  yoimg  adults  to  sponsor  occa- 
)ndl  theatrical  screenings,  like  those  on  New  Year's 
e.  Xhe  effort  helped  the  company  pocket  $2  mil- 
n  over  one  weekend  for  the  first  Left  Behind  movie, 
er  it  had  been  released  on  video,  making  2001  a 
:ord  year  for  Cloud  Ten  with  $42  million  in  sales. 
Big  egos  also  help  make  up  for  a  nonexistent  ad 
idget.  The  Lalondes  tap  real-life  evangelists  for 
meos  in  their  flicks,  knowing  the  loquacious  folks 
ill  talk  them  up.  Jack  and  Rexella  Van  Lmpe,  pop- 
ar  T\'  ministers,  helped  promote  Apocalypse, 
oud  Ten's  first  offering,  and  generate  $3  million 
sales  for  a  movie  that,  well,  "wasn't  the  greatest 
er  made,"  says  Peter  Lalonde,  43. 

The  Lalondes  trade  e-mails  with  their  database  of  200,000 
hristian-movie  buffs.  Cloud  Ten  ratcheted  up  the  special  effects 
d  gunfire  after  hearing  customers'  pleas  for  more  action  in  the 
ovies.  They  also  divined  that  one-size-fits-all  wasn't  doing  jus- 


Hooray  for  Holy 
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wood:  Paul  and  Peter  Lalonde  head  Cloud  Ten  Pictures. 

tice  to  the  market  and  are  working  on  a  line  of 
videos  aimed  at  African-Americans  and  another 
aimed  at  young  music  fans. 

The  Christian  market  has  not  been  overlooked 
by  mainstream  companies.  Jonah — A  VeggieTales 
Movie,  released  last  year  by  Artisan  Entertainment, 
distributor  of  The  Blair  Witch  Project,  has  grossed 
$26  million  and  spawned  a  line  of  Fisher-Price 
toys.  The  CBS  show  Touched  By  An  Angel  attracts  8 
million  viewers  a  week. 

"There's  an  unsatisfied,  primarily  Christian 
market  out  there,"  says  Michael  Dunn,  executive 
vice  president  of  Twentieth  Century  Fox  Home  En- 
tertainment. "If  you  can  marry  the  right  product 
to  that  marketplace,  everyone's  going  to  benefit." 
A-men,  says  Lalonde,  who  is  taking  meetings  at  big  studios 
and  talking  of  selling  a  51%  stake  in  Cloud  Ten.  Says  he:  "WhUe 
there's  a  separation  of  church  and  state,  I  don't  think  there  needs 
to  be  a  separation  of  church  and  entertainment."  F 
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Your  stomach  and  your  taste  buds 
are  about  to  enter  a  period  of  detente. 
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Which  means  they  can  once  again  enjoy  orange  juice  together. 

Thanks  to  Tropiccina"  Pure  Premium"  Low  Acid,  the  juice  you  couldn't  get  along  with  before 

has  a  smoother,  more  friendly  disposition.  What's  left  to  negotiate? 

So  Pure.  So  Alive. 


Tropicana 


©  2003  Tropicana  Products,  I 


Health 


^iral  Jujitsu 

.  new  gene  therapy  has  a  way  of  turning  the  AIDS 
Tus  against  itself,  by  mary  ellen  egan 


HE  WAR  AGAINST  AIDS  IS 
one  of  attrition.  Antiretro- 
viral  drugs  can  slow  the 
proliferation  of  the  human 
immunodeficiency  virus, 
laying  the  day  when  the  patient 
periences  full-blown  AIDS.  But 
ey  do  not  eliminate  the  virus, 
lich  can  revive  lethally  after  lying 
rmant  for  decades. 
Now  an  experimental  gene  ther- 
y  has  emerged  that  may  come  a  lit- 
closer  toward  actually  curing  AIDS, 
works  by  turning  HIV's  own  viru- 
ice  against  itself  The  new  therapy, 
oduced  by  the  small  biotech  tlrm 
rxsys  of  Gaithersburg,  Md.,  embeds 
genetically  engineered  weapon 
Ued  a  lentiviral  vector  in  the  body's 
m  disease-fighting  T  cells.  (A  vector 
something  that  transfers  genetic 
aterial  into  a  cell;  in  this  case  it  is  a 
fanged  version  of  HIV  itself.)  The 
itiviral  vector  efficiently  delivers  its 
netic  payload  into  cell  chromo- 
mes,  where  it  can  stay  for  a  long 
rriod  of  time. 

Virxsys'  vector  sets  a  deadly  trap 
r  the  marauding  HIV.  When  HIV  be- 
ns infecting  T  cells  laced  with  the 
ntiviral  vector,  the  vector's  RNA  seeks 
it  and  binds  with  the  HIV  to  activate 
oteins  that  chew  up  the  virus'  repro- 
ictive  genes  as  soon  as  it  begins  to 
plicate.  Potential  patients  will  get  an 
itravenous  dose  of  about  10  billion 
cells,  grown  in  petri  dishes  with  the 
xtor  inside  them.  Once  inside  the 
idy,  the  "weaponized"  T  cells  divide, 
eating  a  flotilla  of  anti-HIV  vectors. 
"With  the  correct  dose,  it  may  be 
ossible  to  cure  patients  with  AIDS  by 
eating  an  army  of  T  cells  that  can 
ihibit  and  resist  HIV  infection," 


explains  the  vector's  discoverer,  Boro 
Dropulic,  founder  and  chief  scientist 
at  Virxsys.  Virxsys  is  backed  by  $23 
million  ft^om  Signature  Capital. 

The  therapy  may  also  thwart 
HIV's  insidious  ability  to  mutate  its 
way  around  antiretroviral  drugs.  The 
current  crop  of  AIDS  drugs,  such  as 
GlaxoSmithKline's  Retrovir  and 
Merck's  Crixivan,  have  at  most  a 
dozen  binding  sites  that  latch  on  to 
some  part  of  the  virus,  so  it  isn't  diffi- 
cult for  the  wily  virus  to  morph 
around  them.  Virxsys'  vector,  on  the 
other  hand,  has  937  sites.  "The  virus 
would  have  to  mutate  hundreds  of 
times  to  become  resistant,"  he 
explains.  "And  the  more  it  mutates, 
the  weaker  it  gets." 

Dropulic  has  been  testing  his  vec- 
tor on  human  tissue  cultures  since 
1995.  Early  tests  showed  that  the  vec- 
tor inhibited  HIV  replication  by 
99.9%  in  T  cells'.  But  gene  therapies 
have  had  tragic  setbacks.  A  teenager 
getting  treatment  at  the  University  of 
Pennsylvania  died  in  1999;  recently 
two  French  boys  with  severe  immune 
deficiency  were  diagnosed  with 
leukemia,  suspected  to  be  a  resuh  of 
taking  a  gene  therapy  derived  fi-om  a 
vector  of  mouse  leukemia. 

Dropulic  spent  ten  months  in 
2001  testing  the  HIV  vector's  safety 
profile  using  human  tissue  in  mice. 
None  of  the  336  mice  used  developed 
any  side  effects.  The  Food  &  Drug 
Administration  gave  him  the  green 
light  in  December  to  enroll  a  handful 
of  patients  for  early-stage  clinical  tri- 
als at  the  University  of  Pennsylvania 
to  further  determine  the  vector's 
safety.  Initial  results  are  due  as  early  as 
this  summer.  F 
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Luxury  Properties  Now  Available  on 


www.Forbes.com/lifestyle/realestate/ 


The  Robbrn's  Nest  $7,950,000 

Located  on  3.5  acres  with  excellent  visual  privacy  to  neighbors,  the  home,  including  a 
3-car  garage,  totals  8,000  +  SF  with  gourmet  kitchen,  massive  Great  Room  with  25- 
foot  cathedral  ceiling,  6  bedrooms,  office/den,  reading  room/library,  workout  facility, 
pool  table/recreation  room,  3  wet  bars,  media  room,  2  laundry  facilities,  5  fireplaces 
and  caretaker's  quarters. 
(970)  728-1 603  Thomas  D.  Smith,  Telluride  Real  Estate 


Magnificent  Townhouse  Price  Upon  Reques 

5th  Ave/  67th  Street.  One  of  the  most  spectacular  townhouse  to  ever  come  to  marke| 
This  25  foot  wide  elevatored  limestone  mansion  has  been  renovated  to  the  high? 
standards.  Five  floors,  full  basement  and  roof  garden  wit  extroadinary  architecturi 
details.  For  the  most  discriminating  buyer. 
(212)  836-1055  Deborah  Grabman,  Corcoran  Group,  Inn 

(21 2)  836-1 006  Carol  Cohen,  Corcoran  Group,  ln< 


Six  Acres  on  Old  Mill  Pond  Price  Upon  Request 

Commanding  views  combine  with  superb  craftsmanship  within  this  new  7  bedroom 
traditional,  designed  and  built  by  Haddonfield  &  Associates,  perched  on  350'  of  bucol- 
ic pondfront.  A  long  winding  driveway  past  an  original  gatehouse  leads  to  10,000  sq. 
ft.  of  consummate  finished  space  including  great  room,  conservatory,  professional 
kitchen,  family  room,  master  wing  and  spacious  decks  and  porches. 
(631 )  324-3900  ext.  15       Gary  DePersIa,  Allan  M.  Schneider  Assoclates,lnc 


New  Idaho  Estate  Price  Upon  Reque* 

Luxury  estate  on  361  acres  atop  spectacular  mountains  in  the  Northwest  with  a  3f 
degree  valley  and  mountain  view.  Year  round  access  to  this  7,330  sq.  ft.  furnished  hon 
with  approx.  18,000  sq.  ft.  of  separate  buildings.  Property  is  located  in  a  prime  recreatic 
area  which  is  independently  powered  by  solar/wind  and  backup  40KW  diesel  generator 


(208)  756-4910  www.lemhlestates.com 


Mediterranean  Style  Classic  jk,    'xas  $3,950,000 

This  rare  gem  built  in  2002  features  5  audiuoms,  5  fuil  baths,  formals,  den,  game  room, 
cabana,  pool  and  3-car  garage.  Offering  the  highest  level  of  quality  and  sophistication 
while  exuding  warmth  and  charm  with  total  llvability,  this  property  Is  In  a  premier  location 
in  Highland  Park, 


Poilolla  Valley,  CA  $2,595,00 

This  home,  located  in  one  of  the  San  Francisco  Bay  Area's  prestigious  communities,  h  [ 
4  bedrooms,  3 1/2  baths,  study,  arched  entry  and  state-of-the-art  kitchen.  The  dining  roo 
features  designer  chandelier,  coved  ceiling  and  arched  entry.  Master  includes  vaulti  j 
ceiling,  bathroom  with  marble  vanity,  Jacuzzi  tub,  separate  stall  shower  and  walk-in  closi 


(072)  380-7702 


Elian  Ttiry,  Ellen  Tsrry  Realtors     (650)  462-1 1 1 1 


Lome  Wray,  Alain  PInel  Realtot  i 


Search,  find  and  buy  luxury  properties  at  Forbes 


IS  for  America's  most  comprehensive  FREE  educational 
irce  for  everything  relating  to  investing,  the  economy, 
four  money.* 

It  for  experienced  investment  professionals  and  beginners  alike, 
|5th  Annual  Las  Vegas  Money  Show  focuses  on  investing  online, 
fers  more  than  250  workshops,  panels,  and  general  sessions. 


15''^  Annual  Li}:>  V^ijijj  j^yJujjyy  jjjdw 

113-15,  2003  •  Paris  &  Bally's  Resorts  •  Focus:  Investing  Online 


brate  our  25th  anniversary  and  to  underscore  our  commitment  to  provide  the 
ntinuing  education,  we  have  unveiled  two  breakthrough  resources,  which  together 
he  Money  Show,  will  perfectly  complement  your  in-depth,  continuing  research, 
5,  and  education:  The  Money  Show  Digest  and  4  out  of  6  trial  subscriptions  to 
advisories  and  publications  listed  below. 

tend  and  choose  from  the  following  FREE  gifts: 


E —  1 -month  access  to 
iai  services  from 
is  Naveliier  ($148  Value) 

E  —  3  months  of 

look  Online  (S200  Value) 

E  —  8-week  trial  subscription 
■orbes  ($19.96  Value) 

-  6-week  trial  subscription 
Jorron's  ($21  Value) 


i...you  will  also  get  a  FREE  subscription  to  the 
nd  exciting  Money  Show  Digest,  a  weekly  online 
etter  featuring  the  top  stock  picks  and  latest  market 
iientary  from  leading  market  forecasters. 
-160  Value) 


5  FREE  —  2  weeks  of  Investor's  Business 
Daily's  NEW  Electronic  Edition,  elBD 
($14.50  Value) 

^  FREE  —  1 -month  trial  to  SmartMoney 
Select's  premium  market  analysis  and 
commentary  ($5.95  Value) 
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on't  miss  our  exciting  NEW  investment  panels: 


ge  Funds  for  Risk  Reduced  Investing 

h  Investing 

Coming  Cold  Rush 

Best  Opportunities  in  Funds 


•  REITs  for  Income,  Growth,  and  Stability 

•  Standard  &  Poor's  2003 
Investment  Outlook 

•  The  Future  of  Technology  Investing 

'Certain  lunches  and  special  events  require  admission  fees. 


a  FREE  brochure,  to  select  your  FREE  gifts,  or  to  register, 
call  800/970-4355  or  visit  www.iVloneyShow.com. 

ion  priority  code  001779  for  FREE  admission.  To  exhibit  please  call  800/822-11$^ 
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PROFIT 

from  the  investment 
advice  of  America's  most 
respected  advisors: 


America's  Favorite 
Economic  &  Financial 
Commentator 
Louis  Rukeyser's 
Superstar  Event 


Chief  Investment  Officer 
Ryan,  Beck  &  Co.,  LLC 
Winning  and  Losing 
Sectors  in  2003 


Editor,  John 
Investor's  World 
Stocks  That  Will 
Double,  Triple, 
and  Why 


Former  CNBC 
Technical  Analyst 
Using  the  internet  to 
Chart  the  Markets 


Chief  Investment 
Strategist,  State  Stree 
Global  Advisors 
The  Outlook  for 
the  Economy  and 
the  Market 


Co-Anchor,  Nightly 

Business  Report 

Master  of  CeremonieF 


l.conn 

Uim:lit^ll'JHlM:IH.t4il!lllil 


A  n.->-.^. ..,-»: 


,^(  i«*-«.-cu^ 


mmm 


1  TCQ    M      D-.ln 


Media  Partners 
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FORBES  LIFE 


IF  NICK  AND  NORA  CH.ARLES  HAD  HUNG 
out  with  Braque,  or  if  Fred  and  Ginger 
had  traded  gouaches  rather  than 
gUssades — then  you'd  have  had  the 
equivalent  of  George  and  Suzy.  The  two 
had  money.  They  had  style.  And  they  had 
whimsy.  In  1936  they  entered  their  dog  Rose  in 
the  Social  Register,  thereby  causing  a  great  to- 
do  (and  getting  themselves  temporarily 
expelled  from  its  pages).  What  lifted  them 
above  the  pifflers  of  cafe  society  was  talent — 
lots  of  it,  spread  across  several  different  artistic 
disciplines. 

George  L.K.  Morris,  born  in  1905,  came 
from  a  family  whose  ancestors  included  a 
signer  of  the  Declaration  of  Independence  and 
whose  fortune  sprang  from  a  colonial  land 
grant  in  what's  now  the  Bronx.  (Morris 
Heights  is  still  a  train  stop  on  the  Metro-North 
Railroad.)  After  Groton  and  Yale,  George  went 
to  Paris  in  1927,  where  he  met  Braque,  Bran- 
cusi  and  Picasso.  He  studied  with  Fernand 
Leger.  By  the  1930s  he  was  launched  on  a  ca- 
reer as  a  painter  and  collector. 

Suzy  Frelinghuysen's  first  love  was  music. 
She  was  born  in  1911  to  a  New  Jersey  family 
bristling  with  congressmen  and  senators.  Her 
grandfather  had  been  secretary  of  state  under 
Chester  A.  Arthur.  She  and  Morris  met  in  1932, 
in  a  box  at  the  Metropolitan  Opera.  They  mar- 
ried in  1935,  dividing  their  time  among  a  Paris 
town  house,  a  14-room  apartment  on  Sutton 
Place  and  an  artists'  studio  (later  home)  in  the 
Berkshires — the  first  International-style  struc- 
ture built  in  New  England. 

Inspired  by  Morris'  painting,  Suzy  took  up 
the  brush,  creating  witty  aljstractions  that  often 
incorporated  bits  of  sheet  music  and  pieces  of 
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Cubists  in  Love 

Suzy  Frelinghuysen  and  George  L.K.  Morris  were  young, 
rich  and  in  the  Social  Register.  And  boy,  could  they  paint. 

BY  SUSAN  ADAMS 
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a  programs.  Examples  of  her  work 
,e  in  the  Philadelphia  Museum  of  Art 
New  York's  Met.  After  World  War  II 
-oncentrated  on  singing,  landing  lead 
s  in  Tosca  and  Ariadne  aufNaxos  with 


more  than  a  pale  imitation  of  "authentic 
artists  like  Picasso.  The  epithet  "Park 
Avenue  cubists"  was  eventuaUy  pmned  on 
Frelinghuysen,  Morris  and  two  of  their 
contemporaries  and  fellow  artists— 


le  New  York  City  Opera. 

Dilettantes?  Hardly.  Yet  critics  dis- 
missed the  two,  in  part  because  neither 
id  ever  shivered  in  a  garret.  Between 
em,  they  still  had  four  ears.  Here  was  a 
ealthy  couple  copying  European  esthet- 
s,  at  a  time  when  realists  like  Thomas 
iart  Benton  and  Reginald  Marsh  were  in 
ogue.  Museum  curators  shunned  Amer- 
.:an  abstract  painting,  claiming  it  was  no 


Charles  G.Shaw  (an  heir  to  the  Wool- 
worth  fortune)  and  Albert  E.  GaUatin  a 
Morris  cousin.  Later,  after  World  War  II, 
when  critics  and  curators  at  last  warmed 
to  abstract  art,  it  was  Jackson  PoUock  they 
embraced— not  the  earlier  cubists. 

Now  these  four  are  enjoying  a  reap- 
praisal "The  Park  Avenue  Cubists,"  the 
first  exhibition  of  their  work  since  1937, 
is  on  view  at  the  Grey  Art  Gallery  at  New 


York  University  through  the  end  of 
March.  It  then  travels  to  Phillips  Academy 
in  Andover,  Mass.  (Apr.  22-Iuly  31)  and 
to  the  University  of  Florida  in  Gainesville 
(Sept.  2-Nov.  30).  In  January  2004  an 
exhibit  devoted  to  George  and  Suzy 
opens  at  the  Salander-O'Reilly  Galleries 
in  New  York.  A  film  documentary  about 
the  two  and  their  circle  premieres  this 
summer  at  the  Frelinghuysen  Morris 
House  &  Studio,  formerly  their  country 
home,  in  Lenox,  Mass.  (For  information 
on  touring  the  home  and  surrounding 
area,  visit  forbes.com/cubists.) 

Museums  slowly  have  been  adding  to 
their  holdings  of  Park  Avenue  cubist 
work.  In  1997  the  Carnegie  Museum  of 
Art  bought  a  1939  Frelinghuysen,  and  in 
1995  the  Baltimore  Museum  of  Art 
bought  two  Shaws.  In  2000  the  Naples 
Museum  of  Art  in  Florida  acquired  a  col- 
lection of  American  modernist  art  that 
included  a  Frelinghuysen,  20  Gallatins,  6 
Morrises  and  a  Shaw  Galleries  like  Gary 
Snyder  Fine  Art,  Joan  T.  Washburn  and 
Michael  Rosenfeld  Gallery  in  New  York 
report  quickening  trade  in  the  pieces. 
Unlike  the  price  explosions  (and  correc- 
tions) in  other  genres,  the  work  has 
appreciated  slowly,  steadily. 

A  few  days  after  the  Grey  Gallery 
show  opened,  "Plastic  Polygon"  (by 
Shaw)  changed  hands  at  $250,000,  up 
from  $150,000  eight  years  ago.  That's 
atypically  high:  Prices  for  most  of  the 
group's  work  are  between  $25,000  and 
$100,000.  Paintings  from  the  1930s  and 
early  1940s  are  the  ones  most  prized. 

It  took  a  while,  but  finally  the  art 
world  is  appreciating  the  role  played  by 
Frelinghuysen,  Morris,  Shaw  and  GaUatin 
in  developing  a  uniquely  American  form 
of  abstract  art.  While  the  U.S.  was  strug- 
gling   through    the    Depression    and 
encouraging  the  kind  of  representational 
art  tinged  with  social  themes  propagated 
by  the  Works  Progress  Administration, 
the  Park  Avenue  cubists  insisted  art 
should  exist  apart  from  politics,  in  a  pro- 
tected sphere  where  individuals  could 
assert  a  private  vision.  "Civihzations," 
wrote  Morris,  "degenerate  when  art  loses 
structural  control."  Thanks  both  to  their 
wealth  and  to  their  talent,  he  and  Suzy 
never  had  to  deviate  from  that  ideal.      F 
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THOUGHTS 

On  the  Business  of  Life 


Is  there  any  college  that  puts  apremium  on  good  teaching?  Is  there  any  university  that  rewards — 
in  pay  and  promotion — outstanding  teachers?  Always  and  everywhere  in  academia,  recogni- 
tion, promotion,  tenure  depend  on  what  a  faculty  member  publishes.  Teaching?  Exciting  the 
minds  of  undergraduates?  Turning  them  on  to  learning?  Weighing  pounds  of  print  the  way  butchers 
weigh  beef,  faculty  fathers  more  often  butcher  those  who  show  brilliance  in  lecturing  or  in  the  class- 
room. Publish  or  perish  is  an  option.  Teach  well  and  perish  is  for  sure.  — MALCOLM  S.  FORBES  (1980) 


A  university  should  be  a  place  of  light, 
of  liberty  and  of  learning. 

—BENJAMIN  DISRAELI 


The  most  important  function  of  the 
university  in  an  age  of  reason  is  to 
protect  reason  from  itself 

—ALLAN  BLOOM 


I  often  think  how  much  easier  the  world 
would  have  been  to  manage  ifHerr  Hitler 
and  Signer  MussoHni  had  been  at  Oxford. 
—EDWARD  WOOD 


/  WAS  a  modest,  good-humored  boy.  It  is 
Oxford  that  has  made  me  insufferable. 

—MAX  BEERBOHM 


University  degrees  are  a  bit  like  adultery: 
You  may  not  want  to  get  involved  with 
that  sort  of  thing,  but  you  don't  want 
to  he  thought  incapable. 

—PETER  IMBERT 


At  best,  most  college  prestdeni$ 
are  running  something  th.v.  ;s 
somewhere  between  a  falt::ri.n<; 
corporation  and  a  hotel. 

—LEON  BOTSTEIN 


Our  major  universities  are  now  stuck 
with  an  army  of  pedestrian,  toadying 
careerists,  Fifties  types  who  wave  around 
Sixties  banners  to  conceal  their  record  of 
ruthless,  beaverlike  tunneling  to  the  top. 

— CAMILLE  PAGLIA 


In  my  day,  the  principal  concerns 
ofimiversity  students  were  sex,  smoking 
dope,  rioting  and  learning.  Learning  was 
something  you  did  only  when  the  first 
three  weren't  available. 

—BILL  BRYSON 


Is  God  a  Yale  manf 


Four  years  was  enough  of  Harvard. 
I  still  had  a  lot  to  learn,  but  had  been 
given  the  liberating  notion  that  now 
I  could  teach  myself 

—JOHN  UPDD 


There  is  no  more  vulnerable  human 
combination  than  an  undergraduate. 

—JOHN  SLOAN  DICK} 


The  quality  of  a  university  is  measured 
more  by  the  kind  of  student  it  turns  out 
than  the  kind  it  takes  in. 

—ROBERT  KIBBl 


— WILMARTH  LEWIS 
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Look  not  every  man  on  his  own 
things,  but  every  man  also  on  the  1 
things  of  others. 

— PHILIPPIANS 

Sent  in  by  Patsy  Robbins,  Chesapeake,  \  i 
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More  than  14,000  "Thoughts,"  arranged  jlphabeticalli 
subject,  are  available  in  a  900-page,  one-volu' 
deluxe  edition,  Forbes  Book  of  Qiioimions:  noiighis .'"  i 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shippm;;  .i 
$1  per  item  for  handling  (add  applicable  sales  i.t 
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To  develop  a  sustainable  competitive  advantage  in  the  global 
chemical  industry,  Dow  sought  to  aggressively  leverage  its 
investment  in  information  technology,  dramatically  improving 
systems  productivity  and  significantly  reducing  application  costs 
and  time  to  market.  I  am  Dow's  idea,  delivered.  In  a  unique 
outsourcing  relationship,  Accenture  helped  Dow  consolidate 
nearly  all  of  its  IT  activities  into  four  regional  centers.  Jointly 
staffed  with  professionals  from  both  companies,  the  centers  have 
accelerated  time  to  market  by  10%,  increased  overall  productivity 
by  30%  and  made  a  hefty  contribution  to  $70  million  in  annual 
IT  savings  since  1992.  '  '       %.  ,' ;  ■-  *: 
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Claims  is  the  nexus  of  cost  and  service  for  property  and  casualty/ 
general  (P&C)  insurers.  Improvements  to  the  claims  process 
represent  the  single  greatest  opportunity  for  P&C  carriers  to  reach 
the  next  level  of  profitability  I  am  Chubb's  idea,  delivered. 
Accenture  is  partnering  with  the  Chubb  Group  of  Insurance 
Companies  to  develop  an  easy-to-use  web-based  solution  to 
manage  Chubb's  claims  process  via  the  Internet.  Drawing  upon  the 
most  advanced  technology  available,  this  system  is  revolutionizing 
the  claims  process  by  allowing  claims  professionals  to  further 
improve  the  superior  service  for  which  Chubb  is  known. 


To  drive  growth  in  its  more  than  300  local  operating  companies, 
personal  care  and  food  products  giant  Unilever  wanted  to  more 
effectively  leverage  management  information  in  support  of  its 
Path  to  Growth  commitments.  I  am  Unilever's  idea,  delivered. 
Accenture  took  a  pragmatic  approach  in  realizing  Unilever's 
vision,  drawing  on  innovative  technologies  to  deliver  a  global 
data  warehouse  that  integrates  disparate  data  sources  into 
a  uniform  tool  for  growth.  Implemented  on  time  and  under 
budget,  the  system  is  now  giving  Unilever's  managers  around 
the  world  access  to  a'Single,  consistent  source  of  information. 
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Innovation  delivered 
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You  parl<. 

You  talk 
about  big  blocks. 

You  talk  about 
horsepower 

and  torque. 

Muscle  car 
becomes  culture. 

You  park. 

You  talk 

about  big  blocks. 

You  talk  about 

horsepower 
and  torque 

and  GPS  navigation. 
Culture  evolves. 
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340-horsepower  V8 
0-60  In  6.1  seconds* 
Climate-controlled  front  seats 
Infiniti  Voice  Recognition 
■^^  Optional  DVD  Infiniti  Navigam^ystem 
Vehicle  Dynarriic  Control      ^v,,^^, 
Intelilg^ntly  priced  around  $45,600** 
lnfiniti.com/M45 


iioileij  f  lom  Scdlb  ib  i"i5.<iiO.  MSHH  iur  2003  MtS  with  DVD  Iniiiiiti  Navisttion  Syslt- 


I 


ceterating   the  future 


ude  S545  destination  charge,  lax,  title,  license  and  other  option;     oaler  sets  .ictual  price.  INRNITI,  and  INFINITI  model  names  are  Nissan 


I  N  F  I  N  I  T 


X 


rt-^ 


YOUR 


Even  the  smallest  err 
Odds  arep  it's  costing: 


These  days, 
businesses  are  strug- 
gling to  manage  the  overwhelming  flow  of  com- 
munication, from  direct  mail  to  invoices  to  digital 
documents,  that  passes  through  their  doors. 

Uniortunately,  many  of  them  fail  to  manage  it 
properly,  v'th  unnerving  results:  increased  costs, 

alienated  customers, 
and  missed  revenue 
opportunities. 


•  documerit  rnsnagemenf 

•  mailipg  sy-vtems 

•  mail  &  drcuine.'it  SFCMiity 

•  outsour-:   1  ■ 


Pitney  Bowes  can  help.  We  offer  integr 
solutions  proven  to  significantly  improve 
communication  flow. 

Through  a  combination  of  unique  product; 
high-value  services  (from  innovative  mailing 
document  technologies  to  one-to-one  marketir 
pertise  to  outsourcing),  we  can  help  you  pro 
and  deliver  more  effective  business-critical 
munications.  And,  in  turn,  generate  remark 
chcinges  across  your  entire  business. 
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©2003  Pitney  Bowes  Inc.  All  Rights  Reserved. 
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nunication  can  lead  to  confusion, 
jiess  money  every  day. 


'integrated  software  solution 
iws  Subaru  to  automate  their 
t  fulfillment  process,  enabling 
sistently  accurate,  and  real-time, 
er  information.  Net  gain: 
)roved  customer  service,  increased 
ductivlty  and  greater  cash  flow. 


ich  as  greater  productivity  and  efficiency, 
jced  costs.  Tighter  security.  And  new  revenue 
ers.  All  of  which  Ccin  lead  to  a  sizeable  increase 
of  its. 


It's  no  surprise  that  so  many  FORTUNE  500® 
companies,  from  Subaru  to  Merrill  Lynch,  look  to 
Pitney  Bowes  to  help  keep  their  communications 
flowing  smoothly,  efficiently  and  profitably. 

Find  out  how  we  can  do  the  same  for  you.  Call  us 
at  1  866  DOC-FLOW  or  visit  pb.com/accuracy 


Pitney  Bowes 

Engineering  the  flow  of  communication 
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connected  software  from  Microsoft  helps  you 
quickly  link  all  your  business  partners.  Oceans  and 
time  zones,  and  different  systems  shouldn't  keep 
your  entire  operation  from  working  as  one.  .NET 
connected  software  from  Microsoft  quickly  connects 
data,  devices,  systems,  and  business  processes  so  all 
i)ur  divisions,  partners,  and  locations  can  work  better 
Ibgether.  For  more  information,  go  to  microsoft.com/ 


pnnectedpartner  (  Software  for  the  Agile  Business.] 
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O  2003  Microsoft  Corporation  All  rlgnis  icii 
be  the  trademarks  of  their  respective  owners. 
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Fidelity 

Funds  for 
Your  IRA 


PUT  OUR  YEARS 
OF  EXPERIENCE  TO 
WORK  FOR  YOU. 


Fidelity 
Investments^ 


EQUITY       FUNDS 


BONO       FUNDS 


INTERNATIONAL       FUNDS  MONEY       MARKET       FUND 


Investing  is  a  long-term  proposition  —  especially  when  it  comes  to  retirement.  That's  why  at  Fidelity,  we  builc 
highly  rated  funds  like  these  for  the  long  haul.  Funds  that  can  serve  as  the  cornerstone  of  a  sound  portfolio. 
And  by  contributing  to  your  IRA  each  and  every  year,  you  can  construct  a  retirement  portfolio  that  may  bene 
from  solid  funds  like  these.  Whether  rolling  over  an  IRA,  consolidating  or  simply  making  an  annual  contributic 
thousands  of  investors  like  you  have  relied  on  Fidelity's  expert  money  managers  to  help  achieve  their  goals. 
And  we'll  build  on  this  heritage  for  years  to  come.  So  invest  —  and  retire  —  with  us. 


Although  performance  of  the  Contrafund,"  Diversified  Int'l,  Dividend  Growth,  Growfth  &  Income  Portfolio  and  Small  Cap  Stock  funds  has  been  <  |l 
affected  by  market  volatility,  they  have  generally  performed  well  over  the  long  term.  Please  visit  Fidelity.com  or  call  Fidelity  for  the  most  curre  jf 
formance  and  rating  information.  f 

The  Overall  Morningstar  Rating  '  for  a  fund  is  derived  from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-,  and  10-year  (if  ap  | 
Morningstar  Rating  Metrics  as  of  I. 2/31/02.  Highly  rated  funds  are  defined  as  those  funds  that  have  a  4-  or  5-star  Morningstar  rating.  For  each  fund,  M  i 
calculates  a  Morningstar  Rating'"  metric  each  month  by  subtracting  the  return  on  a  90-day  U.S.  Treasury  bill  from  the  fund's  load-adjusted  return  for  th 
period,  and  then  adjusting  this  excess  return  oi  risk.  The  top  10%  of  funds  m  each  category  receive  5  stars,  the  next  22.5%  receive  4  stars,  the  next  3! 
3  stars,  the  next  22.5%  receive  2  stars  and  th>  •    tt.im  10%  receive  1  star.  A'rhough  gathered  from  reliable  sources,  data  completeness  and  accuracy  ( I 
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Past  performance  is  no  guarantee  of  future  results. 
Overall  Morningstar  Ratings  are  as  of  12/31/02. 

Funds  were  rated  against  the  following  numbers  of  U.S. -domiciled  categories. 
Contrafund'  and  Growth  &  Income  were  rated  against  Large  Blend  funds  as 
follows:  986,  986,  667,  and  202  for  the  overall,  3-,  5-,  and  1 0-year  penods, 
respectively.  Dividend  Growth  (date  of  inception  is  4/27/93)  was  rated  against 
Large  Blend  funds  as  follows:  986,  986,  and  667  for  the  overall,  3-,  and  5-year 
periods,  respectively  Diversified  Int'l  was  rated  against  Foreign  Stock  funds  as 
follows:  664,  664,  491,  and  102  for  the  overall,  3-,  5-,  and  10-year  periods, 
respectively  Small  Cap  Stock  (date  of  inception  is  3/12/98)  was  rated  against 
Small  Growth  funds  as  follows:  433  and  433  for  the  overall  and  3-year  period. 
Spartan    Investment  Grade  Bond  was  rated  against  Intermediate-Term  Bond 
funds  as  follows:  516,  516,  403,  and  145  for  the  overall,  3-,  5-,  and  10-year 
periods,  respectively 
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Fidelity  Investor  Centers 


d.  Morningstar  Associates,  LLC  is  a  registered  investment  advisor  and  wholly  owned  subsidiary  of  Morningstar,  inc.  References  to  Morningstar  above 
orningstar  Associates.  Morningstar  is  a  registered  trademark  of  Morningstar,  Inc.  and  is  not  affiliated  with  Fidelity  Investments.  Although  rankings  are 
ed,  for  a  complete  discussion  of  each  fund's  risk,  please  consult  the  fund  prospectus.  Funds  that  invest  in  foreign  securities  may  involve  greater  risk, 
oolitical  and  economic  uncertainties  of  foreign  countries  as  well  as  the  r  sk  of  currency  fluctuations.  The  securities  of  smaller,  less-known  companies  may 
olatile  than  those  of  larger  companies.  Periodic  investment  plans  do  not  assure  a  profit  or  protect  against  a  loss  in  a  declining  market. 
complete  information  on  any  fund  available  through  Fidelity,  including  charges  and  otner  expenses  applicable  to  continued  investments, 
free  prospectus.  Please  read  it  carefully  before  you  invest  or  send  money. 
ice4.8OO.544.O1 18  for  the  deaf  or  hearing  impaired  9  a.m.  -  9  p.m.    Fidelity  Distributors  Corporation.  338732 
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The  Shop  @  Forbes.  Sign  up  for 
Forbes  Signature  wine  tastings. 

Lifestyle.  Autos,  homes  and  more. 


Oprah:  from  Mississippi  to  billionairess. 


Lists 

World's  Richest  People 

Visit  us  online  to  explore  an  added  dimension  of  our  17th 
annual  ranking  of  the  world's  billionaires. 

The  List 
Your  Way 

Forbes.com  lets 
you  sort  our 
billionaires  list 
the  way  you 
want  it — by 
wealth,  name,  or 
country  of 
citizenship — 
and  to  create 
custom  lists  by 
cross  matching  for  age,  marital  status,  source  of  wealth 
or — for  U.S.  billionaires — home  state. 
Slide  Shows 

Photo  essays  on  Oprah's  rise  to  riches;  this  year's 
drop-offs  and  new  faces;  the  oil  tycoons;  controversial 
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Web-Only  Features 

Click  on  the  name  of  any  bUlionaire  to  see  a  biographical 
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Onassis  is  really  worth  a  billion;  cUck  on  our  interactive 
maps  of  billionaires  around  the  globe;  download  the  list 
onto  your  PDA.  Use  our  People  Tracker  to  get  the  latest 
news  on  your  favorite  billionaires  e-mailed  to  you. 
Lifestyle 

Luxuriate  in  our  picks  of  the  world's  most  expensive 
hotels,  homes  and  automobiles.  Read  Betsy  Schiffinan's 
tips  on  Five  Ways  to  Spend  A  Billion. 
Online  Games 

Take  our  "Do  You  Have  What  It  Takes  To  Be  A 
Billionaire?"  quiz.  Play  Hangdan,  our  version  of 
Hangman  where  all  the  answers  are  billionaires;  or  try 
your  hand — and  brain — at  our  billionaires  crossword. 
Webcasts,  Polls  and  Chats 
Watch  our  editors  discuss  this  year's  lists  on  the 
Forbes.com  Video  Network;  join  them  for  an  online 
chat  and  debate  the  billionaires  list  with  other  FORBES 
readers  in  our  discussion  boards.  Or  make  your  views 
known  via  our  in-page  polls. 
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Forbes  Magazine 

Hear  What  We  Say 

Why  read  this  magazine,  whei 
you  can  have  it  read  to  you?  A 
abridged  version  of  each  issue 
is  available  from  Audible.com 
You  download  a  digital  audio 
file  to  your  PC,  then  transfer  il 
to  an  MP3  player  or  burn  an 
audio  CD.  Make  the  most  of 
your  commute  or  gym  time  b 
listening  to  FORBES — and 
arrive  at  work  smarter. 

Wireless  Words 

Audible.com  is  just  one  way  tc 
listen  to  FORBES.  AF&T, 
Cingular,  Nextel,  Sprint  PCS, 
Verizon,  Palm,  Compaq  and 
Telus  have  services  that  let  you 
get  up-to-the-minute  business 
and  investment  news  directly 
from  our  editors  on  your  Web' 
enabled  cell  phone  or  PDA.  See 
wvs^w.forbes.com/wireless. 

Forbes  on  Fox 


Our  answer  to  channel  surfing. 


A  fast-paced  half-hour  week- 
end financial  show  featuring 
FORBES  editors.  Videoclips 
from  the  show  can  be  seen  on 
Forbes.com. 

Search  Our  Online  Archive 

Search  by  topic,  author  or  dat 
Download  to  disc,  print  or 
e-mail  archived  articles. 
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Discretion  demands  that  we  not  reveal 

captains  of  industry,  luminaries  from 
ertainment,  sports,  and  the  arts  —  the 
nanding  and,  yes,  successful  people 
1  businesses  that  are  Netjets  Owners. 

We  can  tell  you  this:  More  people 

0  can  fly  any  way  they  want  choose  to 

with  Netjets.  And  it's  been  this  way 

ce  we  created  fractional  aircraft  owner- 

ip  in  1986. 

The  reasons  are  many.  Unmatched 
vice  delivered  by  each  owner's  dedicated 


Services  Team;  flight  management,  safety, 
and  security  systems  that  define  the  very 
best  in  private  aviation;  the  largest, 
youngest  fleet  in  the  fractional  sky;  and, 
lastly,  the  most  advantageous  financial 
terms  and  options  available. 

And  tfe'is  only  the  beginninapf '  the 
Netjets  experience.  To  join  the '  special 
people  who've  joined  the  world's  best 
fractional  aircraft  ownership  program, 
call  1-877-NETJETS  (1-877-356-0754)  or 
visit  netjets.dom. 


Everything  else  is  just  a  plane 


Netjets   Inc.  is  a  Berkshire  Hathaway  comp; 
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With  hundreds  of  leading  technology  brands  and 
50,000  products,  CDW  has  everything  you  need 
and  more.  Like  account  managers  with  the  expertise 
to  choose  from  the  best  technology  products  and 
recommend  what's  right  for  you.  So  unlike  buying 
direct  from  the  manufacturer,  you  get  choices, 
objective  advice  and  the  stability  of  a  Fortune  500 
company  Maybe  that's  why  350,000  business 
customers  turn  to  us.  To  find  out  what  CDW  can  do 
for  you,  call  or  visit  our  Web  site. 
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The  Gini  Is  Out  of  the  Bottle 

inequality  is  large  and  growing,  and  the  redistributionists  a 
going  to  do  somethirtg  about  it.  That  something  will  probab 
take  the  form  of  scaling  back  or  zapping  two  of  the  Presiden' 
tax  proposals,  the  ones  favoring  dividends  and  retirement  savin 

The  fact  of  inequality  can  be  seen  in  the  story  by  Nig 
Holloway  on  page  98.  On  a  scorecard  that  rates  Utopian  equc 
ity  a  0.0  and  the  realm  of  King  Midas  a  1.0,  Germany  gets  0 
while  the  U.S.  gets  0.4.  The  chart  here  depicts  the  data  on  whii 
this  score  is  based.  Take  the  area  between  the  slumping  curve 
America's  lopsided  income  distribution  and  the  taut  line 
perfect  equality,  double  it,  and  you  get  what  is  called  the  Gi 
coefficient. 

Why  is  inequality  on  the  rise?  Largely  because  the  inform 
tion  age  depresses  the  relative  value  of  unskilled  labor.  Also,  t 
1990s  were  a  weird  decade  in  which  a  tort  lawyer  or  a  medioc 
railroad  executive  could  easily 
amass  a  nine-figure  net  worth. 

As  for  what  to  do  about  it: 
Redistribution  would  be  a 
good  thing,  if  you  could  find 
some  way  to  make  a  tax  sys- 
tem progressive  without  also 
making  it  depressive  to  the 
economy.  Of  course  we 
should  tax  $7,000-an-hour 
tobacco  lawyers  at  higher  rates 
than  the  $7-an-hour  smokers 
who  pay  their  fees.  But  we 
should  not  be  taxing  $20-an- 
hour  beauticians  who  work  full  time  and  then  handing  the  pi 
ceeds  to  $20  beauticians  who  prefer  to  work  half-time.  N 
should  we,  at  retirement  time,  try  to  level  the  wealth  curve 
taxing  middle-income  people  who  have  been  frugal  and  th 
handing  the  proceeds  to  middle-income  people  who  have  be 
spendthrifts  their  whole  lives. 

The  trouble  is,  it's  hard  for  an  IRS  computer  reading  a  Foi 
1040  to  know  who  deserves  a  tax  break  and  who  does  not.  Is  t 
meager  income  the  result  of  a  tough  labor  market  beset  by  f( 
eign  competition  or  the  result  of  a  lifestyle  choice?  Is  that  n 
bank  account  the  result  of  a  windfall  or  a  lifetime  of  scrimpii 

An  interesting  fact,  not  cited  by  the  redistributionists:  Th 
is  wide  inequality  in  work  effort.  Rich  families  (in  the  top  5% 
the  income  curve)  have  two  or  more  earners  at  12  times  the  f 
quency  of  poor  families  (bottom  quintUe). 

Germany's  income  equality  curve  slumps  less  than  on 
Guess  what's  slumping  more  over  there?  The  economy. 


1        2        3        4     , 
Quintlle  *' 

Source:  U.S.  Census  Bureau. 
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The  Stylistic'  ST4000  Tablet  PC  Is  Here. 


AFTER  12YEARS  OF  DESIGNING, TESTING 
AND  IMPLEMENTING  PEN  COMPUTERS, 
OUR  TABLET  PC  IS  HERE. 

12  YEARS  AWAY  FROM  ORDINARY 

Don't  expect  our  Tablet  PC  to  be  like  all  the  rest.  It's 
powered  by  the  latest  Intel  processor.  Runs  any 
Windows  application. Thrives  with  or  without  a  keyboard 
and  slips  effortlessly  Into  our  optional  Tablet  Dock  for 
desktop  duty.  It's  thin,  it's  light,  it's  flat.  In  short,  it's  every- 
thing 12  years  of  experience  said  it  could  be:  The  most 
natural,  mobile  and  productive  PC  anyone  has  ever  seen.  ; 


The  Stylistic  ST4000  is  powered  by  an  Ultra  Low  Voltage 

Mobile  Intel"  Pentium"  III  Processor  800MHz  -  M  which 

supports  Enhanced  Intel'  SpeedStep" Technology. 


Fujitsu  recommends  Microsoft"  Windows"  XP  Professional  for  Mobile  Computing. 


FUJflSU 


THE     POSSIBILITIES     ARE 


Learn  more  at  www.fujitsupc.conn/12years  or  call  1-877-372-3473 
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■  liinn  and  Ifi'iel  SpeedSlnp  i 


People  don't  always  see  accide« 


IS  one  of ' 
cars  that 
and  help  ; 
for  the  aut' 


To  obtain  m 


lappen',  as  the  saying  goes.  Especially  when  people  aren't  concentrating.  In  fact,  inattentivene 
quent  causes  of  mishaps,  both  at  home  and  on  the  road.  Which  is  why  we're  developing 
:ognize  obstacles  independently.  The  car  will  then  alert  the  driver  to  a  potential  haz. 
,,  ,^  mIerChrysler  Research  is  already  creating  intelligent  technologies  like  this  today, 

|prro#; Because  one  day  \Ne  hope  there  will  be  a  new  saying:  'Accidents  won't  happ 
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Communications  Breakdown 

I'm  responding  to  criticism  of  "At 
Last — Some  Sanity"  (Feb.  3,  p.  22)  by 
Betsy  Bernard  of  AT&T.  AT&T  never  was 
forced  to  bust  apart  its  long-dislance 
network  and  rent  those  components  to 
its  competitors  on  a  monthly  basis  at 
prices  based  upon  a  hypothetical,  incre- 
mental cost  scheme  invented  by  govern- 
ment regulators.  AT&T  allowed  competi- 
tors to  resell  its  services  without 
additional  discounts.  Resale  prompted 
robust  competition  that  spawned  invest- 
ment in  new  satellite,  microwave  and 
fiber-optic  long-haul  technology.  On 
Feb.  20  the  FCC  again  failed  to  faithfully 
implement  the  congressional  "pro-com- 
petitive, deregulatory"  intent  of  the  1996 
act  in  adopting  a  decision  that  won 
unqualified  support  from  only  one  com- 
missioner. FCC  Chairman  Michael  Pow- 
ell labeled  the  decision  as  "Picasso- 
esque"  regulation  that  will  be  bad  for  the 
economy  and  consumers.  The  FCC 
squandered  an  opportunity  to  establish 
a  resale  paradigm  like  the  one  that  fos- 
tered the  modernization  of  our  coun- 
try's long-haul  telecom  infrastructure. 

WILLIAM  R.  DREXEL 

General  Counsel,  Industry  Markets 

SBC  Telecommunications 

Dallas,  Tex. 

Success  Story 

"Great  Story,  Bad  Business"  (Feb.  17, 
p.  114)  paints  an  unrecognizable  picture 
of  Jenzabar.  We  are  proud  of  our  2002  re- 
sults, and  our  investors,  customers  and 
employees  recognize  our  strong  perfor- 
mance. Consider  this:  The  FORBES  issue 
containing  the  Jenzabar  article  ran  Bill 
Gates  on  its  cover.  If  you  had  invested  $40 
million  in  Microsoft  in  the  first  quarter  of 
2000  you  would  have  lost  half  of  that  by 
today.  By  contrast  Jenzabar  has  delivered 
value  to  its  investors,  and  by  your  own  ad- 
mission the  company  is  worth  more  than 
the  cash  they  invested.  Jenzabar  has  trans- 
formed itself  from  an  idea  to  a  business 
that  services  700  customers.  Chai  Ling  and 
I  did  not  begin  dating  until  long  after  she 
left  Bain  &  Co.  Chai  conceived  the  idea 
behind  Jenzabar,  pursued  it  with  her  own 
hard-earned  savings,  and  then  convinced 


Do-Good  Economics 

"Green  Money"  (Feb.  17,  p.  74, 
made  a  number  of  importan 
points.  In  coming  years  thousand: 
of  acres  of  America's  land  will  b( 
coming  to  market.  Our  nation'; 
landscape  could  be  permanendy  al 
tered,  depending  on  who  purchase 
these  lands.  You  describe  one  of  th< 
most  effective  ways  to  preserve 
land,  by  harnessing  the  forces  O' 
conservation  and  economic  devel 
opment  to  produce  lasting,  mutu 
ally  beneficial  results  for  businesses 
communities  and  the  conservatioi 
movement.  As  Pross  Mellon  anc 
his  brother  Richard  discovered 
conservation  can  preserve  land— 
and  at  the  same  time  preserve  job 
and  create  eco-tourism  and  tax  revi 
enue.  The  Conservation  Fund' 
commitment  to  balancing  eco 
nomic  and  environmental  objec 
tives  make  it  an  effective  partner  fo 
the  Mellons  and  others. 

DAN  W.  LUFKII 
New  York,  N.} 


other  serious  investors  to  back  her  c 
pany  before  I  agreed  to  invest.  Chai's 
cess  was  not  the  result  of  riding  any  n 
coattails.  She  succeeded  and  continu 
succeed  because  of  her  vision,  hard  w 
courage  and  determination. 

ROBERT  A.  MAGIN> 

Chairman,  Jenz 

Cambridge,  A 
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American  Traditions 


ae  things  are  best  when  they  have  a 
prise  inside.  Not  your  investments. 


numerous  market  rotations.  This  perspective  allows  them  to 


keep  our  funds  on  course  for  the  long  term.  To  learn  more, 


I  1  \  0 


.^  tund.  Which  is  why  our  funds  are  managed  to  ensure 


msistency.  They  let  you  build  a  balanced  portfolio 


nfidence.  Our  seasoned  managers  have  been  through 


please  call  your  advisor  or  visit  www.americancentury.com. 


u  choose  a  value  fund,  you  expect  it  to  perform  Ifke  You'll  find  the  way  we 


manage  our  value  funds 


says  a  lot  about  our 


values  as  a  company. 


Overall  Morningstar  Ratings" 


Equity  Income 
Capital  Value 


•  •••• 

•  *••• 


Due  to  market  volatiUh/,  these  fluids  luive  experienced 
negative  short-term  performance. 


•  'igstar  Ratings'  as  of  12/31/02.  Equity  Income  Fund  rated  for  the  overall  period  among  181  M)d-Cap  Value  funds.  Capital  Value  Funds  rated  for  the  overall  period  among 

:'^- fundi.  Past  performance  is  no  guarantee  of  future  results. 

nims  and  principal  values  may  fluctuate  and  redemption  value  may  be  more  or  less  than  original  cost. 
rent  performance  information,  please  call  its  or  visit  our  Web  site. 

ifund  imth  at  least  a  3-year  history,  Monungstar  calculates  a  Morningstar  Rating' based  on  a  Morningstar  Risk-Adjusted  Return  measure  that  accounts  for  variations  in  a  fund's 
iperformance  (including  tlie  effects  of  sales  charges,  loads  and  redemption  fees),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  Vie  top 
'imis  in  each  category  receive  5  sfars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  tlie  bottom  10%  receive  1  star.  (Each  share 
■Mnted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately,  which  liiay  cause  slight  variations  in  the  distribution  percentages.)  The  Overall  Morningstar  Rating  for  a 
lerived  from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,"  5-  and  10-year  (if  applicable)  Morningstar  Rating  metrics.  The  funds  had  tlie  following  ratings 
'■-.  5-  arid  10-year  periods,  respectively.  Equity  Income  5, 5,  NA  out  of  181  and  127  U.S.-domiciled  Mid-Cap  Value  funds:  Capital  Value  5,  NA,  NA  out  of  631  U.S.-domiciled  Large 
"Kb.  Morningstar  Rating  is  far  the  investor  sliare  class  only:  otlier  classes  may  liave  different  performance  characteristics. 

Ctttt  1-877-44-AMCEN  for  a  prospectus  with  more  complete  information,  including  charges,  expenses  and  minimums.  Be  sure  to  read  it  carefully  before  you  invest 
'money. 
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>Go  online  faster  than  you  can  say, 

"Venti*  half-caf  brewed  coffee  with  room!' 

As  Starbucks  technology  provider,  hp  is  helping  T-Mobile®  create 

their  high-speed  Wi-Fi  wireless  Internet  service. 

Using  hp's  Wireless  Connection  Manager  software, 
customers  can  automatically  detect  and  connect 

their  laptops  and  Pocket  PCs  to  the  T-Mobile  HotSpot™ 
network  at  more  than  2,000  Starbucks  stores, 

letting  people  stay  connected 

without  being  tied  down. 

wv/w.hp.com/plus_starbucks 


starbuck 


=:  everything  is  possible 


ess  Connection  Manager  currently  supports  notebooks  installed  with  Microsoft  Windows  2000  and  most  HP  iPAQ  Pocket  PC  2002  products  using  the  Compaq  WLl  10  Wireless  Cord. 


dreamwork: 


=  ever-ythiriQ  is  possible 


Leading  men:  Faster.  Bigger.  Greener. 


DreamWorks®  and  hp  have  formed  a  unique  technology  VI 

partnership  with  one  simple  goal:  to  explore  new  creative  frontiers. 

DreamWorks  animators  use  hp  workstations  and  servers  running  4\-     'Si 

Linux  to  increase  collaboration  and  reduce  rendering  times  and 

overall  costs— freeing  them  to  invent  brave  new  animated 

worlds  of  ogres  and  the  princesses  who  love  them. 

wvv'w.  hp.com/plus_dreamworks 
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expensive  new  integration 
system  needs  yet  another 
integration  system. 


Data  has  a  funny  habit  of  getting  itself  trapped  inside  functional  silos.  But  you  need  the  right  technology  if  you  want  to  get  it  out.  Our  exteNd™  famil 
web  service  solutions  lets  you  liberate  information  and  get  it  to  everyone  who  needs  it.  That  means  Marketing  can  learn  things  from  Operations.  And  Sales 
share  what  it  knows  with  R&D.  Even  when  the  systems  and  applications  aren't  naturally  compatible.  And  the  more  sharing  that  goes  on,  the  more  productive 
profitable  you  are.  To  hnd  out  how  our  team  of  experienced  consultants  and  partners  can  help  improve  the  flow  of  information  at  your  company,  cal 
at  1-800-716-2400  or  visit  http://www.novell.com/extend.  ®  WE   speak    your    language. 


Nove 


©2003  Novell,  Inc  All  rights  reserved  Novell  is  a  registered  trademark  and  exteNd  is  3  IriidL-niark  of  Novell,  Irn  ,  in  the  United  States  and  other  countries 


lACT  AND  COMMENT 

Steve  Forbes,  editor-in-Chief 
Vith  all  thy  getting  get  understanding" 


Big  Snow  Job 


W  TREASURY  CHIEF  JOHN  SNOW  COULD  SAVE  THE  U.S.  AND 
e  West  immense  grief  in  post-Saddam  Hussein  Iraq  and  the  Mid- 
East  by  pushing  pro-growth  economic  policies  in  that  blighted 
ea.  A  vigorous  Iraqi  economy  would  encourage  the  rise  of  vibrant 
ril  institutions.  These  and  a  growing,  more- 
osperous  middle  class  could  lay  the  fbun- 
tion  for  lasting  political  liberalization. 

But,  astonishingly,  the  omens  are  grim, 
nless  Snow  energetically,  persistendy  inter- 
nes, the  Treasury  Department  will  turn  the 
itire  matter  of  economics  in  Iraq  and  the 
iddle  East  over  to  the  International  Mone- 
ry  Fund.  This  would  be  a  catastrophic  mis- 
ke.  IMF  policies — principally  chronic 
irrency  devaluations  and  tax  increases — 
ould  bring  in  their  wake,  as  they  almost 
ways  do,  unnecessary  impoverishment, 
his  would  breed  a  politically  explosive 
nse  of  disappointment  and  grievance  within  Iraq's  diverse 
opulation.  The  IMF's  antigrowth  programs  played  an  unap- 
reciated  role  in  destroying  the  former  Yugoslavia.  The  resultant 
yperinflation  and  economic  stagnation  gave  the  bloody- 
linded  Milosevics  of  that  region  their  murderous  openings, 
ist  as  the  Great  Depression  gave  Hider  and  the  Nazis  theirs. 

[American  policy  should  be  clear:  Keep  the  IMF  out,  and 
rge  Iraq  (and  the  rest  of  the  Middle  East)  to  follow  the  five 
asic  principles  of  economic  progress: 
'  Establishment  of  the  rule  of  law,  including  Western-style  property 


More  than  a  skeptical  scowl  from  Snow 
will  be  needed  to  stop  the  IMF  from 
wrecking  Iraq's  post-Saddam  recovery. 


rights.  Everyone  dealing  with  Iraq  should  be  required  to  read  Her- 
nando de  Soto's  groundbreaking  book,  The  Mystery  of  Capital: 
Why  Capitalism  Triumphs  in  the  West  and  Fails  Everywhere  Else. 

•  Stable  money.  Iraq  should  tie  its  currency  to  the  dollar  or  to 
gold.  Monetary  "flexibility"  will  only  breed 
uncertainty  and  mischief — and  slow  eco- 
nomic growth. 

•  Low  taxes  and  a  simple  tax  code.  These 
enabled  Hong  Kong  to  grow  from  being  one 
of  the  poorest  pieces  of  real  estate  on  earth 
to  one  of  the  most  prosperous.  This  type  of 
approach  is  working  in  the  Baltic  states,  as 
well  as  in  Russia,  which  instituted  a  stun- 
ningly successful  13%  flat  tax  two  years  ago. 

•  Ease  in  starting  a  business.  In  most  countries 
people  have  to  go  through  numerous  time- 
consuming,  expensive  and  often  corrupt 
machinations  in  order  to  start  a  legal  busi- 
ness. Not  surprisingly,  many  don't  bother.  And  experts  wonder  why 
so  many  of  the  world's  economies  are  informal  and  outside  the  law. 

•  Removal  of  trade  barriers.  Eliminate  tariffs  or  keep  them  in  single 
digits.  Don't  tax  exports.  Chile's  example  is  a  good  one  to  foOow. 

Adherence  to  these  principles  would  enable  Iraq's  wracked 
economy  to  blossom  quickly. 

Prosperity  is  no  panacea.  But  its  opposite  is  a  surefire  instigator 
of  anti-Western  agitation  and  terror  in  an  area  that  has  had  too 
much  already.  Is  John  Snow  up  to  this  challenge?  Perhaps  he  liimself 
does  not  (yet )  grasp  how  much  our  fixture  depends  upon  it. 


Gusher  of  Trouble 


NOTHER  DANGER  (IN  ADDITION  TO  THE  IMF)  WE  SHOULD 
>arn  our  post-Saddam  Iraqi  friends  about:  oil.  The  presence  of 
hi^  goo  has  more  often  than  not  retarded  economic  and  politi- 
cil  development  in  countries  that  have  large  amounts  of  it.  Easy 
noney  is  corrupting.  Baghdad's  new  government  should  avoid 


the  trap  Mexico's  government  fell  into  by  trying  to  run  its  oil 
industry.  Instead,  Iraq  should  put  pieces  of  the  oil  industry  on 
the  block,  thereby  letting  many  companies  have  a  stake  in  it.  The 
government  could  then  sit  back  and  collect  the  royalties — and 
use  them  to  further  reduce  Iraq's  tax  burden. 


Capitol  Offense 


ONGRESS  IS  CONSIDERING  A  BILL  THAT  WOULD  GIVE  SEVERAL 
housand  students  from  low-income  families  in  Washington,  D.C. 
cholarships  to  go  to  nonpublic  schools.  Our  nation's  capital  has  a 
ollection  of  some  of  the  poorest-performing  public  schools  in  the 
ountry,  yet  its  spending  per  pupil  is  among  the  highest.  Parents 
'earn  for  the  opportunity  to  send  their  children  to  schools  that 
ictually  educate  them.  Sadly,  but  not  unexpectedly,  the  teachers' 
inion  and  its  congressional  allies — mostly  liberal  Democrats  who 


wouldn't  dream  of  sending  their  kids  to  these  schools — are  vigor- 
ously opposed  to  such  a  voucher  program  because  they  don't  want 
these  schools  held  to  any  real  accountability  for  their  performance. 
This  kind  of  scholarship  program  has  worked  well  in  Milwau- 
kee, where  1 1 ,624  children  from  low- income  families  attend,  by 
choice,  independent  schools.  Competition  has  forced  the  public 
schools  there  to  make  needed  reforms.  Accountability — which 
comes  from  competition — works.  Having  a  similar  program  in 
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Would  you  like  to  retire  here? 


Or  here? 


INVESTMENTS.  INSURANCE.  190  YEARS  OF  WISDOM. 

Alio  ays  thinking  ahead^ 


Hartford 


w^vw.  thehartford.com 


reach 


AVAy>» 

a  hiBher  Diane  I 


a  higher  plane 
of  communication 


SAY  THE  BUSIEST  CONTACT  CENTER  at 
Dollar  Rent  A  Car  crashes  and  is  fixed  remotely 
before  a  single  reservation  is  dropped.  Before 
anyone  at  Dollar  is  even  aware  of  a  problem. 
Did  a  problem  ever  exist?  In  the  state  of  Avaya, 
our  Expert  Systems"  remote  monitoring  and 


maintenance  solutions  resolve  96%  of  all  alarms 
remotely.  Nobody  has  our  patented  leading-edge 
diagnostic  tools,  including  proactive  trouble 
resolution.  And  our  Avaya  Global  Services  pro-- 
fessionals  bring  a  single  point  of  accountability 
to  multi-vendor  communication  environments. 


That's  reassuring  when  your  company  runs  a< 
"fleet  of  140,000  rental  cars  at  400  worldwif 
locations,  with  a  reputation  for  superior  custo 
service.  See  why  no  one  else  comes  remotely! 
close  to  maximizing  your  network  investment 
avaya.com/servlces.  Or  call  866-GO  AVAYA  toe 


IP  Telephony 


Contact  Centers 


Unified   Communication 


AVAYA  REMOTE  MONITORING  FIXES 

Dollar  Rent  A  Car'& 

NETWORK  CRASH 

before  anyone  hear&  an  alarm. 

Kind  ot  like  that  tree  that  ^alls  in  the  Ijvredt 
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lURRENT  EVENTS 

y  Paul  Johnson 


Five  Vital  Lessons  From  Iraq 


iE  IR.\Q  CRISIS  HAS  ALREADY  POINTED  UP  A  NUMBER  OF  VALU- 

jle  lessons.  So  far  I  have  identified  five: 

■■esson  L  We  have  been  reminded  that  France  is  not  to  be  trusted  at 
ly  time,  on  any  issue.  The  British  have  learned  this  over  1 ,000  years 
"acrimonious  history,  but  it  still  comes  as  a  shock  to  see  how  badly 
le  French  can  beha\e,  with  their  unique  mixture  of  shortsighted 
Ifishness,  long-term  irresponsibility,  impudent  humbug  and  sheer 
lalice.  Americans  are  still  finding  out — the  hard  way — that  loyalty, 
-atitude,  comradeship  and  respect  for  treaty  obligations  are  quali- 
es  never  exhibited  by  French  governments.  All  they  recognize  are 
iterests,  real  or  imaginary.  French  support  always  has  to  be  bought, 
/hat  the  Americans  and  British  now  have  to  decide  is  whether  for- 
lal  alliances  that  include  France  as  a  major  partner  are  worth  any- 
ling  at  all,  or  if  they  are  an  actual  encumbrance  in  times  of  danger. 
We  also  have  to  decide  whether  France  should  be  allowed  to 
;main  as  a  permanent  member  of  the  U.N.  Security  Council, 
rith  veto  power,  or  whether  it  should  be  replaced  by  a  more  suit- 
ble  power,  such  as  India.  Linked  to  this  is  the  question  of 
whether  France  can  be  trusted  as  a  nuclear  power.  The  French 
ave  certairJy  sold  nuclear  technology  to  rogue  states  in  the  past, 
raq  among  them.  In  view  of  France's  attempts  to  sabotage 
kmerica's  vigorous  campaign  to  halt  the  spread  of  weapons  of 
tiass  destruction,  we  need  to  be  sure  that  France  is  not  planning 

0  cover  the  cost  of  its  flagging  nuclear  weapons  program  by  sell- 
ig  secrets  to  unruly  states.  Certainly  Anglo-American  surveil- 
uice  of  French  activities  in  this  murky  area  must  be  intensified. 

1  Lesson  II.  Germany  is  a  different  case.  The  Germans  are  capable 
>f  loyalty  and  even  gratitude.  For  many  years  Germany  was  one 
)f  the  most  dependable  members  of  NATO.  But  the  country  is 
low  very  depressed,  both  psychologically  and  economically,  with 
uiemployment  moving  rapidly  toward  the  5  million  mark  and 
10  prospect  of  an  early  recovery.  With  a  weak,  unpopular  and 
leraoralized  government,  Germany  has  been  lured  by  France  into 
I  posture  of  hostility  toward  the  Anglosphere,  a  posture  that  cor- 
responds neither  to  the  instincts  nor  the  interests  of  the  German 
jeople.  Germany  is  a  brand  to  be  snatched  firom  the  burning;  we 
Tiust  make  a  positive  and  urgent  effort  to  win  it  back  to  the  fold. 
»  Lesson  ill.  The  assumption,  in  many  minds,  seems  to  be  that 
whereas  individual  powers  act  on  the  world  stage  according  to  the 
brutal  rules  of  realpolitik,  the  U.N.  represents  legitimacy  and  pro- 
ects  an  aura  of  idealism.  In  fact,  more  than  half  a  century  of  experi- 
ence shows  that  the  U.N.  is  a  theater  of  hypocrisy,  a  sink  of  cormp- 
tion,  a  street  market  of  sordid  bargains  and  a  seminary  of  cynicism. 
It  is  a  place  where  mass-murdering  heads  of  state  can  stand  tall  and 


sell  their  votes  to  the  highest  bidder  and  where  crimes  against 
humanity  are  rewarded.  For  many  people  the  true  nature  of  the 
U.N.  was  epitomized  by  the  news  that  Libya,  a  blood-soaked  military 
dictatorship  of  the  crudest  kind,  is  to  chair  the  U.N.  Commission 
on  Human  Rights.  It's  people  like  Muammar  Qaddafi  who  benefit 
ft'om  the  U.N.,  who  are  legitimized  by  its  spurious  respectability. 

Looking  back  on  the  last  year,  it  is  clear  the  U.S.  should  not 
have  accepted  Britain's  argument  that,  on  balance,  the  U.N. 
route  was  the  safest  road  to  a  regime  change  in  Iraq.  In  fact, 
going  this  way  has  done  a  lot  of  damage  to  U.S.  (and  British) 
interests  and  has  given  Russia,  China  and  other  powers  the 
opportunity  to  drive  hard  bargains.  President  Bush  should  soon 
make  it  clear  that,  where  his  country's  vital  interests  are  con- 
cerned, the  U.S.  reserves  the  right  to  act  independently,  together 
with  such  friends  as  share  those  interests. 

•  Lesson  IV.  The  split  within  NATO  underscores  the  fact  that  in  its 
present  form  and  composition  NATO  is  out  of  date.  There  is  no 
longer  a  frontier  to  defend  or  to  act  as  a  trip  wire;  there  is  no  longer 
a  reason  for  the  U.S.  to  keep  large  forces  in  fixed  bases  on  the  Euro- 
pean continent — at  great  cost  to  the  U.S.'  balance  of  payments.  These 
forces  should  be  repatriated  with  all  deliberate  speed.  There  is  obvi- 
ously a  need  to  have  bases,  which  can  be  activated  in  an  emergency, 
in  states  the  U.S.  feels  can  be  trusted  to  honor  their  obligations. 

Britain,  which  is  not  so  much  an  ally  of  America  as  it  is  a 
member  of  the  same  family,  will  continue  to  serve  as  the  geo- 
graphical center  of  the  Anglosphere  and  as  America's  offshore 
island  to  the  Eurasian  landmass.  Other  than  that,  the  U.S. 
should  put  its  trust  in  the  seas  and  oceans,  which  offer  a  home 
and  a  friendly  environment  to  its  forces  and  do  not  change  with 
the  treacherous  winds  of  opinion.  The  military  lessons  to  be 
learned  from  the  lead-up  to  the  Iraq  operation  are  profound, 
and  all  point  in  the  same  direction:  America  should  always  have 
the  means  to  act  alone,  in  any  area  of  the  globe  where  danger 
threatens  and  with  whatever  force  is  necessary. 

•  Lesson  V.  This  last  lesson  flows  from  the  fourth.  The  U.S.  must 
not  merely  possess  the  means  to  act  alone  if  necessary;  it  must  also 
cultivate  the  will.  Fate,  or  Divine  Providence,  has  placed  America  at 
this  time  in  the  position  of  sole  superpower,  with  the  consequent 
duty  to  uphold  global  order  and  to  punish,  or  prevent,  the  great 
crimes  of  the  world.  That  is  what  America  did  in  Afghanistan,  is 
in  the  process  of  doing  in  Iraq  and  will  have  to  do  elsewhere. 

It  must  continue  to  engage  the  task  imposed  upon  it,  not  in 
any  spirit  of  hubris  but  in  the  full  and  certain  knowledge  that  it  is 
serving  the  best  and  widest  interests  of  humanity.  F 


P'Of hf*^  I  ''*"'  J"'"'*'"''  eminent  British  historian  and  author:  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and  Ernesto  Zedillo,  director,  Yale  Center  for  the 
com    Study  of  Globalization,  former  president  of  h/lexico:  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger,  rotate  in  writing  this  column.  To  see  past 
I  Current  Events  columns,  visit  our  Web  site  afwww.forbes.com/currentevents. 
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Flash  Kid 


AN  JOHN  SOLD  MORE  THAN  $200  MILLION  OF  CLOTHING 
t  year.  Now,  if  you  are  older  than  40  and  don't  have  any 
nagers,  you  might  pause  here,  shake  your  head,  let  out  a  whis- 
,  form  a  capital  T  with  your  liver-spotted  fingers  and  ask: 
hat  the  heck  is  a  ...  Sean  John?  Answer:  It's  the  clothing  label 
P.  Diddy.  You  know,  the  rap  singer. 

Oh  sure,  of  course.  The  economy  stinks.  But  a  rap  singer 
nks  down  two  hundred  megabucks  a  year.  Natch.  From 
)thes.  From  a  line  that  didn't  exist  five  years  ago.  Understood. 

Don't  blow  an  artery,  readers.  P.  Diddy  is  not  our  story  today. 
),  our  story  is  even  weirder.  It's  the  story  of  the  guy  who 
signed  the  ultrahip  Seanjohn.com  Web  site.  This  designer,  Max 
ihman,  well,  he's  a  bit  of  a  nerd  who 
es  with  his  parents  in  uncool  Mont- 
ir,  N.J.  Actually,  it's  cool  that  Max 
es  with  his  parents.  He  is  1 7  years  old. 


site.  Ih 


uper  Samurai 

Palestine,  17-year-olds  strap  bombs 

their  chests  and  board  buses,  in 
nerica,  a  high  school  junior  named 
ax  Oshman  pulled  in  $400,000  for  his 
eb  design  work  in  only  three  months. 

ay,  it  wasn't  just  Max.  It  was  Max  and 

fellow  geeks — a  virtual  team  of  12. 
cording  to  Max,  "Some  of  them  live  in  the  U.K.,  two  in  Croa- 
,  two  in  Sweden  and  the  rest  are  scattered  around  in  soHthern 
alifornia.  New  York,  Texas  and  Amsterdam."  The  leaders  of 
is  e-gang — they  call  themselves  pLotdev  Multimedia  Devel- 
)ers  LLC — are  Max  and  Yves  Darbouze,  a  30-year-old  Miami 
ezer.  The  e-gang's  average  age  is  23. 

Max  has  never  met  any  of  his  partners  in  person.  A  first-ever 
eeting  in  New  York  with  partner  Yves  was  in  the  works  when 
a.\  and  I  talked.  One  supposes  it's  difficult  for  a  1 7-year-old  to 
ke  business  trips  while  keeping  up  a  4.0  average  at  Solomon 
hechter  School,  playing  point  guard  on  the  basketball  team 
id  laying  out  the  school  yearbook. 

How,  then,  does  the  pLotdev  team  communicate?  "Mostly," 
ys  Max,  "by  e-mail.  When  we  have  a  big  project,  we  communi- 
ite  via  phone.  We  also  have  group  talks  using  MSN  Messenger." 

Max  and  Yves  hooked  up  (by  e-mail)  after  Max  completed 
s  first  book,  Macromedia  Flash:  Super  Samurai — at  age  15. 
ax's  coauthor  introduced  him  to  Yves,  who  needed  some  Web 
sign  work  done,  thinking  Max  would  be  good  for  the  job.  "We 
oke  about  the  industry  and  where  it  was  going,  and  we  shared 
lany  of  the  same  beliefs,"  says  Max.  "We  decided  that  we  would 
art  a  company."  At  the  time  Yves  had  no  idea  Max  was  17. 


When  not  laying  out  his  high  school  yearbook, 
Max  Oshman  is  a  Web  designer  for  the  stars. 


Max  and  Yves  agree  that  a  pair  of  Macromedia  software 
programs  will  change  the  world.  One  is  Flash,  a  3-D  graphics  pro- 
gram; the  other  is  ColdFusion,  which  lets  people  update  Web  sites 
without  a  programmer.  As  Max  described  this  software  to  me,  I 
thought:  Yes,  makes  perfect  sense.  Such  cheap,  off-the-rack  soft- 
ware will  indeed  open  up  Web  design  to  artists,  the  way  Adobe 
opened  up  page  design  1 5  years  ago.  Max,  of  course,  would  have 
missed  my  analogy  altogether.  Fifteen  years  ago  Max  was  2. 

No  Face  Time— Yet 

Max  looks  like  any  straight-A  kid  from  suburban  New  Jersey.  Don't 
be  fooled.  He  speaks  like  a  Madison  Avenue  mogul.  About  pLotdev 
he  says,  "We  geared  toward  the  entertain- 
ment industry — creative,  very  upbeat 
designs  with  a  lot  of  motion  and  user 
interaction.  We  call  this  style  high-impact 
design.  Extremely  engaging  to  the  user." 

Do  any  of  pLotdev's  Hollywood 
clients  balk  on  meeting  a  consultant  four 
years  away  from  a  legal  beer?  "None  of  my 
clients  has  ever  asked  my  age,"  says  Max 
cheerfully.  He  pauses,  then  continues 
more  guardedly.  "Whenever  there  are 
face-to-face  meetings,  Yves  goes.  I  take  part 
in  the  phone  meetings.  We  want  to  make 
sure  clients  base  their  decisions  on  our  skills,  not  on  fears  that  some 
1 7-year-old  kid  is  going  to  screw  up  their  Web  presence."  Now  Max 
buoys  up.  "In  the  next  few  months,  however,  I  do  intend  to  start 
going  to  meetings."  For  now,  Max  stays  at  home,  batting  out  code 
on  his  HP  Pavilion  ztll30,  Dell  Dimension  4300  and  new iMac. 

Old-Fashioned  Hustle 

How  does  this  young  team  ever  manage  to  get  in  the  client's 
door  and  pitch  work?  Pure  old-fashioned  hustle.  "Sean  John  and 
[previous  clients]  Motown  and  Universal  were  recruited  by 
Yves,"  says  Max.  "He  caUed,  wrote  and  nagged  people  to  death 
just  asking  to  give  us  a  chance.  He  wrote  a  ton  of  proposals.  We 
wrote  free  demos  to  show  them  our  work." 

These  days  pLotdev  is  reeling  in  the  work.  Current  clients 
include  Microsoft  and  P.  Diddy's  record  label,  Bad  Boy  Records. 
For  Max,  it  wasn't  always  the  big  leagues.  He  recalls  his  first  pay- 
ing gig,  at  age  15.  "It  came  from  e-lance.com.  I  bid  on  a  project 
to  do  a  poOing  system  for  some  guy  in  Amsterdam.  Once  I  had 
the  gig,  I  found  out  it  was  for  a  porn  site.  I  didn't  tell  my  mom 
until  after  I  got  paid!"  F 


T'lrW'l^P'**  I  ^'^''  "''^'^  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
i^bMB^om  I  or  e-mail  him  at  publisher@forbes.com. 
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MAKERS  &.  BREAKERS 


For  more  financial  stats,  go  to  www.forbes.com/makers. 

The  Real  Thing  Gets  Real 

COCA-COLA'S  SIZZLE  FIZZLED  AFTER  CHAIRMAN  ROBERTO  GOIZUETA  ' 
died  in  October  1997.  But  now  the  beverage  giant  is  starting  to  act 
like  a  marketing  powerhouse  again,  says  Morningstar  analyst  Deb- 
bie S.  Wang.  The  new  celebrity-chocked  (Penelope  Cruz,  Courteney 
Cox  Arquette,  Lance  Armstrong),  teen-focused  ads  for  Coke  Classic 
are  refreshing  after  a  long  spell  of  ho-hum  advertising. 

After  two  down  years  COCA-COLA  (40,  KO)  saw  2002  revenue 

climb  by  12%  to  $19.6  billion.  While  net  income  last  year  was 

flat  at  $4  billion  (not  counting  a  charge  for  expensing  employee 

stock  options),  Wang  expects  2003  earnings  to  move  up  smartly. 

At  24  times  trailing  earnings  Coke  isn't  as  cheap  as  rival  PepsiCo  (21),  but  it  at 

least  beats  the  S&P  500's  29. 

New  products  like  Vanilla  Coke  and  Minute  Maid  Light  Lemonade  are  a  huge 
help.  Look  for  a  line  extension  of  Sprite.  And  while  carbonated  drinks  account  for 
85%  of  volume,  the  fastest  growth  is  in  noncarbs.  The  company,  which  makes 
Dasani  bottled  water,  is  strengthening  its  position  by  agreeing  to  market  France's 
Evian  and  Danone  here.  A  lot  of  credit  goes  to  Steven  J.  Heyer,  the  new  president, 
a  hard-charger  with  experience  in  TV  (Turner  Broadcasting)  and  ads  (Young  & 
Rubicam),  who  leads  the  move  to  reconnect  with  bottlers  and  consumers.  Rumor 
is  he's  Chairman  Douglas  Daft's  eventual  successor.  — Melanie  Wells 


New  hire  Steven  Heyer 
pushes  marketing. 
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Shoe  In 


Paper  Chase 


REEBOK  HAS  BEEN 
doing  well  selling 
shoes  to  weekend 
athletes,  especially 
women.  Last  year 
earnings  at  REEBOK 
INTERNATIONAL  (31,  RBK)  rose  23%  tO  $126 
miUion,  while  sales  rose  5%  to  $3.1  bil- 
lion. The  stock,  at  15  times  trailing  earn- 
ings, is  cheap. 

Now  the  fourth-largest  sneaker  maker 
is  shifting  strategy,  trying  to  ignite  a  fol- 
lowing among  young  urban  males,  who 
set  trends  both  on  the  court  and  in  school 
hallways.  Men  buy  nearly  twice  as  many 
sneakers  as  women.  The  key  is  $100-and- 
up  shoes,  75%  of  which  sell  to  urban  boys 
ages  12  to  18.  The  company  just  signed 
Shawn  Carter,  the  rapper  known  as  Jay-Z, 
to  a  partnership. 

Reebok's  ycar-oki  ■.ui'.;)  ■  livision  is  its 
fastest-growing  unit.  Lehman  Broihcrs  re- 
tail analyst  Robert  Drbui  notes  tlial  the  di- 
vision has  grown  from  zero  lo  10%  of  U.S. 
footwear  sales.    — CJuma  R.  Sdioenbergcr 


IN  THE  FIERCE  WARS  OVER  PAPER  TOWELS, 
tissues  and  diapers,  the  leader,  PROCTER  & 
CAMBLE  (84,  PC),  should  wipe  up  the  com- 
petition. Kimberly-Clark,  despite  leading 
in  facial  tissue  with  Kleenex,  has  just  one- 
third  Procter's  sales.  In  the  half  year  ended 
Dec.  31,  Procter  saw  an  8%  revenue  rise  to 
$22  billion,  while  Kimberly  gained  only  2%. 
One  skirmish:  Kimberly  started  stuffing 
fewer  of  its  Huggies  diapers  into  a  package, 
while  chargmg  the  same  as  before.  Procter's 
Pampers  is  now  doing  the  same.  But  Proc- 
ter has  a  far  bigger  marketing  machine  to 
push  Pampers.  What  makes  Procter  the 
top  household-prod- 


Stock  price 

ilDQ 


ucts  outfit,  says  Bank 
of  America  analyst 
William  Steele,  is 
product  breadth.  It 
leads  its  toothpaste 
rival,  Colgate-Palmo- 
live. At  24  times  earn- 
ings, Procter  is  priced  at  Colgate's  level, 
above  Kimberly's.  But  the  long-term  money 
should  ride  with  Procter.  — Aliya  Stemstein 


Checked  Out 

WAL-MART'S  INVASION  OF  THE  SUPElj 
market  business  is  causing  great  distr«  i 
to  the  incumbents.  Who  will  be  the  fr 
to  suffer  from  the  superstore  giant  ai : 
its  15%  discounts?  Deutsche  Bank  an  I 
lyst  Edouard  Aubin 
nominates  2,461- 
Store  KROGER  (KR,  14), 

the  nation's  biggest 
food  seller,  and 
1,070-store  WINN- 
DIXIE  (WIN,  12).  All  six 

of  the  food  distrib- 
ution centers  Wal- 
Mart  plans  to  open  this  year  are  sma 
dab  in  their  home  territories. 

Winn-Dixie  is  hobbled  by  hea 
debt;  it  spends  less  than  peers  to  i 
model.  Kroger,  whose  stores  are  m( 
up-to-date,  has  a  different  proble 
unions.  That's  not  what  you  want  wh 
countering  a  price-cutting  Goliath. 

Short  both  victims.  Cover  Kroger  at 
and  Winn-Dixie  at  9. 

— Christopher  Heln 
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ON  MY  MIND 


By  Steven  R  Hayward  rk.  Weyerhaeuser  fellow  at  the  American  enterprise  institute 


The  Triple  Bottom  Line 

Social  justice?  Environmentalism?  Let's  judge  a  company  on  how  well  it  grinds  out  profit: 


LIKE  WIDE  TIES  AND  POLYESTER  SLACKS,  MANAGEMENT  ENTHU- 
siasms  come  and  go.  The  fad  of  the  moment  is  the  "triple  bottom 
line."  It  is  not  sufficient,  say  converts  to  this  religion,  to  judge  a 
corporation's  performance  merely  by  the  traditional  metrics  of 
assets,  liabilities,  profit  and  loss.  Companies  also  need  to  measure 
their  environmental  and  social  performances.  Companies  must 
now  be  "sustainable"  and  dedi- 
cated to  "social  justice."  Dozens  of 
corporations,  such  as  Monsanto 
and  British  Petroleum,  have  em- 
braced these  concepts,  and  Wall 
Street  is  paying  attention. 

A  Dow  Jones  Sustainability 
Index  tracks  the  economic,  envi- 
ronmental and  social  perfor- 
mance of  more  than  300  global 
companies  (such  as  Siemens, 
Nokia  and  Home  Depot)  whose 
business  practices  have  received 
the  green  seal  of  approval  from  a 
Swiss  outfit  known  as  Sustainable 
Asset  Management.  Pricewater- 
houseCoopers  recently  published 
a  survey  of  140  U.S.  corporations, 
arguing  that  companies  that 
ignore  the  triple  bottom  line  are 
"courting  disaster."  (PwC  does 
not,  however,  offer  names  of  the 
strong  and  weak  performers.)  The 
triple  bottom  line,  PwC  concludes, 
"will  increasingly  be  regarded  as  an  important  measure  of  value." 

This  is  doubtful.  It  requires  the  artful  torture  of  financial 
data  to  come  up  with  evidence  that  triple-bottom-line  compa- 
nies are  more  profitable.  A  closer  look  at  the  composition  of  the 
Dow  Jones  Sustainability  Index  shows  why  there  is  reason  to  be 
wary  of  the  efforts  to  shoehorn  sustainability  into  hard-nosed 
financial  analysis. 

Companies  selected  for  tlic  DJSI  not  only  meet  criteria  for 
sustainability  but  also  are  leaders  within  their  respective  indus- 
tries. This  by  itself  will  bias  the  index's  performance  relative  to  a 
random  cross-section  of  all  publicly  traded  companies.  Factors 
like  basic  financial  strength,  relations  with  suppliers  and  rela- 
tions with  customers  count  the  most  for  acceptance  in  the 
index — in  other  words,  the  usual  factors  that  matter  to  investors. 
Environmental  and  social  performances  account  for  only  a  frac- 
tional share  of  the  index's  total  weighting — about  25%  to  35%, 


"One  reason  for  skepticism  about  the  triple 
bottom  line  comes  to  mind  in  relation  to  that 
former  favorite  among  environmentalists:  Enron. 


depending  on  industry  variations. 

The  DJSI  adds  and  deletes  companies  more  frequently  th 
most  indexes  (more  than  70  companies — almost  a  quarter  oft 
DJSI — ^were  recendy  replaced  on  the  index),  which  also  reduces 
usefulness  as  a  consistent  comparative  tool  with  the  broad  m 
ket.  Even  with  its  many  changes,  the  DJSI  is  down  37%  from 

level  in  December  1998,  wher 
the  Dow  Jones  industrial  aver; 
is  off  13%  in  the  same  period. 
This  is  not  to  say  that  en 
ronmental  or  social  concerns 
irrelevant  to  the  management 
a  corporation.  If  trashing  i 
environment  costs  you  in  govei 
ment  fines  or  in  consumer  sa. 
you  don't  trash  the  environme 
If  you  are  competing  for  tale 
you  don't  abuse  workers.  To  < 
mit  as  much,  however,  is  noti 
waver  from  the  classic  model 
business  economics,  which  s, 
that  corporations  are  in  busin 
to  maximize  profits. 

Here's  one  way  Dow  Cher 
cal  is  helping  its  bottom  li 
It  took  friendly  advice  fr( 
the  Natural  Resources  Defei 
Council  on  17  low-cost  pol 
tion-reduction  changes  to  D 
plants.  The  result  was  a  4. 
reduction  in  pollution  discharges  and  a  $5  million  annual  s 
ings  in  production  costs. 

The  idea  becomes  murkier,  however,  when  companies  c( 
template  changing  their  business  models  wholesale  in  ordei 
get  cheers  from  the  greens.  BP's  newspaper  ads  suggest  t 
BP  now  stands  for  "Beyond  Petroleum."  BP  is  going  to  redi 
its  contribution  to  carbon  emissions  by  shifting  from  crude 
to  natural  gas.  Does  this  make  business  sense  or  is  it  j 
grandstanding? 

A  final  reason  for  skepticism  about  the  triple  bottom  1 
comes  to  mind  in  relation  to  that  former  favorite  among  er 
ronmentalists:  Enron.  An  internal  Enron  memo  in  1997  boas 
of  how  it  was  winning  plaudits  from  Greenpeace,  the  Wo 
Wildlife  Fund  and  Worldwatch.  If  that  memo  made  Kenn 
Lay  think  his  company  was  more  sustainable  than  most,  it  di 
lot  of  damage. 
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diligence  I  Customer  Intelligence  I  Intelligence  Architecti. 


Identify  and  keep, 

your  most  valuable 

customers, 


»i 


SAS®  is  all  you  need  to  know. 


Only  SAS  provides  you  with  a  complete  view  of  your 
customers.  So  you'll  understand  their  needs,  enhance 
their  lifetime  value  and  achieve  greater  competitive 
advantage.  To  find  out  how  leading  companies  are 
reaping  the  rewards  of  SAS  customer  intelligence 
software,  call  1  866  270  5723  or  visit  our  Web  site. 


www.sas.com/customer 


The  Power  to  Know, 


lemarKs  o(  SAS  Institute  Inc  in  the  USA  and  oUiei  countries,  w  inoicaies  USA  registration. 


Transformation. 

It's  a  big  word. 

Going  into  the  DNA 
of  the  business. 

Pulling  best  practices 
from  other  industries. 

Pulling  together  decades 
of  category  experience, 
street-smart  big  thinkers  and 
the  newest  technology. 

Done  well,  it  can  turn  old 
processes  into  new  profits. 

But  who  could  do  all  that? 

Everything  at  once? 

Who  would  have  the  depth? 


Introducing  IBM  BusJnGss  CoHSulting  Servicel 
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FOLLOW-THROUGH 


APRIL  29.  2002 


JUNE  10. 2002 


ChdirnidnWho^      cosmetic  fix 


WHEN  WE  RAN  OUR  STORY,  MICHAEL  K.  POWELL,  CHAIR- 
man  of  the  Federal  Communications  Commission,  was 
poised  to  toss  out  many  of  the  onerous  regulations  that 
the  agency  imposes  on  the  telecommunica- 
tions industry. 

COMMANDER 

OFTHE     ' 

AIRWAVES 


He's  still  poised. 
In  February  one 
of  his  Republi- 
can allies  on  the 
five-member 
commission, 
Kevin  J.  Mar- 
tin, broke  ranks 
and  shifted  the 
agency  to  a  3-2 
ruling  that  will 
keep  in  place 

many  regulations  that  govern  local  telephone  service.  The  rul- 
ing was  embarrassing  to  the  deregulatory-minded  Powell,  as  well 
as  a  blow  to  the  Big  Bell  companies.  They  had  lobbied  to  change 
rules  that  require  them  to  lease  their  local  networks  to  rivals  at 
discounted  rates.  Powell  did  win  a  compromise  that  will  allow 
the  Bells  to  stop  giving  cheap  access  to  their  high-speed  Internet 
networks.  But  now  that  a  majority  vote  is  anyone's  guess,  the 
battlefront  for  pending  matters  such  as  media  ownership  and 
spectrum  allocation  is  right  inside  the  agency's  Washington 
headquarters,  where  the  proverbial  20  paces  separate  Powell's 
office  from  Martin's.  —Brett  Pulley 

Flashbacks 

85  YEARS  AGO  IN  FORBES/FEBRUARY  2.  1918 

rUrU  S  DcTT6r  lUca  Heads  of  the  various  departments  are 
taught  courtesy  from  the  start.  Mr.  Ford  says  work  will  go  along  bet- 
ter if  you  remember  that  the  men  under  you  are  human— to  be  treated 
like  men;  not  like  dumb  animals.  He  also  says  that  it  is  poor  policy  to 
swear  and  that  foremen  will  find  words  of  encouragement  and  cor- 
rection will  produce  better  results  than  all  the  cursing  can  do. 

40  YEARS  AGO  IN  FORBES'APRIL  I.  1363 

Marlboro  Man  For  years  now 

Philip  Morris  has  been  the  poor  boy  of  the 

tobacco  industry,  with  the  lowest  average 

return  and  the  lowes*  protit  marpjns  among 

the  major  cigarette  com,:aMies.  But  last  year 

President  Joseph  F.  Cullman  III  turned  the 

tables:  In  1962  Philip  Morris  got  the  industry  s 

only  increase  in  operating  earnings.  Higher 

sales  for  the  company's  filter  brands  (Marlboro  and  Parlia;  ncnt)  were 

strong  enough  to  offset  a  continuation  of  the  sevun-year  decline  of 


AVON  PRODUCTS'  FALTERING  EFFORT  TO  SELL  ITS  NEW  HI 
end  beComing  cosmetics  line  through  J.C.  Penney  stores  en 
in  lanuary,  when'Penney  dumped  the  brand.  The  failed  ven 
is  costing  Avon  $20  million,  or  5  cents  a  share,  in  the  first  qui 
ter  of  2003.  Fortunately  for  stockholders,  for  now  that's  just? 
pimple  on  Avon's  finances.  In  February  Avon  announced 
8%  increase  in  fourth-quarter  earnings  on  revenues  of  $1 
billion.  Direct  sellers  do  well  in  a  weak  economy,  and  Avon 
the  world's  largest  cosmetics  direct  seller,  with  double-di| 
sales  expansions  last  year  in  eastern  Europe  and  Chi: 

— Katarzyna  Mon 

OCTOBER  16,  2000 

Trouble  Down  Under 

TWO  YEARS  AGO  SOUTHCORP,  AUSTRALIA'S  LARGEST  WINE  PF 
ducer  and  exporter,  seemed  ready  to  capitalize  on  the  globa 
tion  of  the  highly  fi^agmented  $100  billion  wine  industry. 
Southcorp  has  a  bad  hangover.  Chief  Executive  Keith  Lambert  i 
signed  in  February,  after  a  two-year  strategy  of  courting  supe 
markets  pushed  sales  up  6%  in  2002  but  devastated  margir 
That  forced  Lambert  to  announce  an  expected  1 5%  drop  in  i 
crating  earnings  this  year. 

In  the  crucial  U.S.  market,  its  Lindemans  and  Rosemoi 
brands  lost  their  mantle  as  America's  favorite  Aussie  wines  to  i 
start  Yellow  Tail.  And  tough  competition  is  coming:  In  Janud 
rival  BRL  Hardy  announced  a  $  1 .4  billion  merger  with  Constell 
tion  Brands,  creating  the  world's  largest  wine  firm,  with  $3.2 1 
lion  sales,  more  than  double  Southcorp's.        — Brendan  Cojj 


Philip  Morris  regulars.  Having  seen  his  once-potent  Philip  Morris  bra 
lose  out,  Cullman  is  acutely  aware  of  the  need  to  keep  his  compan]( 
step  with  shifting  tastes  in  cigarettes.  Says  he,  "Innovation  has  be 
the  door  to  success  throughout  the  history  of  the  cigarette  industr 

Forced  by  discounters  to  cut  prices  on  brands  //fee  Marlboro.  PWfl 
Morris,  now  called  Altria,  recently  announced  that  fourth  quar 
net  earnings  fell  18%. 

10  YEARS  AGO  IN  FORBES/APRIL  12. 1993 

The  KOrOan  Problem  The  us  must  respond  torcef 
to  North  Korea's  recently  announced  withdrawal  from  the  Nude 
Non-Proliferation  Treaty.  Otherwise  the  implications  for  world  peac* 
are  awful.  The  move  sweeps  away  any  pretense  that  Pyongyanglf 
nuclear  program  is  anything  but  malignant  Unless  Pyongyang  al 
lows  in-depth  inspections  of  its  nuclear  facilities,  the  U.S.  should 

•  Seek  from  the  U.N.  sweeping  economic  sanctions. 

•  Seek  deployment  of  allied  troops  to  South  Korea  to  underscore  to  tl 
North  just  how  seriously  the  rest  of  the  world  takes  its  nuclear  buildup 

•  Announce  that  we  will  bring  back  the  tactical  nuclear  weapons  vn 
withdrew  from  South  Korea  in  1991  as  a  peaceful  gesture. 
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Our  new  one-person  40l(k) 

works  hard  for  your  company's 

most  important  employee. 


lere  s  a 
itirement 
Ian  that's 

ght  for  you. 

udential  Financial 
ffers  a  wide  choice 
f  retirement  plans 
r  self-employed 
idividuals  and 
mall  businesses, 
icluding  the  SER 
IMPLE.  or  Keogh 
Ian -and  the 
ne  person  401(k). 
rudential  can  help 
ou  find  out  which 
Ian  IS  tailor-made 
or  your  particular 
usiness  and  your 
tirement  goals. 


You're  an  independent-minded  entrepreneur,  and  you  know  the  best  way  to  run 
your  own  business.  That's  why  you're  the  sole  proprietor.  But  are  you  certain  you've 
chosen  the  best  way  to  fund  your  retirement?  Prudential's  new  one-person  401  (k) 
could  be  the  perfect  solution. 


Contribute  up  to  $40,000  annually,  tax-deferred* 

The  one-person  4()l(l<)  allows  a  small-business 
owner  (who  has  no  employees)  and  a  spouse 
to  contribute  as  both  owner  and  employee. 
So  you're  able  to  {^o  beyond  the  maximum 
employee  contribution  of  $12,000  and  add 
up  to  $28,000  more  as  an  owner 

A  one-person  401(k)  gives  you  flexibility. 

Contributions  are  comijletely  at  your  discretion — 
you  can  make  higher  contributions  in  good  years 
and  low'er  ones  in  off  years.  You  can  borrow 
against  the  {)lan  without  any  tax  penalty. 


Advantages  of  Prudentiars  new  one-person  401(k) 

♦  Contribute  up  to  $40,000  of  income,  tax-deferred, 
in  2003 

♦  Contributions  are  discretionary 

♦  Low  costs  keep  more  of  your  money  growing 

♦  Consolidate  other  retirement  plans 

♦  Take  out  loans  without  penalty  and 
control  repayment  terms 

♦  Choose  from  Prudential's  comprehensive  roster 
including  stocks,  bonds  and  mutual  funds 


Keep  more  of  your  money  growing,  tax-deferred. 

B(!cause  administrat  iv(!  requirements  of  the 
one-person  401  (k)  are  greatly  simplified,  the 
cost  of  maintaining  the  plan  can  be  significantly 
less.  So  the  money  you  would  have  spent  on 
maintenance  fees  is  still  yours. 

Use  the  one-person  401(k)'s  rollover  possibilities. 

You  are  allowed  to  roll  over  other  qualified 
i(!tir(!ment  plans  and  IRAs  into  a  single  one-person 
401  (k),  making  it  that  much  easier  to  keep 
track  of  your  assets. 

Call  today  to  learn  how  you  can 
boost  your  retirement  savings. 

Ask  for  free  information  on  one-person 
401  (k)s  and  other  retirement  plans 
that  can  help  ensure  your  future. 

1-800-THE-ROCK 

ext.  3424    prudential.com 


Prudential  ®  Financial 

Crowing  and  Protecting  Your  Wealth"' 


/03  *Wittid(av/als  ore  taxed  as  ordinary  income  and  subject  to  a  1 0%  Federal  income  tax  penalty  if  taken  prior  to  age  59  '/i.  *An  additional  cotcfhup  contribution  of  $2,000  is  avoilable  if  you  are  age  50  or  older.  Neittier  Prudential 
iny'rfits  companies  ore  legal  or  tax  advisors.  Securities  products  and  services  ore  offered  through  Prudential  Securities  Incorporated,  199  Water  Street,  New  York,  NY  10292  (member  SIPC),  a  Prudential  Rnoncial  company. 


Rated 

The**1  Tasting 
Vodka  In  The  World. 

In  1 998,  the  Beverage  Testing  Institute  of  Chicago  conducted  a  blind  taste  test 
of  more  than  40  vodkas. They  awarded  points  based  on  smoothness,  nose, 
and  most  importantly,  taste.  Of  all  the  vodkas.  Grey  Goose®  Vodka 
emerged  victorious,  receiving  96  points  out  of  a  possible  1 00. 

Founded  in  1 981,  the  Beverage  Testing  Institute  conducts  tests  in 
a  specially  designed  lab  that  minimizes  external  factors  and 
maximizes  panelists'  concentration. The  Institute  selects 
judges  based  on  their  expertise,  and  its  tasting  and 
scoring  procedures  are  widely  praised  as 
the  best  in  the  industry. 


Score 

Vodka 

Country 

96 

GREY  GOOSE®  VODKA 

FRANCE 

94 

Canadian  Iceberg  Vodka 

Canada 

93 

Stolichnaya  Gold  Vodka 

Russia 

92 

Staraya  Moskva  Premium 

Russia 

91 

Van  Hoo  Vodka 

Belgium 

91 

Stolichnaya  Vodka 

Russia 

90 

Tanqueray  Sterling  Vodka 

England 

90 

Rain  1995  Harvest  Vodka 

USA 

89 
88 

Ketel  One  Vodka 

Holland 

Wyborowa  Vodka 

Poland 

87 

Kremlyovskaya  Vodka 

Russia 

86 

Finlandia  Vodka  of  Finland 

Finland 

86 

Alps  French  Vodka 

France 

85 

Skyy  Vodka 

USA 

82 

Original  Polish  Vodka 

Poland 

82 

Glenmore  Special 

USA 

82 

Fleischmann's  Royal  Vodka 

USA 

81 

Mr.  Boston  Vodka 

USA 

80 

Pole  Star  Vodka 

Poland 

80 

Luksusowa  Potato  Vodka 

Poland 

80 

Absolut  Vodka 

Sv/eden 

78 

Cardinal  Vodka 

Holland  - 

78 

Barton  Vodka 

US/« 

78 

Barclay's  VM||i^H^ 

USA^^ 
Brazil 

7 

8 

Amaz 

7 

6 

A 

SkolV 

m 

USA      ^4 

7'i 

r                        1 

USA 

74 

USA 

74 

Belvedere        l^^^^K 

Poland 

72 

Schenley           '^^^^^m: 

USA 

69 

Mr.  Boston's  Riva  Vodka 

USA 

NOTE: 
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SOURCE 

:   (BTI)  BEVERAGE  !. 
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www.  greygoosevodka.  co  m 


To  send  a  gift  of  Grey  Goose*  call  1-877-SPIRITS  or  visit  www.877spirits.com.  Void 
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(Auditing  Arafat 


le  Palestinian  leader  has  more  than  Israeli  tanks  to  worry  about, 
le  may  be  brought  to  heel  by,  of  all  things,  honest  financial  accounting. 


NATHAN  VARDI 

[ROZEN  OUT  BY  THE  BUSH  AD- 
ministration  and  hemmed  in  by 
the  Israeli  military,  Yasir  Arafat 
is  now  facing  a  new  threat:  the 
cutoff  of  funds  from  his  very 
own  Palestinian  Authority.  Fi- 
incial  reforms  might  succeed  in  hamper- 
Ig  the  flow  of  money  to  terrorists — might 
l^en  end  up  toppling  Arafat  himself 

Money  keeps  Arafat  in  power.  With  a 
^ht  grip  on  much  of  the  $5.5  billion  in 
iternational  aid  that  has  flowed  into  the 
since  1994,  he  appears  to  have  over- 
;en  virtually  all  disbursements,  from 
)00  payments  to  alleged  terrorists  and 
1 ,500  in  "tuition"  for  security  officers,  to 
10  million,  reportedly  paid  by  a  com- 
my  controlled  by  friends  of  Arafat,  for  a 
-ton  shipment  of  weapons  from  Iran. 
Take  the  money  out  of  his  hands,  re- 
)rm  a  corrupt  financial  system  and  you 
)uld  reduce  the  violence.  That's  the  think- 
of  U.S.  and  European  officials  who  in- 
sted  on  the  appointment  of  a  new  finance 
inister  for  the  PA.  Salam  Fayyad,  50,  is  the 
Ihain-smoking  Palestinian  technocrat 
rmed  with  little  more  than  a  Ph.D.  in  eco- 
nomics ft-om  the  University  of  Texas  who 
lot  the  finance  job  last  June.  Israel  has  re- 
Iponded  by  resuming  the  transfer  of  $30 
Inillion  or  more  per  month  in  tax  revenues 
lo  the  PA,  disbursements  that  were  fi-ozen  in 
December  2000  following  an  outbreak  of 


terrorist  bombings.  Israel  may  even  release 
the  $500  million-plus  that  piled  up  during 
the  freeze. 

"I  am  here  to  tell  you  it's  not  Arafat's 
money  anymore,"  says  Fayyad,  sitting  in 
his  office  in  Ramallah,  three  miles  fi^om  the 


Squeezing  the  Chairman: 
Will  Arafat  lose  control 
h.        of  his  funds? 


Arafat  base  that  Israeh  tanks  have  all  but 
destroyed.  A  portrait  of  the  Palestinian 
leader  looms  above  him.  "I'm  not  going  to 
accept  anything  but  total  transparency." 

He  is  using  standard  accounting  to 
take  control  of  the  PA's  mysterious  fi- 
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nances  and  open  them  up  for  all  to  see. 
Arafat's  three  main  sources  of  cash:  foreign 
aid,  Israeli  tax  transfers  and  profits  from  PA- 
controlled  companies.  Fayyad's  first  move 
was  to  consolidate  the  PA's  ftinds  into  a  sin- 
gle treasury  account  under  his  control.  That 
change  ended  the  autonomy  wielded  by 
ministerial  fiefs  that  were  free  to  collect  thefr 
own  revenues  and  redistribute  the  funds  as 
they  saw  fit. 

It  amounts  to  a  direct  attack  on  Arafat's 
elaborate  patronage  system,  which  ensures 
the  loyalty  of  the  Palestinians'  fractious  fac- 
tions. "He  is  always  ready  to  pull  money  out 
of  his  pocket  to  buy  people,"  says  Said  Abur- 
ish,  an  Arafat  biographer.  An  Israeli  intelli- 
gence report  pegs  Arafat's  per- 
sonal holdings  at  $1.3  bOlion 
(a  claim  dubbed  "ridiculous" 
by  the  Arafat  camp),  but  Is- 
raeli officials  say  Arafat  uses 
his  largesse  mainly  to  buy 
friendships. 

"Until  the  last  six  months 
PA  money  was  a  power  instru- 
ment for  Arafat,"  says  Eran 
Lerman,  a  retired  colonel  in 
Israel's  military  intelligence. 
"Calling  what  Fayyad  is  doing 
a  threat  to  Arafat  is  an  under- 
statement." Fayyad,  for  his 
part,  dismisses  any  such  notion.  Arafat,  he 
says,  "is  the  person  who  appointed  me,  and 
I  am  confident  in  a  few  months  we  will  have 
one  of  the  most  accountable  systems 
around." 

In  late  December  Fayyad  took  another 
step  toward  that  goal.  He  submitted  the  first 
pubhcly  disclosed  PA  budget,  a  $1.3  biUion 
plan  approved  by  the  Palestinian  Legislative 
Council.  Auditing  of  the  spending  is  being 
supervised  by  Ernst  &  Young,  hired  by  the 
United  Nations,  and  Deloitte  &  Touche,  hired 
by  the  U.S.  His  latest  move:  the  February  de- 
livery of  the  first  meaningfial  annual  report, 
conducted  by  Standard  &  Poor's,  on  the  fi- 
nances often  PA-owned  businesses  once  con- 
trolled by  Arafat.  Fayyad  has  lumped  these 
and  other  interests  together  in  the  Palestine 
Investment  Fund,  of  which  he  now  is  chair- 
man, though  the  frmd  is  managed  by  Arafat's 
trusted  financial  adviser,  Mohainmed  Rachid. 

The  businesses  include  a  23%  stake  in 
the  Jericho  casino  (worth  $28.5  million)  and 
20%  of  a  Tunisian  telecom  company  ($50 
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"It  is  not  Arafat's  money" 
Finance  Minister 
Salam  Fayyad. 


million),  as  well  as  a  $55  million  firm  that 
controls  most  of  the  cement  imported  into 
the  territories  and  1 3  accounts  holding  an 
estimated  $73  million.  At  Fayyad's  behest" 
S&P  is  now  valuing  the  fund's  other  50  or  so 
holdings,  including  a  gasoline  monopoly  that 
is  beUeved  to  net  $1  million  a  month. 

Israeli  officials  began  releasing  tax  pro- 
ceeds in  July,  beginning  with  a  trickle  of  $  14 
million  payments,  rising  to  $58  million  in 
February.  The  money,  which  is  deposited 
into  the  central  account  Fayyad  controls,  in- 
cludes excise  taxes  of  up  to  $8  million  a 
month  collected  by  Israel  on  oil  sold  to 
Palestinian-controlled  areas.  The  oil-tax  col- 
lections— some  $500  million  from  1996  to 
2000 — previously  flowed  into 
a  separate  account  controlled 
by  Arafat  and  Rachid. 

In  the  past  that  kind  of  lat- 
itude let  Arafat  create  a  pubHc 
sector  of  125,000  people  con- 
suming $660  million,  half  the 
annual  budget.  This  includes 
$240  million  for  a  security  force 
of  53,000  agents,  most  of  them 
members  of  Fatah,  Arafat's  po- 
litical party,  which  often  re- 
ceives a  1.5%  cut.  Now  Fayyad 
is  trying  to  replace  the  cash  pay- 
ments and  create  a  paper  trail, 
thwarting  commanders  who  skim  off^  the 
top.  Security  chiefs  are  resisting  the  effort. 

Despite  Fayyad's  reforms,  however, 
Arafat  will  continue  to  hold  some  financial 
clout.  His  office  is  budgeted  for  $74  million 
this  year,  though  Fayyad  is  quick  to  point  out 
that  the  spending  is  now  watched  carefully 
by  a  finance  ministry  official  and  the  hired 
auditors.  And  some  signs  indicate  that  Arafat 
has  stashed  other  money  offshore.  An  Israeli 
businessman,  alarmed  that  he  might  be  fa- 
cilitating terrorism,  claimed  in  December 
that  he  was  hired  by  Arafat  to  funnel  some 
$300  million  into  Swiss  bank  accounts  that 
Arafat  and  Rachid  control.  The  attorney  gen- 
eral of  Israel  is  investigating.  At  least  $  10  mil- 
lion of  that  suiTi  was  used  to  buy  a  stake  in  an 
Algerian  telecom  outfit.  Fayyad  has  taken  j 
control  of  that  equity;  Rachid  insists  the  rest  s 
was  used  by  tlie  PA  for  other  investments,      s 
Still,  says  Azmi  Shuaibi,  a  Palestinian  ; 
Legislative  Council  member:  "We  are  afiaid  s 
if  something  happens  to  Arafat,  we  will  not  e 
know  where  all  the  money  is."  F  2 
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There's  more  than  one, 
smoldering  volcano  on" 
globe,  Here's  the  atlasl 
evil  aftdclisdord,  along 
with  some  unlikely  spot: 
that  could  pose  prpbje^ 
in  the  future. 

BY  EMILY  LAMBERT 
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15.  Venezuela 

Political  unrest 
has  fueled  a  strike 
against  Chavez 
and  disrupted  an 
important 
oil  source. 


14.  Mexico 

Al  Qaeda 
operatives  mai 
be  sneaking  inl'  l^ 
the  U.S.  from  O'  * 
southern  Naftafii 
partner. 
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Baghdad         \» 

Bettors    i 

Just  before  the  last  Gulf  war,  markc   . 
pundits  held  forth  on  the  conflict's  I 
economic  repercussions.  Turns  out :  I 
magic  eight  balls,  in  many  cases,  \a  ■  k 
no  better  than  those  of  journalists,    i, 
you're  keeping  score,  here's  a  sanir 
of  predictions  as  the  next  war  loom 

-Chana  R.  SchoeiA  '« 
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],raine 
stable  states 
rderingnew 
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Id  mreaten 

region. 


2.  Balkans 
(Bosnia  and 
Kosovo) 

Rampant  Islamic 
fundamentalism. 


3.  Chechnya 
and  the  Caucasus  V 
Al  Qaeda  said  to  be 
gaming  strength. 
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4.  Pakistan 

Islamic 

fundamentalism 
threatens  stability. 
Skirmishes  with 
India  could  explode. 
Al  Qaeda  said  to  be 
in  force. 


5.  Indonesia,  Philippines, 
Malaysia 

Al  Qaeda  has  bases  here,  as 
do  Islamic  fundamentalist 
and  separatist  groups. 


6.  Japan 

If  Iraq  goes  badly 
^nd  the  U.S.  loses 
influence,  Japan 
may  feel  need  to 


Ethnic  and  religious 
bloodshed.    ^ 
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Korean  peninsula, 
even  with  nukes. 

7.  South  Korea 

Could  go 
nuclear  in 
response  to  the 
North,  distrust 
of  U.S. 
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12.  Brazil 

Hinted  at 
restarting 
old  nuclear 
weapons 
program.  Al 
Qaeda  may  be 
gathering  here 
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II.  Central  Asia 

Isfamic  fundamentalism 
is  exacerbating  regional 
instability. 


fO.  Libya 

Scary  B-list 
rogue  state, 
may  get  nukes. 


Country  with  yoyng, 
educated  population  is 
receiving  nucleai^ 
shipment  from  Russia 
this  year. 


S.Taiwan 

Perennial 
conflicts  with 
China  could  lead 
to  nuclear  arms, 
,U;S.  involvement. 


;war  Predictions  THEN 


)W:  1900  to  2000  by  end  of  1991.  said 
bert  Farrell  of  Merrill  Lynch, 
fual  year-end  close:  3169. 

)LD:  Analysts  predicted  that  gold  could  go  as 
5h  as  $500.  Actual  year-end  close:  $353. 

JLLAR:  Worth  142  yen,  said  Richard  Witten 
Goldman  Sachs.  Actual  year-end  close: 
5  yen 

L:  $60  a  barrel. 

tual  year-end  close:  $19. 


Prewar  Predictions  NOW 


DOW:  9500  to  10,000  by  year-end,  says 
Merrill  Lynch's  Richard  McCabe. 

GOLD:  Will  average  $340  in  2003,  taper- 
ing off  at  $325  in  the  fourth  quarter,  says 
Peter  Rose  of  Deutsche  Bank  Securities. 

DOLLAR:  Worth  108  yen,  says  Jason 
Bonanca  of  Credit  Suisse  First  Boston. 

OIL:  $40  a  barrel  right  after  the  war, 
then  resettling  back  to  mid-$20s, 
says  J.R  Morgan's  Paul  Horsnell. 


Gulf  War  Markets 


Source:  Bloomberg 
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UNMANNED  SPY  PLANES  LIKE  THOSE 
al  Qaeda-seekers  in  Afghanistan — 
the  Predator  and  Global  Hawk — 
have  been  heroes  in 
the  war  on  terrorism.  Now 
scaled-down  versions  costing 
under  $100,000  and  span- 
ning as  few  as  5  feet  are 
poised  to  hit  the  commercial  market  for 
everything  from  checking  power  lines  to 
stopping  ocean  piracy. 

The  new  camera-equipped  drones, 
known  as  unmanned  aerial  vehicles,  or 
UAVs,  can  be  operated  from  the  ground 
by  just  about  anybody  who  can  point 
and  click  on  a  computer  screen.  The  UAV 
is  guided  by  global  positioning  system 
signals  beamed  from  satellites  and  900- 
to  2,400-megahertz  signals  beamed  from 
the  control  post.  The  aerospace  industry, 
already  giddy  over  the  military'.s  appetite 
for  weapons-grade  drones,  smells  a  mass 
market — as  do  dozens  of  entrepreneurs. 
Boeing  is  sufficientl;/  confident  that, 
with  partner  Insitu  Group,  it  built  a  fac- 
tory in  Bingen,  Wash,  capable  of  churning 
out  a  couple  dozen  Scan  Eagle  dtones  a 


Spy  in  the  sky:  Paul  Lew  and  his 
UAV;  Boeing's  Scan  Eagle. 

month.  This  33-pound  bird  will  proba- 
bly cost  you  $80,000.  Its  10-foot  wingspan 
allows  it  to  be  launched  from  a  catapult 
on  a  ship  deck  and  plucked  from  the  air 
with  a  wire-and-hook  mechanism.  And 
it  can  continuously  circle,  or  "loiter,"  over 
a  ship;  or  fly  out  20  miles  or  up  18,000 
feet  for  reconnaissance.  A  full  tank  will 
keep  it  aloft  for  two  and  a  half  days. 

A  predecessor  Scan  Eagle  was  em- 
ployed by  commercial  fishermen  for  spot- 
ting schools  of  tuna,  and  Boeing  can  sell 
this  model  to  shipping  companies  who 
want  to  detect  pirates  or  approaching 
storms. 

You  don't  have  to  be  Boeing  to  get  into 
this  business.  A  former  bicycle-parts  maker 
named  Paul  Lew,  39,  has  developed  two 
planes  reminiscent  of  lack  Northrop's  fly- 
ing-wing design  from  the  1940s.  The 
planes  are  constructed  of  unidirectional 


The  aerospace 
industry  finds  its 
next  big  thing— 
and  it's  little. 

BYSTEPHANE  FITCH 

graphite-epoxy  composi 
strong  and  light  like  the  bk 
cle  rims  Lew  used  to  man 
facture.  Northrop  Grumm 
is  a  partner  supplying  t 
navigational  software. 

Nevada  Power  plans 

start  flying  a  drone  over  i 

5,000  miles  of  abovegrou) 

power  lines  later  this  year.  T 

utility  will  use  the  smaller 

Lew's  two  designs 

^     5-pound,     6-fo( 

wingspan     pla 

with  a  silent  eli 

trie-drive  prop  a 

a  maximum  altitude  .■ 

*/•:    6,000  feet.  The  plane  can  b 

0    a  6-pound  payload  for  thi 

hours  and  is  priced  at  $80,0i( 

It  will  fly  as  low  as  100  to  1 

feet  and  carry  a  video  camera  and  infrai 

sensor  to  search  for  hot  spots  that  indie 

eroding  connections  that  could  short. 

Nevada  Power  maintenance  ch 
Richard  Law  says  the  plane  can  check  lii 
eight  times  as  fast  as  his  men  on  t 
ground  can.  "A  lot  of  our  cable  you  ca 
drive  to — it's  in  back  lots,"  Law  says. 

The  growth  of  this  industry  will  < 
pend  partiy  on  clearing  up  outdated  rej 
lation  and  air-traffic-control  practices. 
February  the  Bush  Administration  asl 
Congress  for  $100  million  to  ftind  a  pi 
lie-private  committee  that  is  trying  to  di 
air-traffic  rules  for  UAVs.  To  fly  a  UAV  n 
requires  special  permission  from  the  E 
eral  Aviation  Administration,  unless 
unmanned  craft  is  flying  under  400  f 
and  is  within  sight  of  its  operator.  The 
ception  is  meant  to  accommodate  hob 
ists  flying  toy  planes. 

The  biggest  obstacle  could  co 
from  civil  libertarians  and/or  m 
sunbathers  worried  about  utility  gi 
peering  into  their  yards.  But  courts  h 
held  that  what's  viewed  from  a  plani 
fair  game. 
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anked  #1  by  SmartMoney  Magazine  for  the  Do-It- Yourself  Investor 
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You  can't  plan  for  tomorrow  if  you  don't 
know  where  your  money  is  today." 


Which  explains  why  TD  Waterhouse 
has  earned  KipHnger's"  highest,  5-star 
rating  for  the  amount  and  quality  of  their 
online  research. 

Once  you  open  an  investment 
account,  you'll  get  service  you  can  depend 
on.  And  you  can  always  get  answers 
online  or  by  phone.  You  can  even  stop 
in  and  talk  to  an  Investment  Consultant 
at  any  of  our  more  than  150  branch 
locations  across  the  country. 

So  why  not  get  a  little  closer  to  your 
money  today?  Open  a  TD  Waterhouse 
account  and  take  control  of  your  money 
— and  your  future. 

Waterhouse 

You're  in  Control. 

)3  TD  Watertxxise  Investor  Setvices.  Inc.  Member  NYSE/SIPC.  Access  to  services  and  your  account  may  be  affected  by  mat1<et  conditions,  system  performance  or  for  oltier  reasons.  Online  marlffit  orders  are  $9.95-$1 7.95  depending  on  trading  activity.  Limit 
s  are  S3  more.  Trades  over  2,5(XI  stiares  incur  a  1  cent  per  share  charge  for  the  entire  order  Option  trades  are  $9.95-$1 7.95  depending  on  trading  activity  or  combined  assets  held  in  your  TD  Watemouse  Brokerage  Accounts,  plus  $1 .75  per  contract  Call 
;  tdwatertwuse  com  for  complete  commssion  and  fee  schedule.  Tfiird  party  research  obtained  from  sources  deemed  reliable;  hoy»ever,  TD  Watertiouse  does  not  guarantee  its  accuracy  or  completeness  and  makes  no  warranties  with  respect  to  results  to 
tained  from  its  use  To  be  eligible  lor  mis  promoton,  account  must  be  opened  by  April  1 5, 2003;  free  trades  are  valid  30  days  from  account  funding;  accounts  must  be  funded  vnthin  90  days  from  the  date  ttie  account  is  opened.  Each  tree  trade  valued  up 
5.  Offer  valid  for  new  customers  wtw  open  individual,  loim.  retirement,  and  Coverdell  Education  Savings  accounts  only.  Funds  transferred  from  existing  TD  Waterhouse  accounts  are  not  eligible  One  offer  per  person;  US.  residents  only;  void  vihere 
standard  terms  arx)  conditions  apply;  offer  subject  to  change  at  any  time  without  notice.  'Streaming  real-time  quotes  available  depending  on  trading  activity.  •  Source:  SmartMoney.  The  Wall  Street  Journal  Magaine  of  Personal  Business.  August  2002. 
Money  B  a  |Oint  publisning  venture  of  Dow  Jones  &  Company,  Inc.  and  Hearst  Communications  Inc.  SmartMoney  is  a  registered  trademadc  The  Wall  Street  Journal  is  a  registered  ttademai1(  of  Dow  Jones  &  Company,  Inc.  "Source:  KipHnger's  Sloc)<s  2003. 
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^ree  Trades  for 
a  Month  I 


I 

Open  an  account  online  at 

tdwaterhouse.  com/freetrades 

and  enter  offer  code:  MPFFBF 

to  get  your  free  trades  for  a  month. 

CONTACT  US  AT: 

1.800.tdwaterhouse 

tdwatertiouse.com 

or  stop  by  one  of  our 

150  branch  locations 

I        Online  trades  as  low  as 

$9.95 


TD  Waterhouse  customers  stay  close  to 
their  money  because  they  do  their  own 
homework  and  check  out  all  the  research 
themselves.  So  they  always  know  where 
their  investments  are  and  how  they're 
doing.  Which" makes  it  a  lot  easier  for 
them  to  plan  for  the  future.  No  wonder 
TD  Waterhouse  has  been  ranked  #1 
for  Do-It- Yourself  Investors  by 
SmartMoney  Magazine.' 

TD  Waterhouse  has  everything  you 
need  to  stay  in  control  of  your  money,  all 
in  one  place.  With  free  online  tools  like 
the  Retirement  Planner  to  help  you  set 
and  meet  your  financial  goals.  Streaming 
real-time  quotes.^  News  and  independent 
research  from  respected  names  like 
Standard  &  Poor's,  CBS  MarketWatch, 
Argus,  Vickers,  Reuters  and  First  Call. 
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Crossbreed 


BY  JOANN  MULLER 


Is  it  a  Chrysler  or  a  Mercedes?  Only  your  engineer  knows  for  sure. 


C  UPHOLDER  OR  NO  CUPHOLDER?  THAT  WAS 
one  of  the  questions  German  and  American 
engineers  battled  over  in  designing  the 
Chrysler  Crossfire,  a  sexy  two-seater  expected 
to  cost  about  $35,000  that  will  arrive  in  dealer  show- 
rooms this  summer.  It  wasn't  an  insignificant  fight. 
The  roadster  is  the  first  child  of  the  merger  five  years 
ago  between  Chrysler  and  Daimler-Benz — and  a  test 
of  whether  the  promised  synergies  work. 

Billed  as  a  combination  of  American  style  and 
European  technology,  the  Crossfire  will  be  built  in 
Germany  alongside  the  $45,000  Mercedes  SLK.  Nearly 
40%  of  the  vehicle's  content  was  borrowed  from 
Mercedes  (much  of  it  from  the  SLK),  including  its  3.2- 
liter  engine,  transmission  and  axles  (see  chart). 

What  to  do  about  that  cupholder?  Americans 
demand  a  lot  of  their  cupholders,  and  there  had 
better  be  plenty  of  them.  German  engineers,  who 
focus  squarely  on  the  driving  experience,  couldn't 
understand  the  Americans'  preoccupation 
with  beverages.  In  the  end,  they 
compromised  with  one  token 
cupholder — a  technical 

marvel   that  springs        -■-■^  ^ ^ 

fi'om  the  center  con- 
sole, spreading  its 
tiny  arms.  "It  might 
hold  a  can,"  quips 
Lawrence  Achram, 


Chrysler's  vice  president  of  advanced  vehicle  engi- 
neering. But  not  a  Big  Gulp.  ' . 

More  evidence  of  parts-sharing  will  come  in 
2004,  when  Chrysler  launches  a  line  of  premium  fam- 
ily cars,  including  the  Dodge  Magnum  wagon  and  a 
sedan.  The  vehicles,  Chrysler's  first  rear-wheel-drive 
cars  in  14  years,  will  feature  components  adapted 
from  Mercedes'  E-class  sedans  (which  cost  up  to 
$56,000),  including  the  transmission  and  suspension. 

The  newfound  synergy  poses  a  marketing 
dilemma  as  the  company  tries  to  push  the  Chrysler 
brand  upscale.  Crow  too  loudly  about  the  Mercedes 
content  and  you  cheapen  that  brand.  Ignore  it  and 
you  lose  the  premium  appeal  to  potential  Chrysler 
buyers.  Chrysler's  decision?  "We  will  not  brag  about 
the  fact  that  there's  a  Mercedes  engine  in  the  Cross- 
fire," says  Chrysler  Chief  Executive  Dieter  Zetsche. 
"It's  clearly  not  our  intention  to  suggest  that  here's  a 
Mercedes  that's  somewhat  cheaper.  We  want  people 
to  be  proud  of  getting  a 
Chrysler,  Dodge  or  Jeep 
vehicle."  F 


German  Touch 

Nearly  40%  of  the 

components  in  the  net 

Chrysler  Crossfire  will  I 

borrowed  from  Merced( 

mainly  its  SLK  model 

including: 

3»2dUUter  engine 

IJcansnussion 

Axles 

Instrument  panel 
structure 

Seaticames 

Steering  column 

Electronic 
controls 
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Risky  business: 
Marketers  try  to  ^pin 
industry  grief  int;:? 
winning  pitches. 

BY  DIRK  SMILLIE 


Companies  often  knock  their  rivals  in  advertis- 
ing, but  is  it  wise  to  take  a  swing  at  your  entire 
industry?  Computer  Associates,  for  instance,  is 
sniping  at  the  way  computer  software  is  sold.  Its  ads 
depict  salesmen  as  superficial  and  pushy  cardboard 
cutouts— interchangeable  and  trying  to  sell  soft- 
.vare  no  one  needs.  The  message;  Computer  Associ- 
:■*'"•    'one,  knows  your  business. 

meanwhile,  hopes  that  it  will  stand  out 

as  different  by  reminding  people  of  sleazy  e-busi- 

V  hypesters  who  peddle  time  machines,  magic 


i 


Unfriendly  fire:  commercials  from 


(Jomptiter  Associates  and  IBM. 


lamps  and  other  dumb  stuff.  ^ 

Then  there's  the  commercial  for  discount  br 
ker  Charles  Schwab  that  features  cheesy  broke 
at  a  full-service  firm.  In  the  ad  a  manager  urges  h 
staff  to  peddle  a  lackluster  stock,  bellowing:  "Lei 
put  some  lipstick  on  this  pig!"  CBS,  concerned  th 
the  ad  would  offend  other  advertisers  in  the  fina 
cial  services  arena— and  not  just  Merrill  Lynch 
won't  air  it. 

The  network  may  be  doing  Schwab  a  favor.  Ta 
ing  shots  at  your  troubled  industry  could  easily  dn 
you  down  into  the  muck,  too.  First  Union  learn 
this  lesson  a  few  years  back  when  it  ran  an  ad  cai 
paign  that  depicted  banking  as  frightening.  It  did 
help  First  Union,  which  lost  $26  billion  in  ma 
value  during  the  course  of  the  campaign.  Say 
critic  Bob  Garfield,  author  of  And  Now  a  Few  Wu 
from  Me,  "A  rising  tide  lifts  all  ships,  but  these  pt 
pie  are  draining  the  harbor." 
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PALPITATIONS, 


OUTFRONT 


Two  YEARS  AGO  AMERICAN 
Electric  Power,  the  nation's 
largest  electricity  producer, 
paid  $6  million  for  10,000 
acres  of  fallow  fields  in  the 
Mississippi  delta.  The  land  was  cheap 
because  farmers  had  all  but  given  up  on 
trying  to  get  crops  out  of  the  soggy  soil. 
AEP  then  planted  black  walnut,  tupelo 
and  cypress^ — and  proclaimed  it  was  taking  a  step  to  reduce  car- 
bon dioxide  in  the  atmosphere. 

Now  AEP  and  other  industrial  tree-planters  hope  they  can 
convert  CO2  benefits  into  environmental  credits  that  will  trade 
on  a  newfangled  market  called  the  Chicago  Climate  Exchange. 
The  mart,  set  to  open  trading  by  April,  was  conceived  by  econo- 
mist Richard  Sandor,  the  father  of  interest  rate  derivatives.  Its  14 
members  include  AEP,  Ford  Motor,  Motorola  and  DuPont.  The 
companies  have  agreed  to  cut  their  CO2  emissions  by  1%  annu- 
ally between  2003  and  2006.  The  National  Association  of  Secu- 
rities Dealers  will  act  as  monitor,  verifying  CO2  absorption. 

It's  going  to  be  an  interesting  assignment  for  the  over-the- 
counter  stock  people.  How  do  you  count  molecules  of  carbon? 
The  arithmetic  works  like  this:  Over  a  70-year 
life  span  an  acre  of  these  trees  withdraws 
500  tons  of  carbon  dioxide  out  of 
the  air  and  turns  it  into  solid 
wood.  Provided  the  wood 
never  burns  or  decomposes, 
the  atmosphere  is  that 
much  better  off.  Left  to  its 
own  devices,  the  scrubby 
land  would  produce  just 
bushes  and  twigs,  with 
no  lasting  carbon  bene- 
fit. So  AEP  can  count  Jl^ 
the   carbon    in    this 
wood  as  an  offset  to 
the  carbon  floating  up 
its  smokestacks. 

Companies  that  don't 
hit  the  1%  target  will  be  able  to 
buy  compliance  credits  from  firms 
that  exceed  their  targets.  One  credit  will  equal  one  ton  of 
CO2  removed  from  the  atmosphere.  In  Europe,  where  gov- 
ernment-regulated trading  is  already  taking  place,  a  ton  of 
sequestered  CO2  fetches  $8. 

There's  precedence  for  environmental  horse  trading.  In 


Got  Gas? 


1996  Sandor  fathered  the  sulfur  dioxid 

system,  after  the  Clean  Air  Act'imposa 

limits  on  the  gas.  The  SO2  market  nov 

Carbon  dioxide-gobbling  trees  are  ^has  option  trades,  puts  and  calls,  even 

one  way  to  stay  ahead  Morgan  Stanley  trading  desk. 

»<  r«».. »..»»«»»«  ^»/«..u*/^.■<<    "■  For  AEP,  tree  farming  is  a  cheap  wavti 

of  government  regulators.  ^  ^ 


BYTOMAS  KELLNER 


sequester  carbon  dioxide — $1.25  per  tor 
(Property  taxes  and  maintenance  costs  01 
the  delta  forests  are  expected  to  be  mini 
mal.  The  Conservation  Fund,  a  market-oriented  enviroimientj 
group,  brokered  the  low  purchase  price.)  By  comparison,  convert 
ing  a  coal  furnace  to  cleaner  natural  gas  costs  money  for  th 
upgrade  and  for  an  increment  in  the  fuel  bills  as  well.  Also,  gas  doe 
not  eliminate  CO2,  it  just  produces  less.  The  cost  for  a  gas  upgrac 
per  net  ton  of  CO2  kept  out  of  the  atmosphere,  runs  to  $50. 

There's  a  hitch  to  the  tree  solution.  AEP  spews  185  millio 
tons  of  CO:  per  year.  To  permanently  reduce  emissions  by  ja* 
1%,  it  would  have  to  reforest  400  square  miles,  about  half  th 
size  of  Rhode  Island,  and  at  the  end  of  70  years  it  would  have 
find  another  400-square-mile  plot.  If  the  NASD  monitors  ai 
watching  closely,  AEP  would  also  have  to  show  that,  abser 
its  intervention,  these  plots  of  land  would  never  accumi 
late  solid  wood. 

The  other  possible  solution  is  to  ci 

the  walnut  down  after  70  yeat 

and  plant  another  bate 

The   removed  woo 

would  then  have  to  I: 

protected  from  burr 

ing  and  decompos 

tion.  For  example, 

could  be  turned  inl 

furniture  so  cost 

that     the     NAS 

could  presume 

would  never  go  i 

any  trash   bin 

fireplace. 

Alas,  that  option 

now  foreclosed,  at  lea 

for  the  delta  land.  1 

please  tree-huggers,  AEP  h 

agreed  to  effectively  turn'th^Woodlots  into  untouchable  fe 

eral  parkland.  Under  the  circumstances  the  best  the  enviroi 

mentalists  can  hope  for  is  that  AEP  and  other  fossil- fuel  bur 

ers  somehow  manage  to  reforest  a  huge  fraction  of  tl 

U.S. — with  a  fire  extinguisher  beside  every  tree. 


By  the.  Num.bi;,rs 


Whetlir  ^^ 
areraisii 
atureornu 
debate,  but ; 
already  heatii  I,, 
carbon  credit  niai  . 


$10  billion      SSmill^K  40  million       $18.60 


ed  ^*ze 

Metric  tons  of  CUz 

Metric  tons  otUUe 

Hignesr  price  paid 

kSTimared  aver 

-be 

traded  in  five 

traded  in  just  18 

for  a  metric  ton  of 

market  price  pe 

vears  between 

monttis,  from 

COz  in  the  U.K., 

metric  ton  of 

996  and  2001 

January  2001 

where  cap  &  trade 

carbon  dioxide 

">uiid  the  world. 

until  June  2002. 

system  is  in  place. 

in  2005. 
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Singapore  Airlines  presents 


SPACE  BED 


The  biggest  bed  in  Business  Class. 


\ 


10} 


/ 


t'i.'.- /■■■ . VT A-^/ '■' a.'^Ai \'^"  < 'i-i:^ ■ 


SpaceBed  will  be  installed  on  ail  flights  from  North  America  by  June,  2003. 
For  information,  fares  and  bookings  please  visit  www.sia-spacebed.com 


Experience  the  comfort  of  the  most 
spacious  business  class  bed  in  the  sky. 
Raffles  Class  SpaceBed  offers  you  a 
new  level  of  luxury  with  more  room 
to  work,  relax  or  sleep.  All,  of  course, 
while  enjoying  the  inflight  service 
even  other  airlines  talk  about. 


A  great  vvav  t(i  fly 

SinCAPORE  AIRLIHES 


A  STAR  ALLIANCE  MEMBER      T    ^ 


OUTFRQNT 


For  the  Love  of  the  Game 

If  you  always  wanted  to  watch  college  water  polo  at  3  a.m., 
here's  your  chance,  by  monte  burke 


WE'RE  GUESSING  THAT  YOU  DID 
not  see  Penn  State's  dramatic 
comeback  win  over  St.  John's  last 
year  in  the  NCAA  fencing  cham- 
pionships. Don't  feel  bad;  just  about  no  one 
else  in  America  saw  it  either.  Which,  to  Brian 
Bedol,  is  an  awful  wrong  that  needs  to  be 
righted. 

Bedol  is  cofounder  and  chief  exec  of  Col- 
lege Sports  Television,  which  will  soon 
broadcast  round-the-clock  programming  of 
intercollegiate  sports,  from  water  polo  to 
rodeo  to  cheerleading.  "If  you're  a  college 
lacrosse  fan  or  gymnastics  fan,  we  want  to  be 
your  favorite  channel,"  Bedol,  44,  says  from 
his  cramped  Manhattan  office,  adorned  with 


.'^ 


a  photo  of  college  football  coaching  legend 
Paul  (Bear)  Bryant. 

CSTV  was  set  to  preview  in  25  million 
cable  homes  in  late  February  before  launch- 
ing on  digital  and  satellite  cable  on  Apr.  7. 
The  channel  is  backed  by  $100  million  in  pri- 
vate equity  from  athletes  like  Tiki  Barber, 
Kevin  Garnett  and  Joe  Namath. 

CSTV  is  one  of  a  slew  of  new  sports  chan- 
nels planning  a  2003  launch  on  digital  and 
satellite  cable  (see  right).  You  won't  see  big 
sporting  events  on  any  of  them;  the  national 
networks  hold  those  rights.  CSTV  will  not  carry 
major  men's  Division  One  football  or  basket- 
ball, the  two  biggest  draws  in  college  sports. 
But  CSTV  and  the  others  can  at  least  offer 
inexpensive  programming  to  cable  and 
satellite  operators,  who  will  have  300  to 
500  channels  to  fill  over  the  next  few 
years.  By  year-end,  half  of  the  nation's  87 
million  cable  subscribers  wQl  be  on  digital  or 
satellite  systems.  Wliile  cable  channels  like 
ESPN  are  paid  $2  per  month  for  each  sub- 
scriber by  the  cable  operators,  CSTV  is 
expected  to  get  around  7  cents.  That's  not  as 
bad  as  it  sounds,  however,  because  its  costs 
are  low.  "The  dirty  little  secret  is  that  they're 
paying  next  to  nothing — if  anything  at  all — 
for  the  rights  because  colleges  want  the  expo- 
sure," says  John  Mansell,  a  senior  analyst  at 
Kagan  World  Media. 

Still,  a  new  channel  needs  ad  dollars  to 
survive,  and  those  won't  be  easy  to  attract. 
"Eventually,  they'll  need  a  portion  of  the 
major  Division  One  basketball  or  football 
games,"  says  John  Rash,  a  media  buyer  at 
Campbell  Mithun.  Bedol,  who  hopes  to  reach 
10  million  homes  in  the  first  year,  predicts 
CSTV  will  attract  sufficient  ad  dollars  in  three 
to  five  years. 

Bedol  is  credible.  In  1995  he  created 
Classic  Sports  Network,  which  became 
ESPN  Classic  two  years  later  and  now 
reaches  47  million  homes.  Can  he  pull  off 
a  repeat?  "Most  college  sports  are  played 
for  the  love  of  the  game,"  says  Bedol. 
nWw  \  "The  fans  have  a  deep  loyalty  that 

M|)||||^  goes  well  beyond  whether  their 

team  is  winning  or  losing."        F 


A  preview  of  fi 
new  sports  channels  vyin: 
attract  the  nation's  87  milli 
cable  subscribers. 

,BlackbeltTV 


Larry  Kasanoff,   ; 
creator  of  Worfa/K^omtef  movies,  \ 
will  show  Thai  kickboxing 
championships,  martial  arts 
workouts  and  reruns  of  Bruce  Lee  | 
flicks,  all  hosted  by  six  scantily 
clad  female  "fight  jocks." 


ticks  and 


_jjhe  Tennis  Channel 


are  among  me  oacKers  or  t 
all-tennis  channel.  Time  Warn 
Cable  agreed  to  a  15-year 
deal,  paying  nothing  for  the   ; 
first  three  years.  Expected 
launch:  April. 


The  Ice  Channel 

»- --■ 


senberg, 
gents,"  the 
channel  will  feature  skating  news, 
a  soap  opera,  a  cooking  show 
(Skate  'N  Bake)  and  a  cartoon. 
Expected  launch:  fall  2003. 


The  Football  Netwoflt 


^ 


consists  of  Pop  Warner,  Junior 
College  and  European  games. 
The  public  company  is  traded  for 
55  cents  a  share.  Expected 
launch:  fall  2003. 

-M.Bi 
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debarks  of  Honda  Motor  Co.,  L: 
.our  seat  belt 


iducing  the  6-speed,  260-hp  Acura  CL  Type-S.  Happiness  is  a  new,  crisp-shifting  manual  transmission. 
lit  acceleration  from  a  powerful  3.2-liter  VTEC"'  engine.  Race-tuned  suspension.  And  a  leather-trimmed  interior  with 
libl?  OnStar'  service.  Sure  beats  video  games,  huh?  Call  1-800-TO-Acura  or  visit  acura.com.    (A'^^tUR^X 


QUTFRONT 


The  Informer 


informer^forhesQi 


1 


Wait  Until  tlie  IRS  Gets  Done    its  aii  in  the  Marketing 


an  estimated  $26  million  in  city  tax  incentives  !li 
construction  of  a  glitzy  new  Times  Square-area 
headquarters.  A  New  York  Times  Co.  spokesman 
says  the  business  would  be  remiss  to  eschew  avail-i 
able  tax  breaks.  — Ashlea  Ebelin§ 

North  Korea:  Where's  That? 

Wonder  why  Japan  is  playing  Milquetoast  in  du 
North  Korea  crisis?  Japanese  police  are  said  td 
be  investigating  payoffs  by  North  Korean  opern 
atives  to  Japanese  government  officials.  The  sujM 
posed  quo  for  the  quid:  Ignore  North  Koreaiil 
fundraising  activities  in  Japan.  Among  other  sen^' 
sational  allegations:  The  bribes  were  paid  outo 
foreign  aid  given  by  Japan.  Over  strong  pressun 
from  the  ruling  party,  the  Tokyo  prosecutors 
office  appears  to  have  the  go-ahead  to  pursui 
the  investigation.  — Benjamin  Fulj 


Mexican  pop  singer/songwriter  Juan  Gabriel  is  fighting  an  Inter- 
nal Revenue  Service  claim  he  owes  $5.4  million  in  taxes  and  penal- 
ties for  underreporting  $13.9  million  in  U.S.  income  from  1994  to 
1997.  In  a  U.S.  Tax  Court  suit  filed  under  his  given  name  of  Alberto 
Aguilera,  Gabriel,  53,  says  he  doesn't  owe  U.S.  taxes  because  the 
royalty  income  came  to  him  fi^om  Mexican  recording  companies, 
including  Bertelsmann  de  Mexico,  and  not  directly  from  U.S. 
sources.  Last  year  Gabriel  got  a  star  on  the  Hollywood  Walk  of 
Fame.  Ironically,  his  first  hit,  in  1971,  was  "No  Tengo  Dinero"  ("I 
Have  No  Money").        — Janet  Novack  and  William  P.  Barrett 

All  the  Hypocrisy  That's  Fit  to  Print 

To  help  New  York  City  balance  its  municipal  budget,  the  New  York 
Times  editorial  page  has  been  pushing  mightily  for  imposition  of 
a  2.7%  (top  rate)  income  tax  on  800,000  commuters  fi-om  the 
suburbs,  which  could  generate  $2  billion  a  year.  But  so  far  the 
paper's  sense  of  civic  duty  has  stopped  short  of  offering  to  give  up 


"A  Democratic  Governor?  Who  cuts  taxes?  By  40%?"  reads  a  head' 
line  on  an  economic  development  ad  sporting  a  picture  of  Nac 
Mexico  governor  Bill  Richardson  the  state  scheduled  to  run  in  A 
Wall  Street  Journal.  What's  not  in  the  copy:  The  newly  electer 
Richardson  signed  a  bill  that  will  lower  by  that  40%  the  margins: 
state  income  tax  rate  in  one  tax  bracket — the  top,  8.2%  one,  v/bxja 
affects  just  15%  of  the  poor  state's  taxpayers.  The  state's  own 
spreadsheets  show  the  total  revenue  cut  at  only  27.4%.  "Howevt 
you  want  to  look  at  it,"  says  a  Richardson  spokesman.  — W.PJ 

Flash!  Government  Admits  Deception    j 

The  U.S.  Federal  Trade  Commission  has  created  more  than  a  doze  | 
Web  sites  touting  such  products  as  income  tax  avoidance,  weigfc 
loss  vsdthout  exercise,  huge  travel  discounts  and  $100,000-a-monfr 
home  businesses.  "If  you  respond  to  an  ad  like  this,  you  could  ge 
scammed,"  a  screen  tells  a  user  clicking  for  more  information.  Th ' 
feds  insist  they  don't  collect  data  on  anyone.        — A.E.  andJJ^ 


■111 
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sRERi^iasini 


At  any  time,  all  kinds  of  economic  boycotts  are  being  urged.  Below,  a  current  sampling. 

BOYCOTT  OF  ORGANIZERS  INCLUDE  nrASON 

CincJnri.ii-  "'  -  local  civil  rights  uiut  st  police  killing  of  unarmed  black 

farmcii   ..:  '  \inada,  Scotland  cm  ironmL'iii.ilisi  ocologicai  damage,  pollution 

Gap  Inc.  iment  workers  union  UNITE  ;  hops  in  foreign  countries 


(ila\oSinillii\ 


titi/cn  gioup^ 


KFC 


I  Mil   v'n  (    lu  I  ■.! 


.  ist  i;i  up  Intact 


South  CaioUna  tourism     ^^v 
World  Bank  bonds  aiitiii'ol. :' 
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iickiiii;  cheap  drugs  sold  into  L'.S. 
in  slaughtering  chickens 
o  husiiicss  ot  parent  Altiia 
st  state  use  of  Confederate  flag 
tiii>,  icing  oppresses  Third  World 


-Richard  Hyfler  and  W.P.t 

BOYCOTTEE  RESPONSE 

race  relations  are  improving 

new  practices  ha\e  cut  piobler 
many  issues  have  been  resolve 
drugsafets'  ..mild  be  ^oniproini! 
follows  all  industry  standards  1 
"the\  'le  entitled  to  their  opinioi^ 
mere  historical  symbol 
boycott  "would  hurt  the  poor"  J 


iddy's  Girl 


Own  Woman  • 


1  start  off  dependent.  Who  makes  it  to  independently  wealthy  is  anybody's  guess. 
g  the  way,  we  can  help  you  choose  the  right  financial  strategies,  like  investments, 
ranee,  annuities,  retirement  plans  and  estate  protection.  That  way,  you'll  be  ready 
for  whatever  life  spins  your  way.  You  can't  predict.  You  can  prepare.® 


f&  MassMutual 

■  /iH   FINANCIAL    GROUP' 


tSeivices/401(k)Plans»Lile  lnsurance»DisabMity  Income  Insurance 'Long  Term  Care  Insurance-Annuilies-Trusl  Services  •OppenheimerFunds/lnveslments- For  our  nearest  office,  contact  niassniutu3l.com 
©2003  Massachusetts  Mutual  Life  Insurance  Co.  (MassMutual),  Springfield,  MA  01111 .  Securities  products  and  services  offered  through  MML  Investors  Services,  Inc.,  a  MassMutual  subsidiary,  member  SIPC, 

and  OppenheimerFunds  Distributor,  Inc.  Tmst  sen/ices  are  offered  through  The  MassMutual  Tnjst  Company,  FSB. 


Once  upon  a  time 

there  was  a  company  with  a  terrible 

problem:  their  servers  just  kept  crashing. 

So  they  bought  Magic  Server  Pixie  Dust.  Simply 

sprinkle  on  the  Pixie  Dust,  and  crashed  servers  would 
suddenly  come  back  to  life.  Sprinlde  it  on  regularly,  and  they'd 

never  go  down.  Servers  would  run  themselves.  Repair  themselves.  On  demand. 
People  were  stoked.  They  could  devote  more  attention  to  their  other  business 
problems.  It  seemed  almost  too  good  to  be  true.  The  truth  is,  it  didn't  exist. 

AND  THAT'S  WHEN  THEY  CALLED  IBM. 

Right  now,  IBM  servers  have  the  ability  to  help  prevent  crashes  before  they  happen. 
On  demand.  They  also  protect  and  manage  themselves  in  ways  never  before 
imaginf^d  This  is  the  kind  of  autonomic,  on  demand  technology  IBM  is  building  for 
''^'  Klv..,.;  r„i"  environment.  Not  Magic  Pixie  Dust.  Visit  ibm.com/ondemand 


# 


I 


IBM.  the  8-business  logo  and  e-business  on  demand  are  either  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation 
In  the  United  States  and/or  other  countries.  ©2003  IBM  Corp.  All  rights  reserved. 
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@  business  on  demand 
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convict  like  hospital  giant  HCA  to 
%|row  what  a  real  lockdown  looks  like.  The  result  is  a  cleanei 
cbmpany,  but  a  less  dynamic  one.]  by  neil  Weinberg 


Q 


LAST  SPRING  AN  ANONYMOUS  TIPSTER  DIALED  A  TOLL-FREE  LINE  AT  THE  INFAMOUS  HOSPITAL  CHAIN 
formerly  known  as  Columbia/HCA  to  accuse  a  supply  clerk  of  stealing  medical  gear  and  reselling 
it  on  Ebay.  A  call  center  in  Charlotte,  N.C.  fielded  the  call,  catalogued  and  encrypted  it  and  sent  word 
to  investigators  at  HCA's  Nashville  headquarters. 

The  in-house  cops  relayed  the  tip  to  the  compliance  officer  at  the  Southwestern  hospital  where  the  al- 
leged theft  occurred.  The  oflicer  went  online  and  bought  microscopes  and  other  items  fi^om  a  woman  who, 
it  turns  out,  ordered  such  stuff  for  that  hospital.  Like  a  well-rated  Ebay  vendor,  she  promptly  sent  the 
items  from  her  home  address.  When  confronted  about  their  origin,  she  fessed  up  to  theft  and  was  fired. 

Hundreds  of  ethics-related  complaints  are  handled  each  year  by  an  elaborate  and  labyrinthine  bu- 
reaucracy at  the  hospital  chain  now  known  as  HCA.  The  process  was  set  up  as  the  company  was  negoti- 
ating a  settlement,  now  being  finalized,  over  charges  of  massive  Medicare  ft'aud.  Yet,  like  the  Ebay  caper, 
most  matters  handled  by  HCA's  ethics  and  compliance  team  have  little  to  do  with  the  sins  that  prompted 
its  creation.  And  while  the  original  misdeeds  were  blamed  on  financial  wrongdoers,  the  setdement  treats 
all  175,000  employees  as  if  they  were  on  probation. 

As  the  securities,  accounting  and  energy  industries  try  to  recover  from  scandals  of  their  own,  HCA  of- 
fers a  bittersweet  taste  of  what  happens  in  the  aftermath.  HCA  is  just  emerging  from  a  six-year  cloud  in 
which  politicians  and  bureaucrats,  bent  on  getting  tough,  rushed  to  string  up  the  accused  and  pile  on  new 
rules  aimed  at  righting  the  wrongs.  Never  mind  that,  to  some  extent,  the  wrongs  resulted  fi-om  what  was 
ill-conceived  regulation  from  the  start — a  health  care  system  so  convoluted  and  ripe  for  gaming  that  it 
makes  the  tax  code  look  elegant.  And  never  mind,  too,  that  the  six-year  effort  resulted  in  just  two  crim- 
inal convictions  of  midlevel  managers,  both  of  which  were  overturned  on  appeal. 

This  remedy  has  been  costly,  drawn  out  and  life  altering,  sometimes  in  debilitating  ways.  Just  as 
Enron  and  WorldCom,  for  all  their  misdeeds,  injected  sleepy  businesses  with  innovation  and  new  com- 
petition, Columbia/HCA  delivered  a  shot  of  adrenaline  to  the  sedate  hospital  industry  in  the  1990s.  It  rev- 
olutionized the  business  by  imposing  hard-nosed  tactics  on  a  mostly  nonprofit  industry.  Now  HCA  is  a 
shadow  of  its  once-maverick  self  These  days  it  focuses  more  on  simply  following  the  rules. 

"A  lot  is  lost  because  Justice  Department  and  Medicare  investigators  have  reeled  in  HCA  and  other 
for-profit  hospital  chains,"  says  Scott  Gottlieb,  a  physician  and  fellow  at  the  American  Enterprise  Insti- 
tute. "They  proved  adept  at  holding  down  costs,  and  there's  a  lot  of  empirical  evidence  indicating  they 
improved  patient  outcomes,  too." 

HCA  was  a  free-market  crusader,  growing  feverishly  by  acquisition  and  dazzling  Wall  Street.  And  then, 
suddenly,  it  was  vilified  as  greedy  and  corrupt.  HCA  is  paying  $1.7  billion  in  fines  and  refiinds.  Through 
two  subsidiaries  the  company  admitted  offering  doctors  financial  incentives  to  lure  patients,  in  violation 
of  anti-kickback  statutes.  It  falsified  records  in  order  to  charge  the  feds  for  fictitious  treatments  and  win 
higher  payments  for  cases  that  weren't  as  serious  as  claimed.  The  company  ran  up  tabs  for  lab  tests  never 
ordered,  for  home  care  for  patients  who  didn't  qualify  and  for  ads  falsely  labeled  as  (reimbursable)  "com- 
munity education."  And  it  was  even  accused  of  hiding  some  of  the  numbers  in  books  stamped  "Confi- 
dential. Do  not  discuss  or  release  to  Medicare  auditors." 

KPMG,  acting  as  a  consultant,  was  also  implicated  for  helping  conceal  bogus  Medicare  claims.  In  the 
first  case  against  a  big  accounting  firm  under  the  False  Claims  Act,  KPMG  denied  v«-ongdoing  but  paid 
$9  million  to  the  government  to  settle  a  whistle-blower  lawsuit  in  which  the  feds  were  a  co-plaintiff . 

To  be  sure,  HCA  has  done  well  financially  by  behaving  better.  Aided  by  a  restructuring  that  sheared 
off  167  of  its  347  hospitals,  HCA  has  seen  its  stock  rise  by  14%  in  two  years  to  a  recent  $41,  even  as  the 
S&P  500  has  lost  a  third  of  its  value.  Net  income  rose  35%  last  year  to  $1.4  billion,  or  $2.68  per  share,  on 
a  10%  rise  in  revenue  to  $19.7  billion.  That's  especially  impressive  given  HCA's  near-death  experience. 

The  Nashville-based  firm's  problems  came  to  light  in  1997,  at  a  time  when  the  U.S.  Department  of 
Justice  viewed  health  care  fraud  as  the  nation's  top  criminal  threat  after  violent  crime.  In  the  spring  the 
FBI  began  raiding  Columbia/HCA  hospitals.  As  the  raids  spread,  the  feds  accused  the  firm  of  a  "system- 
atic corporate  scheme"  to  defraud  the  government.  The  two  HCA  subsidiaries  ultimately  pleaded  guilty 
to  14  criminal  counts,  as  well  as  to  numerous  civil  charges. 

As  part  of  its  settlement  HCA  signed  a  Corporate  Integrity  Agreement  in  2000  that  will  keep  it  under 
a  federal  microscope  until  2009.  Described  by  Justice  as  "unprecedented  in  scope  and  level  of  detail,"  it 
extends  beyond  HCA's  Medicare  misdeeds  to  cover  just  about  every  ethical  issue  short  of  cursing  on 
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preventing  another  Tyco. 
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Sundays.  HCA,  by  all  indications,  has  taken  to  it  with  a  vengeance. 

"Internal  controls  can  always  be  corrupted,"  says  Jack  O. 
Bovender,  HCA's  chief  executive.  "We've  tried  to  come  up  with  a 
system  that  would  require  a  lot  of  people  to  conspire.  It  would  be 
very  hard  for  Tyco-type  things  to  happen  here." 

Under  HCA's  do-right  bureaucracy,  its  board  boasts  an  ethics 
and  compliance  committee  of  independent  directors.  Below  that 
two  separate  corporate  committees  draft  ethics  policy  and  moni- 
tor its  use.  A  20-member  department  implements  their  programs. 
Twenty-six  execs  with  related  duties  oversee  ethics  and  compli- 
ance for  everything  from  taxes  to  pollution  to  the  Americans  with 
Disabilities  Act. 

All  told  HCA  spends  $4  million  a  year  on  its  ethics  department 
and  millions  more  for  on-site  overseers  and  ethics  training 
for  all  1 75,000  employees.  A  compliance  officer  works  at  each 
of  HCA's  175  hospitals,  80  outpatient  centers,  20  regional  of- 
fices and  HCA-owned  practices  for  400  doctors.  Hospital  ex- 
ecutives and  billing  specialists  get  ethics  training.  HCA  vets 
employees  and  physicians  for  clean  ethical  records  and  de- 
mands contractors  comply  with  its  rules,  too.  It  notifies  the 
Department  of  Health  &  Human  Services  anytime  it  buys  or 
sells  a  facility.  And  it  documents  ethics  and  compliance  per- 
sonnel and  policies  hospital  by  hospital,  storing  the  docu- 
ments for  years. 

Lest  anything  slip  '■  iucugh,  every  HCA  site  displays  posters 
and  literature  beseeching  employees  to  report  a  sweeping 
range  of  infractions  to  a  super\'isor  or  to  call  the  24-hour 
ethics  hodine  (see  box.  ,  6-11  The  process  is  independendy 
audited  and  the  rcsu' '  'to  fhe  government,  to  which 


Hospital  compliance  officers  are  subjected  to  two-day 
views  with  50-page  checklists  asking  how  often  they  use 
on-line  compliance  adas  and  whether  they  know  their  sj 
ply- chain  counterpart.  Employees  play  interactive  gari 
with  names  Uke  "Wheel  of  Integrity"  to  learn  why  bribi 
is  bad. 

"The  training  is  a  waste  of  time  and  money,"  says  a  nu 
at  a  Florida  HCA  hospital.  "Anyone  with  two  brain  cells  coi 
figure  out  the  stuff  they're  teaching  us,  and  besides,  the  frai 
that  supposedly  happened  was  high  up  in  the  company." 
Supposedly.  Yet  no  senior  executives  were  ever  chargi 
much  less  convicted  of  a  crime.  HCA  traces  its  roots  to  t 
maverick  chains — Columbia  Hospital  Corp.,  founded  in  19 
by  Texas  financier  Richard  Rainwater  and  health  care  deai 
maker  Richard  (Rick)  Scott;  and  Health  Corporation  of  Amerl 
ica,  founded  in  1 968  by  Nashville  physicians  Thomas  Frist  S 
and  Thomas  Frist  Jr.  Both  firms  grew  fast — ^and  bent  the  rule 
Rick  Scott,  convinced  that  the  nonprofit  hospital  indui 
try  was  ripe  for  the  changes  that  would  come  from  a  prof' 
motive,  set  up  Columbia,  at  age  34,  with  $125,000,  begir 
ning  his  acquisitions  process  with  two  leveraged  buyouts  of  B 
Paso,  Tex.  hospitals.  He  took  Columbia  public  in  1990,  acquired  tl 
71 -hospital  Galen  chain  in  1993  and  months  later  merged  wit 
HCA's  100  facilities,  creating  the  world's  biggest  hospital  chain.  I 
1996  revenue  hit  $20  billion.  Scott's  company  was  admiringly  pon 
trayed  as  the  Wal-Mart  of  the  hospital  business. 

Wall  Street  swooned.  Columbia's  stock  rose  380%  from  19S' 
to  early  1997.  That  spring  the  FBI  began  its  raids.  By  July  19? 
Scott  was  out,  leaving  with  $9.8  miUion  plus  $950,000  annual, 
for  five  years.  He  now  runs  his  own  investment  firm  in  Connech 
cut  and  has  declined  to  comment. 

He  was  replaced  by  the  returning  Tommy  F.  Frist  Jr.,  a  forme 
Air  Force  doctor  (and  older  brother  of  current  U.S.  Senate  Majori^ 


HCA  submitted  7  feet 

"CEOs  say  their  peoplv. 
can't  teach  values,  but  I  dis; 
top  ethics  official,  "'('liey're  n 
compliance  is  a  checrloadin^  ; 
of  hard  work."  Sonu-  of  it   :; 


\  last  year. 

MHCMitally  honest,  or  you 

Alan  Yuspeh,  HCA's 

cAsuming  ethics  and 

•    :,  vvhen  it's  actually  a  lot 

'!i  smacks  of  busy  work. 
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ANOTHER   REASON   PSEG   HAS   WALL   STREET'S   ATTENTION] 


In  unsettled  times  like  these,  it's  good  to  know  that  some  companies  have 


weathered  similar  economic  change  over  the  years.  In  our  case,  an  entire 


century.  At  PSEG,  we're  celebrating  our  100th  anniversary.  How  have 


w^e  managed  to  succeed?  Simple.  By  developing  sound  business  strategies 


designed  to  manage  risk  and  capitalize  on  change,  enabling  us  to 


navigate  the  tough  times  while  meeting  the  needs  of  our  customers  and 


investors.  Fact  is,  we've  never  missed  a  single  annual  dividend 


since  the  first  w^as  declared  in  1907.  To  some,  dividends  are  old-fashioned. 


To  us,  they're  a  track  record  of  performance. 


PSEG 

W(?  make  things  work  for  you. 


www.  pseg  .com 


HCA 

Cops  Inc. 

Think  twice  before  putting  those 
company  pens  in  your  briefcase. 
HCA  and  ever  more  firms  are 
putting  tipster  lines  at  employees'  finger- 
tips. Compliance  Line  handles  about 
100,000  calls  a  year  from  430  firms  with 
2.5  million  employees.  Business  is  up, 
thanks  in  part  to  the  new  Sarbanes- 
Oxley  requirement  that  public  firms  give 
whistle-blowers  an  anonymous  way  to 
report  misconduct. 

HCA  follows  up  its  tips  itself,  with  a 
half-dozen  investigators  boasting  FBI  and 
military  backgrounds.  It  aims  to  respond 
to  every  call  within  24  hours,  document 
the  result  and  make  it  available  to 
callers— including  the  30%  who  don't  give 
a  name  but  can  check  a  case  number. 
It's  a  tricky  business.  About  60%  of 


HCA's  1,200  annual  cases  involve  person- 
nel issues.  The  remainder  are  split 
among  harassment,  fraud,  improper 
billing,  patient  care  and  environmental 
issues.  Employees  caught  ratting  on  ri- 
vals to  get  ahead  or  settle  a  score  face 
firing.  Still,  says  one  investigator,  "Sonle 
of  our  best  tips  come  from  jilted  girl- 
friends." Some  recent  cases: 

An  anonymous  caller  accused  a  temp 
agency  of  filing  bogus  claims.  Investiga- 
tor Timothy  Crabtree,  a  former  Army 
special  agent,  reviewed  the  agency's 
salary  claims  and  found  that  full-time 
employees  could  identify  only  6  of  28 
temps  named.  Then  he  got  local  police  to 
subpoena  the  agency's  bank  and  tax 
records  and  found  that  two  hospital  in- 
siders had  conspired  with  the  temp  firm's 
president  to  overbill  HCA  by  $162,000. 
HCA  left  legal  prosecution  to  authorities, 
its  hospital  got  rid  of  the  insiders  and  im- 
plemented new  policies. 


A  female  employee  complained 
receiving  lewd  e-mails  from  a  male 
ager.  He  got  a  written  reprimand  and  li 
his  2003  stock  options  and  raise. 

A  cardiac-catheter  salesman  com 
plained  that  a  hospital  employee  was 
ceiving  gifts  from  a  rival  salesman.  Invi 
tigators  found  the  claims  were  bogui 
rumors  started  by  a  third  salesman, 
hospital  had  the  vendors  replace  all 
salespeople  to  reduce  infighting. 

A  nurse's  husband  complained 
supervisor  had  borrowed  $5,900  fr 
subordinates  but  paid  back  only  $1,21! 
The  claim  proved  accurate,  and  thi 
supervisor  was  fired. 

A  pharmacy  technician  reported  thi 
unit's  director  had  installed  a  one-wai 
window  to  secretly  monitor  employei 
from  his  office.  Investigators  discover 
the  complaint  was  the  latest  in  a  series] 
against  the  manager.  He  was  replaced 
as  was  the  glass.  — N.Mj 


Leader  William  Frist)  who  took  no  salary,  bonus  or  options.  Like 
WorldCom,  another  hastily  assembled  amalgam,  Columbia/HCA 
was  a  hodgepodge.  Frist  took  an  $810  million  charge  in  the  fourth 
quarter  of  1997  to  write  down  assets  and  cover  startup  costs  that 
had  been  capitalized.  "Government  people  acted  like  Rick  Scott 
pushed  a  button  and  defrauded  them,  when  the  reality  was  this 
company  couldn't  figure  out  how  to  buy  rubber  gloves,"  Frist  says. 

Frist  portrayed  himself  as  Columbia's  savior,  although  he  had 
been  vice  chairman  during  Scott's  tenure  and  had  run  HCA,  which 
spawned  many  of  the  allegations  of  wrongdoing  prior  to  the  Co- 
lumbia merger.  He  quickly  replaced  a  dozen  Scott  underlings, 
rolled  out  a  corporate  mission  statement  with  much  fuss  and 
signed  on  Jack  Bovender,  who  had  been  his  number  two  at  HCA. 
Bovender  joined  in  August  1997  and  became  chief  executive  in 
January  2001. 

After  shedding  half  of  Columbia's  hospitals,  the  new  man- 
agers focused  on  sites  with  big  shares  of 
growing  markets.  The  autumn  after  the 
scandal  broke  Frist  dropped  the  Columbia 
moniker.  He  repurchased  $95  million  in  eq- 
uity from  doctors  and  nixed  bonuses  so 
managers  wouldn't  overreach  to  pad  their 
wallets.  In  October  !997  ;.e  hired  Alan  Yus- 
peh,  a  former  Senate  >  :l .  who  had  worked 
on  legislation  to  tame  -A^'.ui.r-  contractors 
and  later  on  industi;  v  programs. 

At  HCA  Yuspeh  sc!  .  procedures 

to  bill  federal  programs  .iJu,, ...  vv/uJi  incon- 
sistencies and  legal  land  mif<t\s.  Medicare 
rules  fill  1 30,000  pages.  A  prcsiiiing  judge  ui 
one  suit  against  HCA  .said  Medicar>:  lempts  a 
hospital  to  play  a  "cat-and-mouse  game " 
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On  the  Mend 


HCA  got  clobbered  when  the  feds 
closed  in  six  years  ago.  A  sharpened 
focus  on  profitable  hospitals  and 
playing  by  the  book  is  paying  off. 
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with  expenses  and  "submit  claims  for  costs  it  knows  to  be  p^ 
sumptively  nonreimbursable." 

Still,  HCA  tries  to  be  so  antiseptic  that  it  now  scripts  how  billi^ 
specialists,  known  as  coders,  question  doctors.  If  a  medical  recoi 
is  unclear  on  whether  a  pneumonia  was  diagnosed  as  simple  I 
roughly  $4,000  charge  to  Medicare)  or  complex  (worth  $6,000 
they  must  submit  each  question  to  the  doctor  on  a  separate  fori 
Responses  must  be  documented  and  records  stored  permanent! 
The  process  is  subjected  to  physician  reviews  and  outside  audit 
Sometimes  the  fixes  are  a  stretch.  HCA  employees  cannot  i 
cept  entertainment  worth  more  than  $100  per  event.  Hospitti 
cannot  spend  more  than  $300  a  year  on  goodies  for  a  doctor.  1 
make  its  ethics  training  more  relevant,  HCA  is  upgrading  to  moji 
nuanced  fare:  When  has  an  emergency  room  fulfilled  its  \eji 
obligation  to  provide  "stabilizing"  care  for  a  patient  unable  to 
for  it?  What  should  a  cleaning  woman  do  if  she  is  asked  to  si 
on  disinfecting  rooms  because  sick  patii 
are  waiting  in  the  halls? 

As  HCA  struggles  with  such  issues.  Ten 
Healthcare,  its  biggest  rival,  saw  one  of 
California  hospitals  raided  by  the  FBI  in  0 
tober.  The  government  accused  Tenet  of 
legal  overbilling  and  is  investigating  Tene 
so-called  ouUier  claims,  which  cover  esp 
cially  cosdy  care  and  recendy  made  up  23 
of  its  Medicare  payments,  versus  5%  at  H( 
The  scandal  has  sent  Tenet's  market  val 
down  two-thirds,  a  decline  of  $17  billic 
HCA's  stock  fell  on  the  initial  news,  too,  b 
has  bounced  since.  Wall  Street  apparen 
likes  the  notion  that  HCA  is  now  playing 
the  feds'  rules. 
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Source:  FT  Interactive  Data  via  FactSet 
Research  Systems. 
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Dillard's  department  stores  found  a  real  barge 
work  processes  and  printing  needs,  sav 
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•ox  assessed  and  streamlined  their  company-wide 
m  $1.6  million.  There's  a  new  way  to  look  at  it. 
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Discipline 


BY  DANIEL  KRUGER 


Bank  of  America  is 
making  good  money 

again.  One  reason: 
investment  banking. 
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y^  xflTER  MCCLELLAND  HAD  A  DIFFICULT  JOB  TO  DO.  THE  an  M.B.A.  at  Stanford  and  settling  into  a  21 -year  stint  as  an 

j      president  of  Bank  of  .\merica's  securities  operation  had  investment  banker  at  Morgan  Stanley.  From  there  McClelland 

W  only  been  on  the  job  nine  months,  and  here  he  was  in  moved  to  the  top  job  at  Deutsche  Bank's  U.S.  operations.  He 


3uston  in  1999,  sitting  at  the  far  end  of  a  v/ooden  conference 
le  across  from  Enron's  finance  chief,  Andrew  Fastow.  McClel- 
id  had  told  Fastow  that  the  bank  was  cutting  back  its  Enron 
ans.  Fastow  gave  him  hell.  If  the  bank  wanted  any  lucrative 
iderwriting  work,  Fastow  was  saying,  it  ought  to  come  across 
th  some  new  loan  capital,  too.  Fastow  called  Bofi\  a  "second- 
■r  bank."  (So  say  our  sources;  Fastow  declines  to  comment.) 

Those  undenvriting  fees  must  have  looked  juicy.  That  year 
e  Enron  fees  going  to  just  one  competing  underwriter,  Credit 

lisse  First  Boston,  came  to  40%  of  what  BofA    

3uld  collect  in  fees  from  all  of  its  clients  com- 
ned.  But  McClelland's  new  bosses  in  Char- 
tte,  N.C.  needed  to  fix  a  welter  of  problems 
om  the  giant  NationsBank-BankAmerica 
erger  in  1998.  That  meant  shrinking  the  loans 
Enron  already  on  BofA's  books.  FORBES  esti- 
ates  those  loans  exceeded  SI. 5  billion. 

McClelland  stood  firm.  He  didn't  get  any 
iderwriting  work.  When  Fastow's  house  of 
irds  collapsed  two  years  later,  BofA  was  owed 
ily  S210  million. 

It  isn't  easy  being  a  financial  supermarket 
lese  days.  The  union  of  commercial  banking 
ith  securities  underwriting  was  supposed  to 
eate  the  magic  of  synergy,  but  as  often  as  not 
has  created  indigestion.  FleetBank's  1998  pur- 
lase  of  Silicon  Valley  financier  Robertson 
tephens  was  a  disaster,  resulting  in  a  $388  mil- 
an  pretax  writeoff  last  April.  U.S.  Bancorp  paid  '^'" 
$540  million  premium  over  book  to  get  Piper  Jaffray  in  1998; 
Imitting  defeat,  the  bank  is  spinning  off  Piper  to  shareholders. 

Bank  of  America's  venture  into  securities  got  off  to  an 
lauspicious  start,  too.  In  1997  it  paid  a  lavish  $1  billion  pre- 
lium  over  book  to  acquire  Montgomery  Securities,  Thomas 
/eisel's  technology  boutique.  Only  one  year  later  Weisel  and  55 
f  his  325  professionals  decamped  to  start  a  new  firm. 

If  has  fallen  to  the  soft-spoken  McClelland,  57,  to  rescue  the 
tuation,  and  in  a  dismal  climate  for  securities  work  he  is  doing 
respectable  job.  His  Banc  of  America  Securities  delivered  $1.7 
illion  in  net  income  last  year,  a  16%  return  on  the  equity  capi- 
il  it  ties  up.  BofA  Securities  hauled  in  $441  million  in  fees  for 
002,  up  from  $185  million  in  1999.  This  was  a  neat  trick  at  a 
qne  when  the  commercial  banking  side  of  BofA  was  cutting 
iack  corporate  loans,  from  $100  billion  at  the  time  of  the  big 
herger  to  a  recent  $60  billion.  Fees,  of  course,  are  only  part  of  a 
ecurities  operation;  the  rest  of  McClelland's  revenue  comes 
rom  trading,  commissions  and  interest  spreads. 

The  parent  company  is  doing  well,  too.  Net  income  rose  36% 
ast  year  to  $9.3  billion,  a  decent  1.4%  return  on  assets. 

Tom  Weisel  hired  McClelland  not  long  after  BofA  bought 
>4ontgomery.  McClelland  had  spent  three  years  at  NASA's  Jet 
'ropulsion  Laboratories  as  a  computer  engineer  before  getting 


^  By  the  Numbers 


Banc  of  America  Securities  is 
on  the  move,  but  it  still  has  a 
way  to  go.  Last  year  it: 

Earned  of  Salomon  Smith 

Barney's  investment  banking  profits. 

Generated  of  Goldman 

Sachs'  banking  fees. 

Raised  of  what 

Credit  Suisse  First  Boston 
raised  in  the  equity  market 

Advised  on  as  many  M&A 

deals  as^J.P-  Morgan  Chase. 

Haa      '         as  many 
bankers  as  Morgan  Stanley. 


jumped  at  the  offer  from  BofA,  hoping  to  generate  easy  business 
from  its  huge  corporate  lending  base. 

But  just  as  McCleUand  arrived,  Weisel  was  out  the  door.  He 
and  BofA's  boss  at  the  time,  Hugh  McColl,  had  feuded  about 
who  would  control  investment  banking — and  the  boss  wasn't 
giving  ground.  Weisel's  sudden  departure  with  much  of  the  tal- 
ent created  enough  turmoil  that  another  45  investment  bankers 
soon  left  to  go  elsewhere. 

"I  told  my  wife,  'We're  losing  people  so  fast  1  wonder  if  the 

plane's  going  to  stay  in  the  air,'"  McClelland 

recalls.  He  began  hiring,  fast,  signing  250 
bankers  in  his  first  15  months,  many  of  them, 
he  acknowledges,  just  warm  bodies,  and  half  of 
them  exploiting  a  vibrant  market  to  extract 
guaranteed  employment  contracts. 

The  collapse  of  the  bull  market  helped  in 
one  way:  McClelland  was  still  hiring  as  rival 
firms  began  shrinking.  Now  he  could  get  peo- 
ple without  guaranteeing  employment.  Exam- 
ple: hiring  the  global  head  of  M&A  at  Bear 
Stearns,  Anthony  Magro.  In  1998,  when 
McClelland  first  approached  him,  "He  laughed 
at  me."  Not  in  2001.  Magro  sees  an  opportu- 
nity to  double  BofA's  merger  work.  The  divi- 
sion is  "fighting  below  its  weight  right  now," 
Magro  says.  "But  it's  getting  to  fight  at  its 
weight,  and  its  weight  is  tremendous." 

Enough  weight  to  pull  Qwest  Communi- 
^  cations,  the  vilified  Baby  Bell  that  overstated 
revenue  by  $1.5  billion  for  2000  and  2001,  out  of  a  financial 
tailspin  last  summer.  Trying  to  service  $26  billion  in  debt  with 
due  dates  scattered  like  land  mines,  Qwest  was  confronted  by 
the  fact  that  its  shares  were  off  94%  from  their  52-week  high,  its 
bank  debt  was  trading  at  50  cents  on  the  dollar  and  its  bonds 
were  at  30  cents.  Early  one  evening  in  August  a  BofA  Securities 
managing  director,  Peter  Sherman,  got  a  call:  Qwest's  financ- 
ing, led  by  CSFB,  had  fallen  apart.  Sherman  put  together  a  res- 
cue plan  involving  a  new  loan  secured  by  Qwest's  yellow  pages 
operation,  QwestDex.  BofA  took  $200  million  of  the  $750  mil- 
lion loan  and  will  be  repaid  out  of  the  sale  of  QwestDex, 
expected  to  close  this  year. 

This  is  one  ungrateful  business.  After  all  BofA's  husde,  Qwest 
went  with  Lehman  Brothers  to  lepresent  it  in  the  sale. 

BofA  has  a  long  haul  to  the  top — Andy  Fastow's  stinging 
rebuke  in  1999  still  echoes.  Yet  McCleUand  has  reason  to  expect 
growth  in  his  division.  He  estimates  the  country  has  $100  bil- 
lion available  in  uninvested  private  equity  which,  mixed  with  a 
struggling  economy,  could  create  a  lot  of  recapitalization  and 
buyout  deals  for  a  banker  to  work  on. 

And  as  other  firms  are  letting  people  go.  Bank  of  America  is 
hiring.  "Our  relative  firepower  keeps  going  up  if  we  keep  stand- 
ing stUl,"  McClelland  says.  But  don't  expect  him  to  stand  pat.  F 
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The  China-Russia  border  has  been  a  contentious  one  for  centuries,  with  the 
power  of  each  nation  waxing  and  waning.  Now  a  search  for  arable  land  and 
other  natural  resources  is  drawing  the  Chinese  backlhto  Russia's  Far  East. 


BY  BENJAMIN  FULFORO 

LUO  YI  IS  A  CHINESE  PIG  FARMER 
eking  out  a  living  in  a  decrepit 
former  aluminum  parts  factory 
near  Khabarovsk,  in  the  Far  East 
of  Russia.  He  is  a  small  part  of  a 
smoldering  conflict  that  could  prove  to 
be  one  of  the  biggest  geopolitical  prob- 
lems of  the  21st  century. 

The  land  that  Luo  is  on  is  part  of  a 
vast  area  that  Russia  annexed  140  years 
ago,  when  China  was  too  busy  fighting 
the  Opium  Wars  to  object.  Through  po- 
groms, massacres  and  mass  deportations 
between  1860  and  1937,  the  Russians 
purged  a  Chinese  presence  that  datrd 
back  at  least  a  thousand  years. 


But  now  the  Chinese  are  returning, 
lured  by  a  landmass  that  is  2.3  million 
square  miles,  almost  as  big  as  China  itself, 
but  with  a  population  of  only  6  million 
people.  Luo,  40,  was  a  village  headman 
and  Communist  Party  official  in  his 
native  Heilongjiang  province  before 
going  to  Russia  on  a  trade  visit  in  the 
early  1990s.  He  stayed. 

One  reason:  the  vast  tracts  of  derelict 
farmland,  largely  unpopulated.  In  his  na- 
tive district  near  the  Russian  border,  Luo 
says,  there  were  186  people  per  square 
mile.  In  southern  Khabarovsk,  which  has 
the  same  climate,  there  are  only  3  people 
per  square  mile,  meaning  the  region  could 


support  tens  of  millions — if  not  more — o 
Chinese,  he  argues.  "You  cannot  say  whost 
land  it  is.  We  have  only  one  Earth,  am 
throughout  history  the  strong  races  pre 
vailed  over  the  weak  ones." 

Driving  the  migration,  as  well,  an 
severe  water  shortages  in  the  impover 
ished  north  and  west  (along  the  Russ 
ian  border).  In  tandem  with  the  collapsi 
of  state-owned  enterprises,  these  vas 
new  dust  bowls  have  created  at  least  10( 
million  economic  and  ecologica 
refugees  who  have  no  place  to  escape  t( 
in  their  own  country.  Many  poor  Chij 
nese  have  been  filtering  across  the  bor 
der,  building  illegal  peasant  villages  am 
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working  in  factories. 

"We  have  to  hide  from  the  poUce, 
because  they  come  to  ask  for  money,  to 
ask  us  to  work  for  free,  or  simply  to  take 
our  vegetables,"  says  Fang  Yan  Jun,  32, 
who  works  in  a  Chinese  farm  village  in 
Siberia.  "In  the  army  we  learned  the  strat- 
egy of  hiding,  like  in  Maoist-style  guerrilla 
or  partisan  warfare;  we  have  learned  to 
survive  by  hiding  whenever  the  Russian 
police  come." 

He  says  his  people  want  to  peacefully 
reconquer  the  region  for 
China.  But  the  Russians 
harass  even  those  Chi- 
nese like  Luo  whose 
papers  are  in  order.  Luo 
lost  most  of  his  pigs 
recently  when  one  of  his 
farms  was  arbitrarily 
confiscated. 

How  many  Chinese 
are    now    in    eastern 
Russia?  Nobody  really 
knows.  Beyond  the  12,000  legally 
there,  estimates  range  from  the  Krem- 
lin's official  figure  of  200,000  to  a 
"secret"  official  number  of  1.5  mil- 
lion. "You  could  easily  hide  10  million 
people  in  Siberia,  it  is  so  vast,"  says 
Jeffrey  A.  Van  Dreal,  first  secretary  at 
the  U.S.  embassy  in  Moscow. 

Officially,  Sino- Russian  relations 
are  friendly,  and  territorial  disputes 
are  limited  to  a  few  islands  on  the 
Amur  River.  Unofficiany,  the  Russians  are 
terrified.  They  are  desperate  to  keep  the 
Chinese  out,  while  the  increasingly  confi- 
dent and  nationalistic  Chinese  view  the 
return  of  their  land  as  destiny.  "The  Rus- 
sians have  good  reason  to  be  scared, 
because  we  Chinese  are  not  afraid  of  any- 
thing," says  Wei  Dai  Tong,  a  Chinese  mer- 
chant in  Vladivostok.  "In  the  past  Russia 
was  strong  and  China  was  weak,  but  now 
China  is  strong  and  Russia  is  weak." 

According  to  Victor  I.  Ishaev,  governor 
of  Khabarovsk,  the  regional  Russian  gov- 
ernors are  so  worried  about  Chinese 
expansion  that  they  recently  called  an 
emergency  security  meeting  with  Presi- 
dent Vladimir  Putin.  "If  you  have  no  pop- 
ulation you  have  no  security,  so  it  will  be 
impossible  to  maintain  a  Russian  presence 
in  the  Far  East,"  Ishaev  says. 


The  Russians  make  it  very  clear  the 
Chinese  are  welcome  as  tourists  but  that 
visits  must  not  last  longer  than  a  month. 
The  Chinese  could  not  assimilate,  Russian 
immigration  officials  explain.  Wide- 
spread anti-Chinese  prejudice  makes"^ 
legal  influx  politically  impossible  to 
accept,  despite  a  desperate  shortage  of 
people,  the  officials  say. 

When  the  Soviet  Union  collapsed  in 
1991,  the  Russian  Far  East  could  no 
longer  depend  on  subsidies,  notably 
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The  highlighted  area  in  this 
map  is  the  region  that  China 
has  good  reason  to  believe 
belongs  to  it. 


cheap  transportation  costs,  to  survive.  So 
the  entire  region  faced  starvation,  says 
Igor  Ilyushin,  who  was  chief  adviser  for 
the  head  of  the  Vladivostok  region  at  the 
time  and  who  is  now  a  college  professor. 

Ilyushin  says  the  local  government 
turned  a  blind  eye  as  people  broke  all 
sorts  of  Soviet  rules  and  sold  scrap  metal, 
surplus  cement  and  anything  else  they 
could  find  to  the  Chinese  in  exchange  for 
food  and  clothing.  The  Russians  were 
resentful,  not  grateful. 

"The  Chinese  do  not  need  to  physi- 
cally conquer  the  Far  East,  because  they 
have  already  enslaved  us  economically," 
claims  Raisa  Rozhanskaya,  a  federal 
immigration  official  in  Vladivostok.  She 
refers  to  the  Far  East's  dependence  on 
China  for  90%  of  its  food  supply  and 
much  of  its  clothing.  In  other  words,  the 


Chinese  can  seek  peaceful  conque 
through  trade,  immigration — ^and  th 
latent  threat  of  hostile  action.  Startin 
this  year  military  training  has  becon 
mandatory  for  all  Chinese  midd 
school,  high  school  and  universif 
students. 

At  the  same  time  Russia  is  disarming 
The  once-mighty  Vladivostok  fleet,  foi 
example,  is  a  tenth  its  former  size,  saW 
Sergey  Khromykh,  a  former  senior  office 
on  a  nuclear  armed  destroyer  who  noi 
runs  a  travel  agency.  Many  Russian  ship 
have  been  sold  to  China. 

Russian    experts,    such    as    Sergd 
Vladislavovich  Drazdov,  a  colonel  in  th 
Russian  border  militia  in  charge  of  liaiso 
with  the  Chinese  military,  say  Siberia  cai 
not  be  protected  by  convention! 
means — ^but  they  cite  nuclear  weapon| 
as  a  reason  there  will  be  no  war.  Frort 
Siberia,  Russian  missiles  can  reach  Bd 
jing  in  a  matter  of  minutes.  j 

Those  who  believe  in  a  gradua 
integration  of  the  region  with  Chini 
cite  increasing  trade  and  tourism  a: 
evidence  that  a  smooth  transition  i 
possible.  In  the  first  ten  months  o 
2002  trade  was  up  18%,  comparec 
with  a  similar  period  a  year  ago 
according  to  Chinese  customs  dat 
cited  by  the  Xinhua  news  agenc) 
However,  the  amount — $9.8  bil 
lion — is  still  a  fraction  of,  say,  th 
$30  billion  Chinese  trade  with  Soutl 
Korea.  Russia's  $7  billion  in  exports  6 
China  consisted  mainly  of  timber  am 
scrap  metal,  while  its  $2.8  billion  import 
consisted  mostly  of  food,  clothing  am 
light  manufactured  goods. 

Grain  may  be  the  ultimate  lure  t 
Russia  as  China's  aquifers  run  dry.  Heb( 
province  in  northern  China  had  ove 
1 ,000  lakes  a  decade  ago;  now  there  ai 
only  83.  After  peaking  at  392  million  tor 
in  1998,  China's  grain  harvests  have  falle 
to  350  million  tons  a  year  since  then. 

Within  two  decades,  according  to 
U.S.  government  report  drawing  heavi) 
on  classified  data,  China  could  need  \1 
million  tons  of  grain  a  year,  more  tha 
the  total  world  grain  trade  in  2001. 

No  wonder  Siberia,  remote  to 
much  of  the  world,  looks  to  Chinese  ey 
like  a  convenient  granary. 
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Wrong  Address 

Mail-Well  wanted  to  be  the  big  player  in  the  envelope 
and  commercial  printing  businesses.  The 
radical  new  concept  is  to  be  the  profitable  player. 


BY  BRETT  NELSON 


Pushed  the  dealmaking  envelope;  Chief  Executive  Paul  Reill 


LAST  SUMMER  PAUL  REILLY,  CHIEF 
executive  of  Mail-Well,  braved 
fierce  winds  ascending  Long's 
Peak,  a  14,255-foot  mountain 
within  sight  of  his  corner  office 
in  Denver.  During  one  stretch  of  the 
climb,  he  had  to  negotiate  a  narrow  300- 
yard  ledge,  with  '  sleep  wall  on  one  side 
and  a  2,000-fool  crevasse  on  the  other. 
The  lanky  50-year-old  made  it  to  the  top 
and  back  unscathed,  but  readily  admits: 
"I'll  only  do  that  once." 
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Reilly's  shareholders  hope  he  feels  the 
same  about  many  of  the  acquisitions 
Mail-Well  made,  and  is  still  paying  heav- 
ily for,  during  the  boom  years.  Now  the 
world's  largest  envelope  manufacturer — 
it  cranked  out  37  billion  last  year — and 
fourth-largest  commercial  printer,  Mail- 
Well  offers  a  glimpse  into  an  industry 
consolidation  gone  awry. 

In  the  1990s  Wall  Street  loved  these 
so-called  roll-ups.  The  premise:  Buy  up 
lots  of  small  companies  in  a  fragmented 


business — such  as  used  cars,  fune 
homes,  office  products,  food  distributi 
and  medical  diagnostics — then  purchi 
raw  materials  in  bulk  to  cut  costs.  Vo: 
Instant  shareholder  value. 

In  six  torrid  years  Mail- Well  acquii 
59  envelope,  commercial-printing  a 
label  outfits  in  the  U.S.  and  Canada,  ra 
ing  up  146  plants  and  more  than  $2  I 
lion  in  sales  by  its  height  in  2000. 

But  when  the  economy  soured,  so  > 
the  strategy.  Wall  Street  turned  disdain 
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Bypass  the  bypass. 
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do  you  get  around  bypass  surgery?  ^S>>,^ 

dors  could  see  your  heart  more  clearly,  you  might  have  other  options. 

's  why  we  developed  the  GE  lnnova*2000,  the  first  all-digital  cardiovascular  imaging  system. 

g  it,  doctors  can  examine  your  heart  with  unprecedented  detail  and  clarity.  They  can  pinpoint  coronary  blockages,  which  could  provide  alternatives 

iven  a  single  bypass.  Now,  if  we  could  only  invent  a  way  to  get  around  eating  all  those  burgers  and  fries. 

imagination  at  work 


MAIL-WELL 

and  without  cheap  capital  to  fuel  the 
binge,  Mail- Well  ran  out  of  momentum. 
It  was  buried  under  $1.25  billion  in  debt 
and  holding  poorly  managed  assets.  For 
the  last  two  years  Reilly  has  tried  to  bring 
some  order  to  the  mess  so  that  one  day 
the  buying  can  start  anew. 

Mail- Well  was  born  in  1994  when 
founder  Gerald  Mahoney  bought  three 
envelope  companies,  including 
a  unit  of  papermaker  Georgia- 
Pacific.  Soon  after,  he  brought 
in  Reilly,  a  financial  type  who 
had  spent  14  years  at  a  supplier 
of  printing  equipment,  to  help 
him  do  more  deals.  The  com- 
pany went  public  in  1995,  tak- 
ing the  name  Mail-Well  from 
one  of  its  acquisitions. 

Mail-Well  veered  from  en- 
velopes, a  sleepy  business  grow- 
ing 2.5%  a  year,  into  the  slighdy 
less  soporific  commercial  print- 
ing market,  growing  at  6%. 
Twenty  thousand  printers,  most 
of  thern  with  fewer  than  20  em- 
ployees, print  everything  ft'om  financial 
documents  and  junk-mail  pieces  to  lush, 
ten-color  brochures  for  the  auto  industry. 
Envelopes  and  printing  equally  contribute 
to  90%  of  Mail-WeU's  revenue.  The  com- 
pany also  bought  makers  of  business 
forms  and  shrink-wrap  labels  for  food- 
makers. 

Mahoney  and  Reilly  financed  most  of 
the  buying  spree  with  debt.  Wall  Street 


Yet  Mail-Well's  owner-operators — flush 
with  cash  from  selling  their  companies — 
had  lost  their  hustle.  "They  spent  years 
staying  one  step  ahead  of  the  bankers," 
says  Chief  Financial  Officer  Michel  Sal- 
baing.  "Now  we  were  the  bankers." 
Worse,  many  of  these  little  print  shops 
competed  for  the  same  customers,  driv- 
ing down  prices,  while  presses  sat  idle. 


Rollin',  Rollin',  Whoops! 

Wall  Street  turned  quickly  on  Mail-Well's  fortunes.- 

finn 


Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 

Red  ink  splattered  when  the  advertis- 
ing market,  which  accounts  for  40%  of 
Mail-Well's  total  sales,  tanked  in  late 
2000.  Direct-mail  and  annual-report 
printing  got  whacked,  too.  Thousands  of 
small  printers  folded.  Six  of  Mail-Well's 
33  plants  weren't  even  covering  their 
operating  costs,  much  less  leaving  any- 
thing for  interest  payments  or  capital 
expenditures.  By  January  2001  Mail -Well 


check  up  on  press  runs. 

Griffiths  cleaned  house  andenforce 
strict  benchmarks.  Borrowing  from  th) 
law-firm  economics  of  billable  hours,  h 
has  ordered  plants  to  make  sure  that 
least  85%  of  the  labor  hours  in  the  paji 
roll  are  charged  to  a  specific  job.  At  Corr 
munigraphics  in  Denver  (one  of  those  si 
plants  with  operating  losses),  the  chargf 
ability  measure  is  up  5  point 
to  83%,  in  the  second  half  ( 
2002  from  the  first  half.  Meat 
while,  plate  remakes  are  down 
points,  to  8.5%  of  all  runs.  Tl 
improvements  helped  shrin 
the  plant's  operating  loss  1 
$271,000  from  $1.3  million. 

Reilly's  Holy  Grail:  sellir 
across  all  three  Mail-Well  diw 
sions.  The  PrintXcel  labe 
making  unit  is  leading  tl. 
charge.  Unlike  the  other  tv 
divisions,  PrintXcel  pushes  i 
office  forms  and  labels — i 
well  as  envelopes  and  cor 
mercial  printing — throus 
20,000  resellers  that  employ  100, G( 
sales  reps.  Two  years  ago  35%  of  Prir 
Xcel's  top  100  customers  were  buying 
three  product  lines;  today  that  figure 
80%.  Salespeople  who  cross-sell  now  g 
a  cut  of  the  extra  business — up  to  8 
for  a  big  print  job.  Last  fall  Reilly  sign 
a  five-year  deal  with  a  large  financial  st 
vices  firm  in  which  he  will  supply  up 
$100  million  worth  of  envelopes,  prir 
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'They  spent  years  staying  ahead  of  banks.  Now  weYe  the  bankers. 
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fanned  the  flames:  Mail-Well  was  the 
third-best-performing  stock  on  the  New 
York  Stock  Exchange  in  1997,  peaking  at  a 
split-adjusted  $24  a  share  in  mid- 1998.  In 
2000  sales  had  ballooned  to  $2.4  billion. 
Says  a  wistfiil  Reilly:  "It  was  fun." 

But  Mail-Well  was  rotting  from 
within.  The  envelope  division,  while  sad- 
dled with  overcapacity  and  threatened  by 
electronic  bill  payment,  at  least  threw  off 
gobs  of  cash.  The  print  side  was  the  eve- 
sore.  Unlike  most  capital-intensive  niaji- 
ufacturers,  printers  survive  on  a  lot  ot 
short-run  jobs,  many  lasting  a  day  or  tw.); 
they  rely  on  strong  customer  relation- 
ships to  keep  work  coming  in  the  door. 


shares  had  sunk  to  $4.50  and  Mahoney 
resigned. 

Reilly  stepped  in.  Five  months  later  he 
announced  a  clean-up  act.  He  would  sell 
assets  (mostly  in  the  label  business  and 
many  at  a  loss)  to  pare  debt  and  fold  1 1 
envelope  plants,  laying  off  1 ,500  workers. 

The  print  side  is  a  work  in  progress. 
After  turning  over  five  times  in  six  years, 
the  top  job  is  now  held  by  Gordon  Grif- 
fiths, former  head  of  commercial  print- 
ing at  Canadian  giant  Quebecor.  The 
long-term  goal:  Dominate  regional  mar- 
kets (as  Mail-Well  has  in  St.  Louis  and 
Baltimore)  to  lock  up  customers,  espe- 
cially picky  graphic  designers  who  like  to 


ing,  labels  and  forms  a  year. 

Wall  Street  has  yet  to  fall  in  love  w 
Reilly's  turnaround.  The  stock  traded 
a  recent  $2.10.  Mail-Well  wrote  off  $1 
million  of  impaired  goodwill  on  prii 
ing  assets  last  quarter  and  still  carr 
$760  million  in  debt,  none  coming  d 
before  2005.  Last  year  Mail-Well  eked  ( 
a  net  of  $2  million  (before  restructuri 
and  impairment  charges)  on  $1.7  billi 
in  sales. 

At  some  point  investors  may  want 
roll-up  to  start  rolling  again.  Reilly  1 
plenty  of  room  to  grow,  but  he'll  n( 
patience.  "A  lot  of  people  can  do  dea 
he  says.  "This  is  harder." 
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SPECIAL 


In  the  past,  the  term 
"small  business"  often 
referred  to  nothing  more 
than  a  dining  room  table 
heaped  with  papers. 
Yet  in  recent  years,  the 
phenomenon  of  small 
businesses  and  home- 
based  operations  has 
become  far  more  complex 
and  grown  beyond  all 
expectations. 


-The  , 
Bmair 

Office^ 
ome 

Office 


^ices  and  products  ■^"  that  help  businesses  grow 


Currently,  some  45  million  Americans  work  from  their  homes,  either  full  time  or  part  time,  accord- 
ing to  a  newly  released  national  survey  by  Business  Communications,  Inc.  Of  these,  more  than 
20  million  people  are  using  the  home  to  catch  up  on  work  from  the  corporate  office,  and  another 
10  million  teiecommute  to  corporate  jobs  at  least  two  days  a  week.  Beyond  this,  as  many  as  14 
million  people  are  running  small  businesses,  which  include  a  staff  in  addition  to  themselves. 
"The  challenge  for  all  of  these  operations  is  the  same:  to  run  an  effective  business  that  can 
compete  with  much  larger  organizations,"  says  Mike  Arterbun/,  general  manager  of  DellHost, 
which  specializes  in  providing  Web  hosting  solutions  to  small-business  customers.  "Finding 
the  services  and  products  that  can  help  achieve  this  goal  is  crucial." 

All  small-office  and  home-office  owners  face  the  same  obstacle:  They  must  develop  an  infra- 
structure that  lets  them  fit  seamlessly  into  the  global  economy  at  a  cost  they  can  afford.  Three 
organizations  —  DellHost,  Xerox  Office  Group  and  the  U.S.  Postal  Service  —  offer  valuable 
products,  services  and  advice  to  help  small-business  customers  achieve  these  goals. 


by  Curtis  Rist 
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PROVIDING  IT  SOLUTIONS 

All  companies  large  and  small  need  to  develop  an  Internet  pres- 
ence, whether  it  is  a  simple  company  home  page  or  a  full-scale 
online  catalog.  "A  Web  site  brings  credibility,"  says  Mike  Arter- 
bury,  general  manager  of  DellHost,  a  Web  hosting  provider.  "It 
tells  the  world  who  you  are  as  a  company,  what  service  capa- 
bilities you  have,  how  your  products  are  sold  and  delivered,  and 
how  you  can  be  reached." 

An  online  presence,  however,  requires  a  technical  staff  to  sup- 
port it.  One  big  difference  between  large  businesses  and  small 
ones  is  the  absence  of  an  IT  department.  As  a 
result,  when  there's  a  glitch  in  the  system, 
there's  often  no  one  to  manage  it.  DellHost 
(www.dellhost.com)  provides  the  solution 
through  its  Web  hosting  solutions.  "Small  busi- 
ness can't  afford  to  hire  a  large  IT  staff,  so  that's 
what  DellHost  is  here  for  —  to  act  as  your  IT 
staff,"  says  Arterbury.  "We  put  applications 
online  and  manage  all  the  technical  aspects 


All  small-office  and 

home-office  owners  face 

the  same  obstacle: 


They  must  develop  an 
infrastructure  that 
lets  them  fit  seamlessly 
into  the  global  economy 
at  a  cost  they  can  afford. 


of  running  an  internal  data  center  for  you  on  an  outsource  basis." 
Web  hosting  is  the  process  of  housing,  serving  and  main- 
taining files  or  Web  pages  for  a  Web  site.  It  enables  businesses 
to  develop  a  Web  presence  to  market  their  products  and  ser- 
vices to  more  customers,  without  considerable  investment  in 
hiring  and  training  new  people  and  opening  new  locations.  "This 
gives  businesses  more  efficient  control  over  information,  as  well 
as  functionality,  that  makes  it  easier  to  communicate  and  do 
business  online,"  says  Arterbury. 
Web  hosting  allows  businesses  to  provide  e-mail  access  to 


employees  and  key  information  to  customers,  including  cori 
lists,  frequently  asked  questions,  product  updates,  press  releast 
industn/  information,  newsletters  and  other  important  materia 
It  also  enables  businesses  to  create  virtual  online  stores,  ( 
tribute  vast  amounts  of  content  and  manage  online  databg 
information  in  a  cost-efficient  manner.  "As  a  Web  hosting  op 
ation,  we  enable  companies  to  communicate  with  their  cji 
tomers  as  well  as  their  vendors  via  the  Internet,"  says  Arterbif 
Two  priman/  types  of  hosting  —  shared  and  dedicated  —  fit  t 
needs  of  most  businesses,  including  those  with  e-commet 

requirements.  Shared  solutions  fr 
ideal  for  businesses  and  individa 
that  want  to  create  static  Web  situ 
where  a  single  server  supports  mr 
pie  customers  and  Web  sites  —  th 
lowering  monthly  costs.  Dedicat 
solutions  can  provide  higher  perfi 
mance  and  availability,  as  welllj 
more  flexibility  and  security.  DediC' 
ed  solutions  support  advanced  ho 
ing  needs,  including  dynamic  conte 
media  streaming  and  data-wareho( 
ing  workloads.  Furthermore,  mr 
complex  e-commerce  solutions  are  available  for  businesf 
that  want  to  sell  products  online  in  a  secure  environme 
"These  can  range  from  simple  e-commerce  sites  to  mi 
complex  solutions  that  enable  companies  to  process  ere* 
card  orders  and  sell  products  online,"  says  Arterbury. 

An  additional  advantage  offered  by  DellHost  is  its  pedigr 
Begun  in  2000,  it  combines  Dell's  world-class  enterprise  h? 
ware  with  the  Sprint  nationwide  fiber-optic  network.  The  [ 
and  Sprint  alliance  makes  DellHost  "an  exceptionally  relia 
hosting  provider  that  focuses  the  expertise  of  two  mar 
leaders  on  providing  a  comprehensive  and  affordable  range 
business  hosting  solutions,"  says  Arterbun/. 

PRINTING  MATTERS 

In  developing  an  efficient  small  business  or  home  office,  c 
crucial  aspect  is  equipment.  While  large  corporate  offices  ( 
afford  expensive  equipment  that  requires  professional  servici 
small-business  owners  search  for  equipment  that  is  afforda 
and  easy  to  maintain,  yet  produces  professional  results.  1 
Xerox  Phaser®  8200  color  printer  fits  exactly  into  this  catego 

The  Xerox  Office  Group  (www.xerox.com)  is  at  the  forefr 
of  producing  products  that  allow  small  businesses  to  use  cc 
particularly  with  the  Phaser  8200.  It's  a  groundbreaking  val 
at  less  than  $1,500,  which  is  comparable  to  many  black-a 
white  network  printers.  "The  Phaser  8200  is  an  ideal  printer 


We  have  just  the  place 

to  keep  your  online  business 

safe  and  secure. 


If  online  security  is  a  mammoth  business  challenge,  it  may 
be  time  to  get  a  host  you  can  count  on.  DellHost"  can  offer 
tailored  small  business  hosting  solutions  that  are  reliable, 
secure  and  scalable.  We  combine  award-winning  Dell'" 
server  technology  and  the  Sprint  nationwide  "Her  1  digital 
network  so  you  can  get  the  hosting  performance  you  need 
without  the  hassle  of  developing  and  supporting  an  expensive 
infrastructure.  Whether  your  online  business  is  a  nimble 
player  or  a  thundering  giant,  DellHost  can  provide  the 
technology  and  expertise  you  need  to  concentrate  on  your 
business,  not  your  hosting  solution.  Take  a  giant  step  forward. 
Visit  www.DellHost.com/forbes  or  call  (866)  812-5497. 


DMLhost 


Network  by  Sprint 


Where  legendary  Dell  technology  meets  the  award-winning  Sprint  network. 
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small  offices,"  says  Rob  Stewart,  vice  president  of  color  mar- 
keting, Xerox  Office  Group.  "Its  superior  print  quality  and  per- 
formance help  companies  produce  better  work  while  saving 
them  time  and  money.  Its  low  acquisition  cost  and  overall  run- 
ning cost  make  color  a  reality  for  small  offices."  Xerox's  exclu- 
sive solid-ink  technology  delivers  brilliant  color  that  outshines 
the  competition.  The  printer  also  has  a  remarkable  speed  of  16 
pages  per  minute  in  Fast  Color  Mode,  10  pages  per  minute  in 
Standard  Color  Mode  and  an  industry-leading  "first  page  out 
time"  of  just  nine  seconds. 

What  exactly  can  the  Phaser  8200  help  the  small-business 
owner  accomplish?  "Adding  color  to  internal  and  external  docu- 
ments, such  as  proposals,  reports  and  marketing  collateral,  is  an 
easy  way  for  companies  to  differentiate  themselves  from  their 
competitors,"  says  Stewart.  "By  printing  these  documents  in- 
house  on  a  Phaser  8200,  rather  than  outsourcing,  the  cost  savings 
over  time  is  tremendous."  Another  advantage  for  small  businesses 
is  the  unrivaled  simplicity  of  the  machine.  The  Phaser  8200  pro- 
vides unparalleled  one-step  installation  and  effortless  printer  man- 
agement that  gives  consumers  the  ease  of  use  they  demand.  The 
Phaser  8200  ColorStix®  ink  sticks  also  provide  no-mistake  loading 
with  a  new  shape  and  a  new  numbering  and  labeling  system. 
There  are  also  a  minimal  number  of  moving  parts  and  consum- 
ables, which  results  in  greater  printer  reliability  and  less  waste. 

Among  the  first  customers  of  the  Phaser  8200  was  Jay 
Lopatin,  vice  president  of  the  New  Jersey-based  First  Energy 
Group,  which  helps  businesses  save  energy  costs.  "The  print- 
er was  a  lot  faster  than  the  others  in  this  price  range,  and  the 
brochures  we  print  literally  just  fly  out  of  there,"  he  says.  Anoth- 
er plus,  from  his  viewpoint,  was  the  ease  of  installation.  "I've 
done  a  lot  of  installations  on  a  lot  of  different  pieces  of  equip- 
ment, and  rarely  do  you  just  plug  it  in  and  expect  it  to  work,  but 
this  one  did,"  he  says.  "As  someone  involved  with  a  small  busi- 
ness who  has  very  little  spare  time  to  tinker  with  equipment, 
there's  no  higher  compliment  than  that." 

YOU'VE  GOT  REAL  MAIL 

While  developing  a  strong  Internet  presence  can  build  a  small 
business,  traditional  mail  also  can  be  used  effectively  to  devel- 
op market  presence  and  visibility. 

To  help  accomplish  this,  the  U.S.  Postal  Service  offers  small 
businesses  a  broad  array  of  products  and  services.  "We  provide 
great  ways  for  them  to  communicate  with  their  customers  in 
their  homes  and  offices,"  says  Pat  McGee,  the  Postal  Service 
manager  of  small-business  cuslomers.  "We  offer  everything 
from  traditional  first-class  letters  an  ■  oostcards,  to  Priority  Mail, 
to  discounted  mail." 

The  Postal  Service  is  now  working  to  "bring  the  post  office  to 
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its  customers"  through  its  enhanced  Web  site  (www.usps.c 
This  site  enables  small-business  customers  not  just  to  li 
about  what  the  PostaJ  Service  offers,  but  also  allows  thei 
execute  a  number  of  transactions  online.  "If  you  want  to 
package,  we  have  a  Click-N-Ship  portion  of  the  site,"  i 
McGee.  "This  actually  allows  you  to  get  your  postage  and 
mailing  labels  online,  then  arrange  to  have  your  carrier  colj 
them."  Through  the  site,  small-business  owners  also 
arrange  to  have  stamps,  Priority  Mail  envelopes  and  shipi 
boxes  delivered  directly  to  their  door.  "That  way,  you'll  havi 
the  shipping  supplies  available  for  your  needs,  when  you  n^ 
them,"  he  says. 

The  Postal  Service  also  helps  small  businesses  wor 
increase  their  market  visibility  by  using  the  mail.  "Sometin 
small-business  owners  overlook  the  mail  as  a  communic 
vehicle,  because  they  think  it's  too  difficult  to  use,"  he  s 
The  Postal  Service's  NetPost  Mailing  Online  product,  howe' 
greatly  simplifies  the  task  of  sending  a  bulk  mailing.  WitI 
small  businesses  can  simply  send  electronic  versions  of  tlj 
mailing  lists  and  messages  that  are  then  converted  into  hi 
copy  by  the  Postal  Service,  inserted  into  envelopes  and  mai^ 
"It  will  be  on  your  customers'  doorsteps  within  one  or  1 
days,"  says  McGee.  "A  direct  mail  campaign  is  like  having  I"  I 
dreds  of  thousands  of  salespeople  going  door-to-door  for ) 
without  you  having  to  pay  the  salaries  for  the  additional  sta  I 

The  Postal  Service  also  has  a  very  effective  Priority  Mail  i 
vice,  which  provides  two-day  service  to  most  major  locatii 
across  the  U.S.  It's  more  economical  than  overnight  mail  by, 
vate  carriers,  says  McGee,  and  the  red-white-and-blue  label 
is  very  effective  in  commanding  attention.  "Sometimes,  srI 
businesses  have  difficulty  getting  their  messages  recognizecl 
people  when  they  send  them,"  says  McGee.  "The  Priority 
envelope  certainly  helps  them  stand  out  from  the  competitio; 

In  addition,  the  Postal  Service  offers  relevant  information  to  sn 
businesses  under  a  section  called  "Grow  Your  Business"  on 
Web  site.  Topics  include  "Using  Mail  to  Sell,"  "Find  Out  Ho\A 
Go  Global"  and  "Ways  to  Increase  Your  Customer  Base."  "W6 
committed  to  helping  the  growth  of  small  businesses,  which  acccjj  , 
for  over  34%  of  our  revenue,"  says  McGee.  "My  advice  to{ 
small-business  owner  would  be  this:  Check  out  our  Web  site,  { 
see  all  the  things  that  the  Postal  Service  can  do  for  you. " 


Web  Directorv 


DellHost  www.dellhost.com 
Xerox  Office  Group  www. xerox. C( 
U.S.  Postal  Service  www.usps.con^ 
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Go  beyond  black  and  white.  Get  stunning  color  that's 
irprisingly  affordable  with  the  Xerox  Phaser  8200  printer. 

There's  a  new  way  to  look  at  it. 


/  every  idea  you  hatch  can  look  brilliant,  k 
ing  at  only  $1499*  the  Phaser"  8200  color  printer 
ers  rich,  vibrant  color  and  crisp  black  and  white 
ts  up  to  1200  dpi  —  all  at  a  surprisingly  low  cost 
page.  Just  as  attractive  as  its  low  cost  is  its  high 
d.  \\  ith  an  industrj-leading  first-page-out  of  only 


9  seconds  and  16  ppm  full  color,  the  Phaser  8200 
is  faster  than  90%  of  today's  office  printers.^  What's 
more,  it's  just  one  of  a  full  line  of  office  printers 
designed  to  help  your  business  break  out  and  sparkle. 
For  more  information,  call  1-877-362-6567,  ext.1881 
or  visit  xerox.com/officeprinting/egg1  881 
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It  only  took  Mark  Lemon 


emonstrate  dependable  delivery 
"^     I  starts  at  just  ^3.85.       ^ 


\ 


I 


How  did  he  do  it?  Priority  IVIail.  And  there S' more  than  lustC 

you  can  get  Delivery  Confirmation   and  Signature  Confirmation 'fservice^^bl  the  convenienceSi 
online  shipping  for  all  your  2-day  packages*  Used  to  ship  more  business  packages  than  any  other 
2-day  sen/ice.  To  calculate  rates,  print  labels  and  pay  postage,  go  to  wvtpM.usps.com. 


"Delivery  times  may  vary  depending  on  destination. 

©2003  United  States  Postal  Sen/ice.  Eagle  symbol  is  a  registered  trademark  o\  the  United  States  Postal  ^ervice. 
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Survival 

Pkim 


It's  hard  enough  making  a  billion-dollar  fortiine.  These  days  it's  harder  just  to  hold  on  to  it.  In  this,  FORBES'  17th  annual 
ranking  of  the  world's  richest,  67  of  the  previous  year's  billionaires  fell  below  the  minimum  this  year.  Four  former  bil- 
lionaires were  wiped  out  entirely.  Of  the  476  who  remain,  2 1 8  of  them  saw  their  fortunes  sink.  As  a  group,  this  year's  bil- 
lionaires are  worth  $1.4  trillion,  $141  billion  less  than  last  year  but  still  equal  to  the  GDP  of  the  United  Kingdom.  In  fact, 
Europe  was  the  only  region  to  remain  relatively  steady  over  the  year;  the  other  regions  saw  their  accumulated  wealth  slip.  But 
even  in  these  tough  times  48  new  billionaires  made  the  cut.  Austria's  Dietrich  Mateschitz  and  Thailand's  Chaleo 
Yoovidyha  made  their  fortunes  from  selling  the  sugar-and-caffeine  drink  Red  Bull.  Net  profit  at  Swedish  retailer  Hennes 
&  Mauritz  jumped  50%,  helping  boost  the  net  worth  of  its  chairman,  Stefan  Persson,  by  $1.1  billion.  U.K.  citizen  Clive 
Calder  sold  his  Zomba  record  label  to  Bertelsmann  for  $2.7  billion  in  November,  crowning  him  a  first-time  billionaire. 
Argentina's  lone  billionaire,  Gregorio  Perez  Companc,  sold  his  family's  stake  in  Perez  Companc,  the  Argentinean  energy 
company,  for  an  estimated  $1  billion  in  cash  and  bonds.  BP  announced  in  February  that  it  was  buying  50%  of  Russia's 
third-largest  oil  company  for  $6.75  billion,  boosting  the  fortunes  of  Russians  Mikhail  Fridman  and  Viktor  Vekselberg. 
Indeed,  Russia  illustrates  the  ebb  and  flow  of  global  wealth.  Ten  new  billionaires  hail  from  the  former  Soviet  Union, 
thanks  to  rising  oil  prices  and  a  38%  spike  in  the  stock  market,  bringing  the  total  number  of  Russian  billionaires  to  17. 
Three  years  ago  there  were  none.  | 
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Civilization  might  have  been  better  served  if,  on  that  fateful  evening  in  1997, 
John  de  Mol  had  just  called  it  a  night  and  gone  to  sleep.  But  he  couldn't  stop 
brooding  about  television.  It  was  close  to  midnight,  at  the  end  of  a  long  and 
fruitless  brainstorming  session,  when  someone  had  mentioned  Biosphere 
2 — the  American  media  stunt  that  locked  four  men  and  four  women  in  a 
giant  glass  bubble  Ln  the  desert  for  two  years.  At  5  a.m.  the  next  morning,  De  Mol  had 
his  inspiration. 

"I  was  hypnotized,"  recalls  the  handsome  Dutchman,  47.  He  rims  a  TV  production 
company  called  Endemol  (the  pharmaceutical-sounding  name  comes  from  the  1994 
merger  with  a  Netherlands  rival,  Joop  van  den  Ende;  see  box,  p.  96).  "I  suddenly  started 
wondering  what  would  happen  if  you  put  a  bunch  of  boys  and  girls  together  in  a  house 
and  put  them  on  television  24  hours  a  day."  He  can't  claim  to  have  invented  the  idea; 
MTV's  Real  World  was  already  on  the  air.  But  he  milked  it  better. 

After  a  year  of  secret  work  De  Mol  aeated  a  show  called  Big  Brother,  in  which  24  TV  cam- 
eras trained  on  a  group  of  young,  good-looking  men  and  women  cooped  up  in  a  house  for 
100  days.  Aired  in  Holland  in  September  1999,  it  arrived  just  when  the  world  was  ready  for 
a  new  kind  of  boob-tube  content:  reality  IV.  Lx)ve  it  or  loathe  it,  this  kind  of  show  has  fiin- 
damentally  changed  how  television  operates — and  made  John  de  Mol  a  very  rich  guy. 

WTiat's  novel  about  such  programming  has  little  to  do  with  scraping  new  lows  in  en- 
tertainment. Televised  displays  of  greed,  lust,  scheming  and  humiliation  have  been  around 
since  Queen  for  a  Day  in  the  i950s  and  the  Newlywed  Game  in  the  1960s;  public  televi- 
sion's on-camera  vivisection  of  the  dysfunctional  Loud  family  in  the  1970s  was  another 
early  example  of  die  genre.  The  revolution  is  as  much  economic — especially  in  the  U.S. 
Along  with  Rndemol's  Fear  Factor,  shows  like  Joe  Millionaire  and  American  Idol  (both  non- 
Endemol  productions)  are  drawing  much  higher  ratings  than  a  lot  of  standard  prime-time 


No  one  ever  went  broke 
underestimating  the 

taste  of  the  television 

audience,  least  of  all 

JOHN  DE  MOL. 

By  Joshua  Levine 


fare,  giving  lineups  a  good  shakedown.  A  | 
they're  changing  the  way  networks  pay  I 
programming.  With  few  exceptions,  re;  I 
ity  shows  are  profitable  from  Day  One  i  I 
the  studios  that  make  them.  The  typical  s  I 
com  or  drama  pays  off  later,  when  it  gets  | 
reruns,  or  never  at  all. 

Reality  TV  doesn't  cost  a  lot  to  produ  | 
No  accident  that  a  frugal  Dutchman  s; 
the  potential  and  took  it  much  further  th  I 
Survivor's  creators  (idea  man  Charlie  Pi 
sons  and  dealmaker  Mark  Burnett,  be 
Brits).  "This  changes  the  whole  pro 
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©2003  Porsche  Cars  North  America,  Inc.  Porsche  recommends  seat  belt  usage  and  observance  of  all  traffic  laws  at  all  times 


The  four  corners  of  the  world  are, 
after  all,  corners. 


ititroducing  Cayenne.  The  next  Porsche. 


It  takes  you  where  no  other  sport  utility  vehicle  can.  At  every  corner,  your  will  connects  to  the  road. 

An  active  suspension  responds  instantly.  The  stability  management  system  ensures  the  perfect  line. 

The  Cayenne.  Pure  Porsche.  In  a  most  unexpected  form.  Learn  more  at  1-800-PORSCHE  or  porsche.com. 
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model  of  television,"  gloats  De  Mol,  who 
keeps  a  gimlet  eye  on  the  bottom  line.  An 
hour  of  Big  Brother  cost  $286,000  during 
the  first  season  (it's  more  now).  An  aver- 
age half  hour  of  sitcom  costs  $1.3  million 
(add  millions  if  it  has  a  pampered  cast  like 
Friends').  Reality  TV  also  provides  plenty 
of  room  to  develop  other  sources  of  rev- 
enue, from  premium-price  call-in  charges 
to  database  marketing. 

Not  that  this  himian  flea  circus  was  an 
easy  sell — even  in  libertine  Holland.  Only 
one  Dutch  TV  station  accepted  the  idea. 
Moreover,  Veronica,  the  channel  that  finally 
bit,  would  agree  to  take  Big  Brother  only  if 
Endemol  ponied  up  half  the  $6  million 
production  cost  itself  in  exchange  for  about 
50%  of  ad  revenues. 

And  so  began  a  global  epidemic.  The 
day  after  Big  Brother  premiered  on  Sept.  16, 
1999  everybody  agreed  it  was  cheesy  and 

Real  People 
Real  Profits 

THE  WORLD  SALIVATES  for  voyeuristic 
entertainment  of  all  kinds.  And  Endemol 
is  there  to  cater  to  every  low-brow  whim. 


voyeuristic,  including  Holland's  beloved 
Queen  Beatrix.  That  didn't  stop  her  coun- 
trymen from  peeking.  By  the  season  finale, 
on  Dec.  30,  around  two-thirds  of  Holland 
was  tuned  in. 

The  Dutch  weren't  the  only  ones  glued 
to  the  show.  At  Mipcom,  the  industry's 
trade  fair  in  Cannes  that  October,  execu- 
tives from  around  the  world  stormed  En- 
demol's  booth  for  the  chance  to  Ucense  the 
Big  Brother  format.  With  a  couple  dozen 
game  shows,  variety  programs  and  reality 
dating  shows  like  All  You  Need  Is  Love,  De 
Mol  had  been  trying  to  crack  the  U.S.  mar- 
ket for  at  least  ten  years  and  never  quite 
managed  it.  Now  suddenly  CBS,  ABC,  Fox 
and  USA  Networks  were  courting  him. 

If  the  Americans  wanted  Big  Brother, 
they  would  have  to  bid  for  it  on  De  Mol's 
terms,  which  meant  coming  to  visit  the 
show's  set  not  far  from  Hilversum.  The 
town,  a  leafy  bedroom  community  40 
minutes  from  Amsterdam,  has  been  a  hub 
of  Dutch  TV  and  radio  production  ever 
since  Philips  buUt  some  of  the  country's 
first  studios  there  in  the  1920s.  "I've  never 
seen  American  TV  executives  jump  on  a 
plane  so  quickly,"  recalls  Gary  Carter,  En- 
demol's  former  executive  director  for 
international  programming. 

In  February 
2000  De  Mol  sign- 
ed a  deal  with  CBS 
President  Leslie 
Moonves,  and  Big 
Brother  first  aired  in 
the  U.S.  the  follow- 


On  Land,  at  Sea  and  in  the  Air 


jy^    Operacion  Triunfo 


ing  summer,  alongside  another  C£ 
import.  Survivor.  CBS  paid  $20  million  ft 
the  first  season  oi  Big  Brother  and  $15  mi 
Hon  for  each  subsequent  one. 

It  wasn't  long  before  the  stock  mark 
took  notice.  After  the  1996  initial  public  o 
fering,  at  $24  a  share,  Endemol  stock  ro; 
only  incrementally,  until  Big  Broth 
boosted  the  shares  to  $100  in  early  2000 
takeover  rumors  swirled.  De  Mol  sold  oi 
to  Telefonica,  the  Spanish  phone  giant, 
$153  a  share  in  stock.  On  his  terms,  j 
4  a.m.  on  Mar.  17, 2000,  the  day  of  a  pn 
conference  annoimcing  the  deal,  De  M' 
was  still  waiting  for  the  Telefonica  team 
they  could  all  sign  the  papers.  He  donni 
his  coat  and  declared  that  unless  Telefoni 
arrived  within  15  minutes,  he  was  goi» 
home.  "He  would  have,  too,"  says  an  exe 
utive  who  was  with  him  in  the  room. 

The  telephone  people  arrived  just 
time  to  go  through  with  their  $5.3  billic 
purchase.  That  sum  came  to  a  lavish 
times  trailing  revenue.  De  Mol's  share  w 
$1.3  billion,  and  he  wisely  hedged  aw 
most  of  his  exposure  (the  phone  stock 
down  64%  since  then).  He  signed  a  co 
tract  giving  him  autonomy  in  return  foj 
promise  to  stay  on  for  five  years. 

What  De  Mol  did  that  competitors  c 
not  do  on  anywhere  near  the  same  sc; 
was  to  rush  headlong  into  internatior 
expansion.  "I  knew  that  it  wouldn't  ta 
very  long  before  everybody  started  copyi 
us,"  he  says.  "So  I  figured,  why  not  co 
ourselves?"  Endemol  could  have  madi 
handsome,  risk-free  return  by  simj 
licensing  the  formats 
producers  in  other  cou 
tries,  raking  in  a  fee  of  ^ 
to  8%  of  production  co: 
Instead,  De  Mol  1 
acquired  or  started  prodi 
tion  arms  in  21  countrie; 
In  2002  Endemol  a 
its  afiiliates  produced  soi 
15,000  hours  of  progra 
ming,  or  about  400  progr; 
series  (there  is  also  a  go 
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No  one  hates  to  see  an  employee  hurt  more 
than  we  do.  (Accident  prevention  is,  after  all, 
our  obsession.)  But  even  at  the  safest  companies 
there  will  sometimes  be  disabling  injuries. 
And  when  they  happen,  we'll  be  there  with 
innovative  programs,  helping  employees 
recover  and  get  back  to  work  as  quickly  as 
possible.  At  the  same  time, we'll  be  reducing 
employer  costs.  Last  year,  for  instance,  we 
saved  our  clients  over  $150  million, thanks  to 
Liberty's  extensive  PPO  network. 
Employers  and  disabled  employees  will  also 
benefit  from  programs  that  bring  occupational 
therapists  into  the  workplace. 
Unlike  traditional  therapy  that  only  simulates 
job  tasks,  our  therapists  assist  injured  employees 
with  their  actual  job  duties.  Ultimately,  this 
translates  to  lower  medical  costs.  But  most 
importantly  it  means  an  accelerated  and  more 
successful  return  to  work.  Something  we  can 
all  feel  a  little  better  about. 


For   further  information    on   our   return    to    work   programs,  just   visit 
www.libertymutual.com/returntowork.  To  contact  0  representative,  coll  1-800-4LIBERTY. 


Liberty 
Mutual. 


2002  Irberty  Mutual  Group 
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amount  of  non-reality-TV  fare  included  in 
the  mix).  Its  library  contains  500  formats, 
250  of  which  are  in  production  at  any  one 
time.  These  are  the  assets  it  peddles  aroimd 
the  world,  good  enough  for  estimated  2002 
operating  income  (earnings  before  depre- 
ciation, interest  and  taxes)  of  $160  million 
on  revenues  of  $970  million.  In  hindsight  it 
is  clear  that  Telefonica  grossly  overpaid,  but 
there  is  some  growth  potential  here. 

Endemol  continues  to  expand,  in  part 


Take  this  recent  episode  oi  Fear  Factor, 
which  originated  in  Holland  and  now  gir- 
dles the  globe  as  one  of  Endemol's  best- 
selling  formats:  Contestants  were  chal- 
lenged to  eat  Fear  Factor  pizza,  made  with 
coagulated  blood,  rancid  cheese  and  a  bile- 
based  crust.  Advertisers  lap  this  stuff  up. 
That's  because  each  week  8  million  Amer- 
icans 18  to  49  watch  the  show.  Fear  Factor 
is  the  top-rated  program  for  that  age  group 
between  8  p.m.  and  9  p.m.  on  Monday. 


The  Moguls  of  Multimedia 

No,  they're  not  as  well  known  as  Rupert  Murdoch  or  George  Lucas  or  Michael  Bloomberg. 
Still,  the  wealthiest  media  barons  outside  the  U.S.  are  anything  but  pikers. 


Kenneth  Thomson         Hubert  Burda 

Reinhard  Mohn 

Heinz  Bauer 

Name 

Final  worth 
($mil) 

Country 

Origin 

Properties 

Kenneth  Thomson  &  family 

$14,000 

Canada 

publishing 

Thomson  Corp. 

Reinhard  Mohn  &  family 

4.100 

Germany 

media 

Bertelsmann  AG 

Gustavo  Cisneros  &  family 

4,000 

Venezuela 

media 

Cisneros  Group 

Monika  &  Stefan  Dieter  von 

Hloltzbrinck  3,800 

Germany 

publishing 

Holtzbrinck  Group 

Hubert  Burda 

2,900 

Germany 

publishing 

Hubert  Burda  Media 

Heinz  Bauer          'MM 

aHilBI  2,700 

Germany 

publishing 

Verlagsgruppe  Bauer 

Kerry  Packer 

2,500 

Australia 

media 

Publishing  &  Broadcasting  Ltd. 

Clive  Calder 

2,300 

U.K. 

record  label 

Zomba  Records 

by  coming  up  with  new  ideas  that  nudge 
down  the  line  of  questionable  taste  a  cou- 
ple of  notches.  "If  I  created  a  show  with  ten 
people  in  a  plane  and  nine  parachutes,  and 
I  stalled  the  plane  out  at  20,000  feet,  I 
would  get  thousands  of  people  to  volun- 
teer for  that  show  tomorrow,"  says  De  Mol. 
"I  would  never  do  that,  and  there's  a  line  in 
my  head,  but  let's  face  it — there's  a  big  dif- 
ference between  where  that  line  is  today 
and  where  i!  was  25  years  ago." 

When  the  line  dips  too  low,  De  Mol 
often  hears  from  his  longtime  girlfriend, 
Els,  and  his  sister,  Linda,  an  actress  who 
plays  detective  Niclo'  Spoor  on  a  Dutch  cop 
show  called  Spangen,  produced  by  Ende- 
mol. "We're  the  ones  who  tell  him,  'You 
can't  do  that!' "  says  Linda  In  the  long  run, 
it's  probably  a  losing  battK. 


U.K.  publishing    Daily  Mail  &  General  Trust 

With  a  steady  supply  of  first-run  reality 
shows  beating  out  drama  and  comedy  re- 
runs during  the  summer,  the  standard 
business  formula  of  television  is  fast  break- 
ing down.  "The  summer  is  now  about  orig- 
inal programming,"  says  David  Goldberg, 
president  of  Endemol  U.S.A.  "Do  you  want 
to  pay  $2  million  an  episode  to  rerun  the 
West  Wing  in  the  simimer  just  to  get  a  4 
rating?  It's  getting  creamed  by  the  Bache- 
lor," an  ABC  show. 

Endemol  has  1 6  projects  in  the  works 
for  the  U.S.  market,  enough,  it  says,  to 
boost  revenues  here  50%  over  last  year's 
$50  million.  Want  a  good  chuckle  watch- 
■ng  people  like  you  fumble  rudimentary 
i  isks  after  two  days  of  no  sleep?  Tune  in 
to  Endemol's  Exhausted,  one  of  several 
new  shows  likely  to  air  this  year. 


Some  of  the  biggest  gains  for  Endemo 
aren't  visible  in  the  30-second  spots  foi 
beer.  Consider  how  the  company  has  ex- 
ploited Operacion  Triunfo,  Endemol 
Spanish  talent-hunt  format.  In  the  fall  o 
2001,  16  young  people  of  widely  varyinj 
natural  gifts  entered  a  "talent  academy' 
outside  Barcelona,  to  strut  and  fret  thei 
brief  hours  on  the  stage  as  audience  anc 
coaches  yanked  them  off.  Finally,  on  a  Sat 
urday  night  in  May,  a  pudgy  21-year-ol( 
named  Rosa  Lopez  warbled  her  winnini 
song,  and  15  million  Spaniards — 68%  o 
Spain's  TV  audience — went  loco.  Triutif 
logged  9.7  million  telephone  and  SM 
(short  message  service)  calls,  which  at  pre 
mium  rates  brought  in  $9.4  million,  spl 
among  Endemol,  the  government-owne. 
Television  Espanola  and  Telefonica. 

Ejection  from  the  talent  school  didn 
stop  the  contestants'  subsequent  career 
they  all  became  stars.  CD  sales  for  the  whoi 
Operacion  Triunfo  crew  came  to  4.8  mi 
lion  copies,  producing  revenue  of  $30. 
million  for  Endemol.  Videocassette  sal^ 
brought  in  another  $7.3  million,  an 
600,000  Spaniards  paid  $28  for  tickets  t 
one  of  the  25  concerts  related  to  th 
show — another  $17  million  haul.  So  ove 
whelming  was  this  juggernaut  that  IC 
Spanish  musicians  and  critics  signed 
manifesto  protesting  the  fact  that  0} 
eracion  Triunfo  left  little  room  for  any  oth' 
music  in  Spain. 

"We  aren't  really  a  television  produo 
at  all  anymore,"  De  Mol  says.  "We  are 
content  provider  for  multiple  platforms 
Translation:  There's  a  lot  more  money 
be  made  than  just  selling  programmii 
ideas  for  a  fee.  The  chief  medium  for  doii 
that  right  now  is  the  mobile  phone,  whii 
is  far  more  prevalent  in  Europe  than  in  f 
U.S.  and  used  far  more  often  to  send  te 
messages.  Endemol  gets  25%  to  50%  oft 
message  charges.  The  money  audiences  p 
to  interact  with  Endemol  programmir 
including  messaging,  delivers  roughl) 
fifth  of  its  revenue.  Within  three  years  tl 
could  double. 

Some  of  Endemol's  new  offerin 
won't  involve  TV  at  all.  In  April  it  w 
debut  a  personalized  diet  service  in  Ht 
land  and  Germany,  communicating  da 
with  subscribers  through  SMS  for  up  to 
cents  per  message.  A  previous  service, 
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j're  looking  at  the  Mu(iJ)-chip,  the  smallest  chip**  on  the  planet.  Mu-chip 
!  be  attached  to  most  things,  including  passports  and  bank  notes.  It  is 
olutionizing  security  and  authentication  technologies  with  its  intelligent  data 
rage  abilities.  As  an  egg  brings  new  life,  so  Hitachi  is  always  looking  to  bring 
lew  quality  to  life.  Hitachi  is  working  throughout  the  various  fields  of  life 
ences,  this  includes  all  human  protein  analysis  through  which  lives  can  be 
'ed  and  prolonged.  Small  wonders  building  big  futures.  Visit  Hitachi  on  the 
b  and  see  how  we're  inspiring  the  next  with-our  advanced  technologies  and 
ovative  solutions. 

ual  chip  size  measures  0.4  mm  x  0.4  mm   "'Smallest  RFID  (radio  frequency  identification)  chip 
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conjunction  with  a  Dutch  realit)'  TV  show 
called  Big  Diet,  hooked  half  the  trial  mem- 
bers into  paying  $12  for  two  months  of 
tips  and  advice.  This  time  Endemol  is  cut- 
ting out  the  TV  broadcaster  altogether.  The 
reams  of  data  Endemol  collects  on  the 
personal  habits  of  its  subscribers  are  ex- 
tremely useful  to  sponsors.  "If  we  could 
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develop  programming  for  mobile  phones 
with  the  impact  of  Big  Brother,  the  finan- 
cial impact  could-be  25  times  as  great," 
says  De  Mol.  Linda  de  Mol  says  her 
brother  is  starting  to  kick  back  a  bit  now. 
Don't  count  on  it.  W^ith  new  deregulation 
in  the  phone  business  and  a  swarm  .of 
competition,  Telefonica  could  decide  that 


Endemol  is  too  much  of  a  distraction.  D 
Mol  might  conceivably  buy  his  compan 
back.  Brace  yourself:  Independence  jui 
might  inspire  him  to  inflict  yet  more  hici 
'den  cameras,  bUe  pizzas  and  spinning  aii 
planes  on  TV  viewers. 

Additional  reporting  by  Allison  Pass. 


II 


StageStruck 

Joop  van  den  Ende  made  a  pile  doing  reality 
TV.  Now  he's  indulging  his  real  passion. 


The  other  billionaire— the  "Ende"  of  Endemol— is  Joop  van 
den  Ende.  His  production  company  first  squared  off 
against  John  de  Mol  Produkties  B.V.,  then  merged  with  it 
in  1994.  It  was  not  a  marriage  meant  to  last— not  with  two 
strong-headed  chiefs  who  approached  entertainment  so  differ- 
ently. "Reality  TV  is  not  my  taste,"  says  Van  den  Ende,  61,  who 
suffered  from  high  blood  pressure  and  depression  while  at 
Endemol. 

Nonetheless,  he  says,  "I'm  very  proud  of  Endemol  and  how  big 
it  got."  And  very  relieved  to  be  on  his  own  again.  In  a  sale  to  Tele- 
fonica in  March  2000,  Van  den  Ende  collected  $1.3  billion  in  stock 
and  soon  quit. 

He  went  off  to  feed  his  childhood  passion:  the  theater.  Today 
his  privately  held,  Amsterdam-based  Stage  Holding  does  $450 
million  in  sales  from  live  entertainment,  with  productions  cur- 
rently running  in  four  countries.  It  owns  five  theaters  and  seven 
restaurants  in  Europe  and  is  putting  an  estimated  $10  million  into 
renovating  a  five-theater  complex  in  New  York  City.  The  company 
grew  out  of  the  theatrical  unit  he  bought  from  Endemol  in  1999  for 
an  estimated  $80  million.  "Everybody  told  me,  'Don't  do  it!'"  Van 
den  Ende  recalls.  "But  it  was  my  love  and  my  inspiration.  Without 
that,  it  was  impossible  for  me  to  do  TV."  (The  Amsterdam  Stock 
Exchange  liked  the  move:  Endemol's  share  price  shot  up  17%  the 
day  after  the  sale.) 

Van  den  Ende's  romance  with  theater  started  when  he 
was  6  when  he  staged  a  puppet  theater  for  neighborhood 
kids.  In  his  20s  he  started  a  theater  company  with  a  $7,000 
bank  loan  from  ABN  Amro.  Putting  on  classic  and  contempo- 
rary plays,  the  company  went  virtually  nowhere  until  Van 
den  Ende  was  persuaded  by  one  of  his  actors  to  get  into  TV 
production.  Lucrative  sitcom  deals  allowed  him  to  produce 
serious  drama.  Joop  van  den  Etide  Productions  grew  into  a 
$75  million  (sales)  TV  producer,  the  largest  in  Holland. 

Having  fortuitoi's'y  sold  a  big  chunk  of  his  now 
depressed  Telefoni;.  - ithin  roughly  six  months  of  th 

merger,  Van  den  End(       i    las  money  to  burn— $1.1  billion  or 
so,  we  estimate.  Goot.     ;ng.  Some  nine  out  of  ten  Broadw? 


musicals  fail.  His  first  Broadway  show,  Cyrano:  The  Musi- 
cal, opened  in  November  1993,  lasted  for  137  performances: 
and  lost  $10  million. 

He  was  better  prepared  for  his  next  ventures  into  Man- 
hattan. Having  bought  50%  of  Dodger  Stage  Holding  Theatri-'j 
cals,  an  experienced  Broadway  producer,  in  1997,  Van  den: 
Ende  bankrolled  Titanic,  which  won  five  Tony  awards  andi 
made  money  when  Stage  Holding  brought  it  to  Europe.  Stage; 
Holding  finances  all  of  its  productions  in  Holland  and  Ger-i 
many  but  gets  angels  to  put  up  anywhere  from  20%  to  80%  of: 
the  costs  of  New  York  and  London  shows.  Van  den  Ende  also; 
learned  to  spread  risk  by  supplementing  his  own  productions^ 
with  licensed  deals  (Ttie  Lion  King  from  Disney,  for  example, 
in  Holland  and  Germany)  and  coproduced  works  like  thai 
British  production  of  Fosse.  Over  the  last  three  years,  says^ 


All  for  one:  Van  den  Ende  and  cast  members  of  3  Musketeers. 

Finance  Director  Bart  van  Schriek,  Stage  Holding  has  nettet 
5%  to  8%  of  revenues  aftertax— thanks  in  part  to  receipts  frort 
restaurants  and  from  Top  Ticket  Line,  a  Ticketmaster-like  ser 
vice  that  sells  seats  for  all  of  Van  den  Ende's  shows  in  Hoi 
land  and  70%  of  those  in  Germany. 

These  days  Van  den  Ende  is  focused  entirely  on  dress  re 
hearsals  for  3  Musi(eteers,  which  opens  in  Rotterdam  this  month 
The  idea  for  a  stage  adaptation  of  the  Alexandre  Dumas  classi( 
has  been  kicking  around  in  his  head  for  nearly  a  decade.  He'; 
been  involved  in  every  aspect— casting,  set  design,  costumes 
publicity,  down  to  lines  to  the  toilet.  "My  heart,"  he  says,  "is  witi 
the  people  on  stage."  —Allison  Fas 
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Novartis  and  Clay  drove 
his  T'Lii^^  into  remission 
in  60  davs. 


In  March  2000  Clay  Coker  dragged  himself  into  his  local  ER.  He  had 
already  suffered  through  months  of  fever,  chills  and  extreme  fatigue, 
but  what  he  discovered  made  him  feel  even  worse.  He  was  diagnosed 
with  cancer.  It  had  made  him  so  weak  that  climbing  a  flight  of  stairs 
became  impossible.  But  those  dark  days  are  over.  Today,  Clay's  feeling 
great  and  climbing  mountains  to  prove  it.  Novartis  is  proud  to  be  the 
innovative  force  that's  bringing  new  optimism  and  hope  to  patients  and 
their  families.  No  one  can  promise  what  the  future  holds  for  cancer 
patients,  but  today  Clay  is  winning  the  fight  against  his  particular 
form  of  cancer,  enjoying  a  good  quality  of  life  and  realizing  his  dreams. 

Think  what's  possible. 


"Last  year,  cancer  made  me  too  weak  to  climb 
a  flight  of  stairs.  This  year,  I  climbed  Pike's 
PeaK  ana  lovea  it"  —  Clay  Coker 


NOVARTIS 


www.novartis.com 


BILLIONAIRES 


InPraisexrf 

Inequality 


In  Winston  Churchill's  oft-quoted  formulation,  "Democracy  is  the  worst  form  of  gov- 
ernment except  all  those  other  forms  that  have  been  tried."  He  could  have  said  the 
same  about  capitalism.  It  may  not  be  pretty,  but  it  has  turned  out  to  be  the  least  bad 
way  of  settling  society's  accounts. 

In  this  annual  survey  of  the  world's  richest  people,  it's  worth  pausing  to  consider 
one  ugly  effect  of  capitalism.  It  creates  a  few  very  wealthy  grandees — ^what  the  1992  bil- 
lionaires survey  in  FORBES  called  "the  trickle-up  phenomenon."  And  this  phenomenon 
has  generated  a  lot  of  envy  among  those  less  fortunate. 

Envy,  though,  is  easier  to  bear  than  poverty.  Socialism  succeeded  in  lowering  every- 
body's living  standard.  And  the  Third  World  today  has  greater  economic  disparities 
than  the  First.  To  be  sure,  billionaires  tend  to  congregate  in  rich  countries.  All  except 
one  of  the  top  ten  countries  in  billionaire  density  have  income  per  head  above  $22,000 
a  year  (the  exception  is  Saudi  Arabia).  But  on  the  whole,  income  and  wealth  are  more 
evenly  distributed  in  affluent  countries  than  in  poor  ones. 

A  single  number,  called  the  Gird  index — after  economist  Corrado  Gini — sums  up  the 
degree  of  economic  equality  in  a  society.  You  draw  a  curve  plotting  the  cumulative  share 
of  wealth  (or  income),  y%,  owned  by  the  poorest  x%  of  the  citizens.  If  everyone  has  ex- 
actly the  same  money,  the  two  numbers  are  always  equal — the  bottom  20%,  for  exam- 
ple, would  have  20% 
of  the  pie — and  the 
curve  would  be  a 
straight  line  tipping 
up  at  a  neat  45-degree 
angle.  If,  at  the  other 
extreme.  Bill  Gates 
owned  every  last  dol- 
lar and  the  rest  of  us 
were  broke,  the  line 
would  go  flat  until  the 
very  last  point,  where 
it  would  lurch  up  at  a 
vertical  angle. 

All  societies  fall 
between  these  ex- 
tremes. The  Gini 
number  is  defined  in 
such  a  way  that  it 
would  equal  0  for  the 
imaginary  egalitarian 


A  disparity  of  income 

and  wealth  is  good  for 

us,  as  long  as  people 

can  move  up  the  laddee 

By  Nigel  Holloway 

society  and  1  for  the  Bill-Gates-has-it-l 
society.  Most  developing  countries  hav 
Gini  of  0.45  or  higher.  Nominally  socia 
China  comes  in  at  0.40,  alongside  the  L 
(see  table,  p.  100).  Most  of  western  Euro 
clusters  around  0.30.  We  don't  have  a  G 
handy  for  feudal  England,  but  it  woi 
probably  be  at  the  high  end  of  the  scale 

In  the  West  everybody  is  better  off  th 
people  were  in  the  days  when  the  only  v 
to  subsist  was  by  farming.  Capitalism  1 
produced  a  rising  tide  that  has  lifted 
boats.  But  it  has,  no  question,  lifted  so 
boats  a  lot  more  than  others. 

These  Gini  numbers,  mind  you,  m 
sure  wealth,  not  consumption.  The  Gi 
household  is  something  like  150,000  tir 
as  rich  as  the  average  American  househ( 
but  it  does  not  spend  150,000  time 
much  on  food  and  medicine.  Taxes  < 
phUanthropy  push  the  distribution  of 
ing  standards  a  long  way  in  the  direct 
of  equality. 

Do  these  two  forces  go  far  enough 
ward  equality?  That  is  the  great  debate 
social  philosophers.  When  President  B 
announces  his  plan  to  cut  taxes,  his  op 
nents  greet  the  proposal  with  cries  h 
helping  the  rich.  In  Venezuela  the  dh 
between  haves  and  have-nots  has  made 


mtmh^ 
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Or  Wednesday,  for  that  matter.  Friday 
would  work  nicely  as  well.  In  fact,  with  the 
Adaptive    Variable    Suspens 
(AVS)  control  available  on 
the    Lexus    ES,   you    can 
select  from  four  modes  of 
driving  —  from  "Comfort" 
to  "Sport" —  any  day  of  the 
week.    It's    merely   one    of 
thoughtful   luxuries  that  abound   in 
this  remarkable  sedan. 

How  exactly  does  AVS  work?  Picture 
yourself  out  for  a  spin,  on  a  road  that 
demands  to  be  driven.  Select  "Sport"  for 
a  tighter,  more  precise  feel.  Or  if  you're 
driving  along  a  route  that  has  seen  better 


TAKE  A 


SUNDAY  DRIVE 


TUESDAY 


days,  choose  "Comfort,"  for  the  incredibly 
smooth  ride  that  is  one  of  the  hallmarks  of 
Lexus  luxury.  Should  you  be  in  a 
more  ambivalent  mood,  rest 
assured:  there  are  two 
other  settings  to  suit  you. 
Never  content  to  leave 
well  enough  alone,  Lexus 
engineers  also  gave  the  ES 
suspension  the  ability  to  "read"  the 
road.  So  that  fissures,  divots  and  bumps  are 
continuously  detected  and  interpreted, 
allowing  the  suspension  to  react  accordingly. 
With  AVS  at  your  command,  you  can 
take  on  any  road,  indulge  any  mood. 
Whether  the  weekend  or  not. 


Can  an  automobile  delight,  comfort,  fascinate  and  energize  you?   I    /^\m 
Take  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection.    I    V — ^ 


Lexus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  traffic  laws  and  drive  responsibly 
©2002  Lexus,  a  Division  of  Toyota  Motor  Sales,  U.S.A.,  Inc.  For  more  information,  call  800-USA-LEXUS  (800-872-5398). 
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YOUR  NAME 


$. 


to  have  his  custom 


NUMBER  OVER  100 

shirts  crafted  by  a 


JOB  TITLE 

But  now  he  can  get  the  same 
great  fit  from  landsend.com  for 
a  lot  less.  Which  made  him 
think,  "Wow,  I  must  have  been 
living  on  planet 


PROPER  NOUN 


DRESS  SHIRTS  STARTING  AT  $49 

Custom  clothing  only  at  landsend.com 


BILLIONAIRES 


©2003  Lands  i 


Jarett  Medicine  Elk,  Northern  Cheyenne/ 
Asslnlboine.  Business  major,  peer  tutor, 
illustrator,  public  and  motivational  speaker 
To  leatn  inore  about  tribal  colleges, 
call  800.77G  3863  oi  i/n  t,i  r  I^opfindorg. 
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Rich  and  Poor 


country  virtually  ungovernable.  China's 
leaders  have  chosen  to  ride  the  capitalist 
tiger  even  if  rapid  economic  growth  leads 
to  social  tension. 

Economic  inequality  has  two  effects, 
one  good,  one  bad  and  both  named  by 
economists  Joseph  Zeira,  John  Hassler 
and  Jose  Rodriguez  Mora.  The  good  one 
is  the  incentive  effect.  The  greater  the  dis- 
parity between  wealth  and  income,  the 
harder  people  strive  to  be  successful,  and 
by  their  striving  they  enlarge  the  pie.  The 
bad  effect,  called  the 
distance  effect,  is 
that  inequality 
begets  more  in- 
equality— the  chil- 
dren of  the  poor 
have  to  work  harder 
to  succeed,  com- 
pared with  the  chil- 
dren of  the  rich. 
Just  compare  the 
schools  in  a  de- 
prived neighbor- 
hood with  those  in 
a  better-class  one. 

A  society  can 
choose  to  reduce 
the  distance  effect 
by  taxing  the  rich 
and  spending  the 
proceeds  on  the 
poor.  But  in  so 
doing  it  reduces  the 
incentive  to  get 
ahead.  European 
countries  tend  to 
have  a  lower  Gini  than  the  U.S. — and 
higher  unemployment  as  well.  In  1980 
U.S.  economic  output  per  capita  was  just 
about  the  same  as  in  France  and  Ger- 
many. Since  then  the  per  capita  output  in 
tliose  countries  has  gone  sideways,  while 
in  the  U.S.  it  has  climbed  50%. 

More  than  tax  structures  are  at  work, 
to  be  sure.  Egiilitarian  South  Korea  has 
seen  a  fivefold  gain  in  living  standards  in 
the  past  22  years.  Korea  is  not  merely  cap- 
italist but  also  socially  homogeneous,  and 
a  place  where  hard  work,  saving  and  ed- 
ucation are  prized. 

One  lesson  of  all  this  is  that  societies 
where  the  spoils  are  more  unevenly  di- 
^  ided,  such  as  the  U.S.,  had  better  be  mo- 


bile — or  else.  If  a  large  enough  numb 
people  believe  they  have  a  fair  shot  at 
cess,  then  they  will  put  up  with  th 
megarich.  But  if  large  numbers  feel  stuo 
at  the  bottom,  sooner  or  later  they  will  a 
plode.  For  now,  mobility  is  making  Chin 
safe  for  capitalism.  The  masses  believe  tk; 
plenty  of  people  have  become  rich  coi 
ruptly.  But  the  Chinese  economy  still  offei 
lots  of  legitimate  business  opportunities 
Hong  Kong  has  one  of  the  widest  dl 
parities  in  income  of  any  developed  econ 
omy.  Yet  social  ui 


The  wealth  gap  in  the  U.S.  is  worse  than 
China's.  But  the  U.S.  provides  more 
opportunities  to  amass  a  fortune. 


Country 

Gini 
index 

Per  capita 
GDP 

2003 
billionaires 

Canada 

31.5 

$22,379 

15 

China 

40.3 

845 

0 

France 

32.7 

21,751 

13 

Germany 

30.0 

23,098 

43 

Hong  Kong 

52.2 

24,010 

11 

Italy 

273 

18,730 

11 

Japan 

24,9 

37567 

19 

Mexico 

53.1 

5,817 

11 

Russia 

48.7 

1,697 

17 

South  Korea 

31.6 

9,668 

2 

Spain 

32,5 

14,077 

7 

Sweden 

25.0 

25,705 

5 

United  Kingdom 

36.8 

23,688 

14 

United  States 

40.8 

36,144 

222 

Venezuela 

49.5 

4,981 

2 

Sources:  The  World  Bank;  Forbes.com. 


rest    is    unlikel 
People  there  are  tc 
busy  trying  to  eij 
rich  themselves. 
Mobility  also 
important  at  tl 
top  end.  Consid 
these      prophet 
words  about  wh 
was     then     Gei 
many's  forthcop 
ing         econom 
malaise,  quoted 
the  FORBES  billio 
aires  survey  of  19f 
Too  much  G« 
man  family  weal 
was  kept  in  priv& 
hands,  passed  frc 
one  generation 
another.  Accor 
ing  to  Meinha 
Miegel,  then-din 
tor  of  IWG,  a  Bon 
based  think  tar 
"As  soon  as  someone  starts  enjoying  1 
wealth,  that's  it,  he's  finished.  The  fi 
generation  is  hungry,  the  second  presei 
ing,  the  third  easygoing,  the  fourth  wa 
ing.  We  are  entering  the  easygoing  sta 
we're  not  yet  into  wasting.  Which  mej 
we  are  programming  stagnation." 

In  1990  FORBES  counted  38  billic 
aires  in  West  Germany.  Thirteen  ye 
later  the  number  had  edged  up  to  4; 
1 3%  rise.  The  billionaire  count  jumf 
11 1  %  in  the  rest  of  Europe  and  1 24% 
the  U.S. 

As  FORBES  wrote  in    1992:  "" 
needn't  love  our  billionaires,  but 
should  be  grateful  we  live  in  a  society  t 
keeps  creating  new  ones." 
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GO    GETTER 


UP  AND    COIVlER 


LOAFER 


AHen 
Edmonds 

For  All    Walks  of  Life'^ 


Styles  from  business  to  casual,  sizes  5-16  and  widths  AAA-EEE.  Truly  the  widest 
selection  available.  And  with  our  exclusive  Recrafting®  process,  you  can  add  new  life  to  your 
loafers  or  any  Men-Edmonds  shoes.  For  a  catalog  and  dealer  near  you,  call  1-800-235-2348. 

Made  in  USA  shoes  from  top  to  bottom:  Harrington,  Kingsley.  Danbury  allenedmOnds.COm 


BILLIONAIRES 


Masayoshi  Son  should  be  hiding  in  a  dark  barroom  these  days.  At  the  height  of 
the  dot-com  bubble  the  iconoclastic  Japanese  businessman  was  worth  $76  bil- 
lion, within  spitting  distance  of  Bill  Gates,  only  to  watch  his  worth  collapse  to  a 
mere  $1.1  billion  three  years  later. 

But  Son  says  this  is  the  happiest  time  for  him  since  the  very  early  days  of  his  career. 
In  the  past  year  or  so  Son  has  single-handedly  turned  Japan  from  an  Internet  backwater 
into  the  nation  with  the  fastest-growing  and  most  technically  advanced  high-speed  data 
network  in  the  world,  one  which  he  owns.  Thanks  to  Yahoo  BB,  his  I8-month-old 
broadband  service,  Japan  (at  4.8%)  is  on  t!ie  verge  of  passing  the  U.S.  (at  5.6%)  m  die 
fraction  of  households  with  a  high-speed  In  ernet  connection. 

Until  Son's  Yahoo  BB  service  arrived  on  ^he  scene,  Japan  had  the  world's  steepest 
Internet  and  telephone  charges.  Now  they  arc      i.ing  the  cheapest.  With  2  million  sub- 


Japan's  MASAYOSHI  SOh 

lost  more  money  than 
anyone  in  history. 

But  he  may  earn  some 

of  it  back  by  solving  the 

last-mile  problem. 

By  Benjamin  Fulford 
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Performing  on  the  highest  stage  takes  a  lifetime  of  commitment. 


stundiiiji  ovation 
on  hroadwa\ 


land  lead  role 


off-hroadway 
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g  you  appreciate  life 


orsico  Capital  Management,  LLC.  UMB  Distribution  Services,  LLC,  Distributor, 

fund  witfi  at  leost  a  3-year  history,  Morningstar  calculates  a  Morningstar  Rating™  eacii  month,  based  on  a  Morningstar  Risk-Adjus'ed  Return  measure  that  accounts  tor  variation  in  a  fund's  monthly 
ice  (including  the  effects  of  sales  charges,  loads,  and  redemption  fees),  placing  more  emphosis  on  downward  variations  and  rewarding  consistent  performance.  The  top  1 0%  of  funds  in  each  category 
stars,  the  next  22,5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22,5%  receive  2  stars,  and  the  bottom  1 0%  receive  1  star,  (Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this 
roted  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.)  The  Overall  Morningstor  Rating™  for  a  fund  is  derived  from  a  weighted  overage  of  the  performance  figures  associated 
5- and  1 0-yeor  (if  applicable)  Morningstar  Rating™  metrics.  The  Focus  Fund  and  the  Growth  Fund  each  received  4  stars  for  the  3-year  and  5  stars  for  the  5-year  periods  that  ended  1  /3 1  /03,  out  of  806 
J.S.-domiciled  Large  Growth  Funds,  respectively.  The  overage  annual  returns  for  the  1  -  and  5-year  (since  inception)  periods  that  ended  1 2/3 1  /02  were  -1 6.69%  and  4.93%,  respectively  for  the  Focus 
•16.79%  and  4.  ]  7%,  respectively,  for  the  Growth  Fund.  This  informotion  represents  past  performance,  which  is  no  guarantee  of  future  results.  The  principal  value  and  investment  return  of  an  investment 
lie,  so  on  investor's  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  cost.  For  more  current  performance  information,  please  call  888-860-8686  or  visit  marsicofunds.com 
omingstar.  Inc.  All  Rights  Reserved.  The  information  contained  herein:  (1 )  is  proprietary  to  Morningstar;  (2)  may  not  be  copied  or  distributed;  and  (3)  is  not  warranted  to  be  accurate,  complete,  or  timely. 
oriiingstar  nor  its  content  providers  are  responsible  tor  any  damages  or  losses  arising  from  any  use  of  this  information. 
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Today's  online  researching 
becomes  tomorrow's  purchases, 
both  offline  and  online.  Compete, 
Inc.  is  the  only  company  that 
analyzes  the  online  behavior  of 
10  million  consumers,  providing 
predictive  analytics  to  help  you 
know  what's  coming.  And  profit 
from  it.  Reach  us  at  617  867.7139. 


Compete 

The  Predictive  Ecige 


scribers  paying  $33  per  month  (against  a 
typical  cost  in  the  U.S.  of  $55),  and  new 
ones  signing  up  at  a  rate  of  250,000  per 
month,  Yahoo  BB  owns  32%  of  Japan's 
broadband  business.  Son  is  seriously 
threatening  the  financial  foundations  of 
the  Nippon  Telephone  &  Telegraph  net- 
work, Japan's  once  seemingly  unassail- 
able monopoly.  To  top  it  all  off.  Son 
claims  he  is  breaking  even  in  a  business 
that  loses  money — on 
the  broadband  side — for 
big  service  providers 
such  as  AOL  and  Earth- 
link in  the  U.S. 

Son  is  still  beset  by 
critics.  The  scuttlebutt 
in  Tokyo  until  recently 
was  that  Softbank,  Son's 
holding  company  of 
400  subsidiaries,  was  tee- 
tering on  the  brink 
of  a  bankruptcy  filing. 
Its  once-famous  asset 
mountain  is  down  to 
$2.4  billion  while  debts 
approach  $1.6  billion. 
Son's  cavalier  answer  to 
questions  about  his 
wealth:  "Once  you  get 
past  a  certain  amount  of 
money  you  can't  spend 
it  anyway."  For  the  six 
months  ended  in  Sep- 
tember 2002,  Softbank 
lost  $487  million  on  rev- 
enue of  $1.6  billion. 
Sales  were  up  only  4%. 

The  success  of  Yahoo 
BB  has  restored  some 
luster  to  Softbank's 
image.  The  change  in 
fortune  is  typical  Son. 
He  has  reinvented  his 
business  so  many  times, 
it  has  become  hard  to 
keep  track  of  what  he,  or 
it,  is  doing.  Son  started  out  selling  soft- 
ware, then  bought  PC  magazines  and 
then  became  a  huge  Internet  investor, 
buying  large  chunks  of  Yahoo,  E-Trade, 
Geocities  and  Buy.com.  At  one  point  he 
claimed  to  own  10%  of  the  Internet. 

But  his  jump  into  broadband  took 
even  his  board  of  directors  by  surprise. 


Big  Busts 

Think  your  portfolio  is  hurt- 
ing? These  five  lost  billions. 


TED  TURNER 

AOL  Time 

Warner 

$9.4  billion 


YOSHIAKI 
TSUTSUMi 

Land  baron 
$13.5  billion 


WALTER 

HAEFNER 

Computer 

Associates 

$9.1  billion 
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"They  said,  'You  must  be  insane,  it  i 
money,  you  can't  do  it,  it  is  a  dan^ 
gamble  on  an  unproven  network  1 
time  when  telecom  companies  are  a' 
losing  money,'"  Son  admits.  "I  decidei 
to  ignore  them  and  bet  everything  o 
this."  He  didn't  need  to  lean  on  th) 
board  too  hard  to  get  his  way;  he  owj' 
60%  of  the  company. 

The  bet  in  question  called  for  a  $11 
billion  capital  budget  1 
lease  a  chunk  of  dai 
fiber  from  NTT  and  od; 
ers  and  attach  it  to  hi^ 
speed  digital  subscribi 
line  gear  at  NTT's  maij 
switching  stations.  Whi; 
other  broadband  con' 
panies  offer  nothing  b 
fast   Internet   connei 
tions.  Son  offers  Ne- 
based    voice     servic 
hundreds  of  televisi( 
channels  and  video 
demand,  with  plans  f 
more  features  yet  to 
unveiled. 

Over  the  past  t\ 
years  Softbank  paid  f 
the  network  build-o 
by  selling  large  chunks 
stock  in  Yahoo,  E-Tra 
and  other  former  cro\ 
jewels.  Now  Son  is  a) 
selling  Softbank's  49 
share  of  Aozora  Bank, 
old-style  lender  that  S 
had  promised  to  tu 
into    a    new-econoi 
financial  powerhouse. 
The  early  going  v 
tough.  Although   N 
opened  its  switchboai 
by  government  order 
Softbank  technicians 
made  sure  there  were 
electrical    outlets 
them  to  plug  their  gear  into.  Subsequ 
delays  in  starting  service  alienated  m; 
early  subscribers.  By  April  2001  Sc 
bank's  share  of  new  broadband  si 
scribers  fell  from  15%  to  12%  and  it  a 
losing  $2  million  a  day. 

Even  before  the  service  went  li 
delays  loomed,  so  Son  left  behind 
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Aetna  HealthFundr 


When  people  understand  what  things  cost,  they  make  smarter,  more  affordable 
choices.  That's  one  of  the  ideas  behind  Aetna  HealthFimd.  With  Aetna  HealthFund, 
members  pay  for  routine  covered  medical  services  out  of  their  employer-paid  health 
fund,  so  they're  careful  to  use  it  wisely.  Especially  since  any  xmused  doUars  in 


Controlling  costs  through 


V 


the  fund  can  be  carried  over  to  provide  additional  coverage  the  following  year. 
And  Aetna  even  provides  a  range  of  information  resources  and  knowledge  tools 
to  help  members  make  educated  decisions.  New  options  and  innovations 
to  control  costs  for  you  and  your  employees.  That's  the  new  Aetna. 


education. 
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TAetna 

Turning  Promise  into  Practice'' 

Health  •  Dental  •  Disability  •  Life  •  Long-Term  Care 

www.aetna.com 
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Son  Rises  and  Falls 

Once  one  of  the  Internet's  biggest  investors, 
Son  has  ridden  on  the  back  of  Softbank's  stock 
Will  his  broadband  bet  lift  him  again? 


February  1995 

Pays  $803  million 

for  Comdex  trade 

show  group.  March  1996 

Invests  $100  million 

in  Yahoo. 


12/95 
¥2,786 


Son's  net  worths  for  1996  through  2001  calculated  in  June.  His  net  worth  for  2002  and  2003  calculated  in  February. 
Net  worths  include  total  assets. 
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swanky  headquarters  and  rushed  over  to  a 
nearby  cramped  office  with  folding  chairs 
and  tables  where  the  Yahoo  BB  technicians 
were  working.  Son  stayed  on  v«th  a  group 
that  worked  17-hour  days  with  no  days  off 
for  a  year  and  a  half  to  make  things  right. 
"I  ignored  all  Softbank  business,"  he  says. 

By  mid-2002,  a  combination  of  good 
word  of  mouth  and  frantic  marketing, 
including  handing  out  modems  on  the 
street  like  so  many  flyers,  put  Softbank 
ahead  of  its  three  main  rivals,  all  tentacles 
of  NTT.  In  the  end,  it  was  the  ultracheap 
phone  service  that  brought  in  customers 
in  droves.  Calls  to  other  Yahoo  BB  sub- 
scribers are  free.  Local  calls  start  at  a  25% 
discount  off  local  rates.  Dialers  can  reach 
the  U.S.  for  2  cents  a  minute,  compared 
with  NTT's  usual  rate  of  50  cents.  Since 
November  Yahoo  BB  has  won  more  than 
half  of  new  subscribers. 

To  build  his  network  Son  turned  to 
Takashi  Tsutsui,  a  42  year-old  networking 
engineer  he  describes  as  a  socially  inept 
mad  scientist.  "I  have  mrt  .-lU  the  <op  geeks 
in  Silicon  Valley  bul !  >  .\ny- 

one  as  intelligent  j  .siu,    he  savs. 

According  to  Son,  'I'suus.    sleeps  ihrc.gh 
important   meetings,  toi'k  a   mcJ  :;,! 
degree  on  the  side  at  his  mother' . 
tence  and  speaks  so  esoterically  almost 
nobody  can  understand  him. 


Son  and  Tsutsui  claim  to  have  bmlt  the 
world's  most  advanced  communications 
network.  On  it,  even  on  the  last  mile  to  the 
home,  every  transmission  adheres  to  the 
Internet  Protocol.  A  crucial  element  of  this 
accomplishment  is  that  digital  subscriber 
lines  work  particularly  well  in  densely 
populated  Japan.  DSL  can  pour  megabits  a 
second  dovwi  old-fashioned  copper  wires, 
but  not  over  long  stretches.  In  a  spread- 
out  American  suburb,  performance 
degrades  markedly. 

Son  even  invented  a  broadband 
modem,  claiming  he  took  out  a  dozen 
patents  in  the  process.  It  can  easily  do 
what  is  usually  done  with  several  pieces 
of  equipment  and  much  technical  exper- 
tise. All  you  have  to  do  is  plug  your  phone 
jack,  telephone  and  computer  into  the 
modem.  You  can  then  make  crystal-clear 
calls  and  surf  the  Web  at  3  megabits.  Plug 
in  a  small  card  and  you  can  also  create  a 
Wi-Fi  network  in  your  home. 

Son  claims  his  network  trunk  lines 
have  speeds  of  up  to  10  gigabits  per  sec- 
ond, and  will  soon  be  faster  than  even 
NTT's  massive  fiber  network.  To  boost  rev- 
enue. Son  is  adding  new  paid  services  at  a 
furious  rate.  An  additional  $200  set-top 
bt  "  provides  hundreds  of  channels  of 
DV  !■  quality  TV.  Starting  in  March,  Yahoo 
BB  will  be  the  first  network  in  Japan  to 


offer  full  video-on-demand  of  Hollywood' 
movies  available  for  rent  over  the  modem.i 
His  network  will  be  one  of  the  first  in  the 
world  to  offer  hundreds  of  pictures  at 
once.  "We  will  become  a  whole  new  infor- 
mation medium,"  he  says. 

NTT  claims  its  network  is  just  as  fast  as, 
Yahoo  BB's,  but  admits  it  does  not  yet 
provide  widespread  Internet  telephony 
cable-Like  TV  programming  or  video-on- 
demand.  Nor  does  it  have  any  schedulec 
launch  date  for  most  such  services.  "Ol 
course  we  have  a  sense  of  crisis,"  says  Yoke 
Kobayashi,  a  manager  at  OCN,  one  o: 
NTT's  broadband  services.  The  compan) 
hopes  its  large  support  staff  will  allow  it  tc 
compete  on  service,  especially  for  home- 
owners befuddled  by  technology.  Mean- 
whOe,  NTT  is  lobbying  the  Japanese  gov- 
ernment to  put  restrictions  on  Yahoo  BI 
because,  NTT  asserts,  Yahoo  BB  interfere: 
with  other  providers'  networks.  But  NTl 
was  unable  to  provide  FORBES  even  a  sin 
gle  example  of  such  interference. 

For  now  Son  lacks  the  fmancia 
strength  to  expand  outside  Japan.  Any  lea) 
to  the  U.S.  would  likely  involve  licensini 
his  technology  to  providers  eager  to  offe 
services  such  as  cheap  phone  service.  "Thi 
is  the  first  time  in  a  long  time  anything  to 
tally  world-beating,  other  than  games,  ha 
come  from  Japan,"  he  says. 
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Where  do  we  grow  from  here? 

Wt.        When  we  cross  into  new  areas  of  expertise. 


When  our  operating  companies  continue  to  Unk  product  innovation 
with  the  strength  of  the  world's  best-known  brands  hke  Marlboro, 
Maxwell  House,  Nabisco,  Post  and  hundreds  more. 
'  ^ —  When  markets  span  continents... 

And  fmancial  performance  has  continually  stretched  outward, 
.  -leritage  that  includes  35  dividend  increases  in  the  past  33  years. 
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^hen  Luis  Noboa  N'aranjo  died  in  1994  at  the  age  of  78,  he  left  behind  a 
banana  fortune  .md  a  contentious  family.  The  heirs  spent  the  next  nine  years, 
and  $20  million,  on  a  legal  battle  that  spanned  three  continents  and  gave  rise 

to  charges  of  fraud  and  deceit,  ft  is  one  of  the  most  expensive  family  feuds  in  history. 

At  the  center  of  this  saga  is  the  younger  of  his  two  sons,  Alvaro  Noboa,  twice  an 
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Denied  by  his  late 

father,  ALVARO  NOBOA 

finally  won  control  of 

the  family's  banana  \ 

business  in  Ecuador. 

The  cost:  embittered 

siblings  and  $20  millior 

in  legal  fees. 

By  Michael  Freedman 

Ecuadorian  presidential  candidate.  H 
ambition  to  run  the  family  business,  my 
teriously  rejected  by  his  father,  has  mot 
vated  much  of  the  fighting. 

As  Alvaro,  now  52,  tells  it,  he  had 
brief  conversation  with  a  father  who 
dying  of  cancer.  "He  asked  me,  'What  c 
you  want,  my  son?' "  Alvaro  recalled  yea 
later  in  court  documents.  "I  said,  'T! 
banana  business.' "  But  Lucho,  as  he  w> 
known,  told  his  son  he  had  alreac 
promised  it  to  others.  Alvaro  remaini 
silent.  As  he  left  the  house,  Lucho  ask 
again:  "How  much  money?"  "We  bo 
smiled  when  I  said,  '$250  million, 
Alvaro  said,  "and  I  send  him  a  big  ki 
and  that  was  the  end  of  it." 

Lucho  died  five  months  later,  ai 
control  of  the  banana  company  went 
his  second  wife,  Mercedes.  Three  of  1 
six  children  received  stakes  worth  $1 
million.  Alvaro,  wealthy  from  real  est. 
speculation,  received  a  pittance — oth 
assets  worth  just  $7.5  million. 

Why  did  Luis  Noboa  configure  I 
estate  that  way?  Some  people  close  to  t 
family  suggest  that  Lucho  always  want 
Alvaro  to  run  the  business,  but  though 
best  to  force  his  son  to  acquire  it  throu 
hard  work.  Others  say  Alvaro's  ambitic 
put  a  strain  on  the  two  men's  relatio 
ship.  Or  perhaps  Lucho  knew  Alva 
could  never  manage  the  company  w 
his  stepmother.  Alvaro  says  he  hac 
wonderful  relationship  with  his  fath 
but  declines  to  speculate  on  his  fathe 
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YOU  KNOW  THE  WORDS  "EXIT  AISLE" 


ARE  AMONG  THE  MOST  BEAUTIFUL 


ON  EARTH. 


You're  a  traveler  who  knows  the  ropes,  who  always  seems  to  find 
the  smartest  way  to  get  from  point  A  to  point  B— in  short,  a  perfect 
candidate  for  the  Hilton  H Honors*  program.  As  an  HHonors  member, 
you'll  find  a  Hilton  Family  hotel  waiting  for  you  wherever  you  go. 
HHonors  welcomes  you  with  rewards,  privileges  and  the  unmatched 
opportunity  to  "Double  Dip®"-to  earn  both  hotel  points  and  airline 
miles  for  every  stay  at  our  2,400-plus  hotels  worldwide.  To  make  a 
reservation,  visit  hiltonhhonors.com  or  call  1-800-HHONORS. 
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Hilton  HHonore  membership,  earning  of  Points  &  Miles'  and  redemption  of  points  are  subject  to  HHonors  Terms  and  Conditions.  ©2003  Hilton  HHonors  Worldwide. 


I  AM  A  SHELL 

I  CAN  FIGHT  CANCER.  I  AM  MERCENARIA  MERCENARIA. 
I  HAVE  AN  EXTRACT  IN  MY  SHELL  THAT  HAS  THE  POWER  TO 
SLOW  CANCERS  IN  MICE.  I  HAVE  THE  POWER  TO  BE  THE  NEXT 
PENICILLIN.  I  AM  MORE  THAN  A  SHELL. 


AM  A 
lETWORK. 


^NTURN  SHELLS  INTO  MEDICINE.  I  HAVE  THE  POWER  TO 
)VE  CLINICAL  TRIALS  ONLINE  SO  NEW  DRUGS  GETTO 
lRKET  faster.  I  HAVE  THE  POWER  TO  PROTECT  A  PATIENT'S 
iVACY.  I  CAN  USE  THE  POWER  OF  E-LEARNINGTO  LET 
CTORS  SHARE  RESEARCH  WITH  OTHER  DOCTORS.  I  THINK 
ARING  IS  CARING.  I  AM  MORE  THAN  A  NETWORK. 


THIS  IS  THE  POWER  OF  THE  NETWORK.  HOW. 

cisco.com/powernow 


Cisco  Systems 


® 


I 


decision.  "The  Lord  has 
always  blessed  me,  so  I 
have  no  complaints,"  he 
says,  "and  my  father  is 
dead  to  ask  him." 

In  November  2002  a 
London  judge  found  that 
Alvaro  rightfully  owned  a 
50.1%    stake    in    Fruit 
Shippers  Ltd.,  the  holding 
company  for  the  family 
business.  That  stake  is 
worth  $300  million,  we 
estimate.  Alvaro,  who  has    ^es,  Alvaro  owns 
made  our  billionaire's  list  previously, 
claims  his  assets  are  worth  at  least  $1  bil- 
lion. "It  was  a  fiiU  victory,"  Alvaro  says. 

Except  that  the  bitterness  is  not 
erased.  WhOe  the  sisters  have  abandoned 
the  legal  fight,  their  lawyer  made  some 
nasty  (and,  as  far  as  the  record  shows, 
unfounded)  accusations  in  the  London 
court:  that  Alvaro  bribed  an  Ecuadorian 
judge  and  that  Alvaro's  tactics  hastened 
their  father's  death,  as  weU  as  the  death  of 
his  fourth  sister,  Maria  Leonor,  a  drug 
abuser  who  lay  in  a  coma  for  eight  years. 

Lucho  knew  tragedy  from  an  early 
age.  He  was  8  when  he  and  his  pregnant 
mother  watched  his  father  return  from 
work  on  horseback.  On  dismounting,  he 
fell  and  received  a  fatal  blow  in  the  stom- 
ach from  the  horse.  The  pennOess  family 
moved  from  a  rural  Ecuador  village  to  the 
port  city  of  Guayaquil.  When  Lucho 
turned  II  he  quit  school  and  hawked 
magazines  and  sold  rags  to  metal  polish- 
ers. While  making  sales  calls,  he  met  Juan 
Marcos,  son  of  Ecuador's  wealthiest  man. 
Lucho  took  a  job  at  Marcos'  bank.  In 
time,  the  two  went  into  the  coffee  and 
banana  businesses  together.  By  1955,  at 
the  age  of  39,  Lucho  made  his  first  mil- 
lion. He  later  bought  out  Marcos'  shares, 
and  by  the  time  Lucho  died,  the  business 
had  $800  million  in  assets. 

Lucho's   son   Alvaro   was   already 
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**  wealthy  by  then.  He  sold 
real  estate  while  attend- 
ing law  school  at  the 
University  of  Guayaquil 
in  the  evenings.  He  grad- 
uated in  1975,  but 
instead  of  turning  to  his 
father,  he  says,  he  per- 
suaded several  wealthy 
Ecuadorians  to  guaran- 
tee bank  loans  on  his 
behalf  to  buy  real  estate. 
But  Alvaro  wanted  to 
these  bananas,      p^o^e  he  could  run  his 

father's  company  himself.  So  immediately 
after  his  father's  death  he  filed  a  series  of 
lawsuits  in  New  York  (where  Mercedes 
lived)  and  Ecuador  challenging  the  valid- 
ity of  the  will.  He  argued  that  Ecuadorian 
law,  which  automatically  transfers  assets 
acquired  during  marriage  to  the  surviv- 
ing spouse,  should  not  be  applied  to  his 
father's  second  marriage  because  it  took 
place  in  New  York. 

The  suits,  contested  by  Mercedes  and 
Alvaro's  sisters,  never  went  anywhere,  but 
things  got  uglier.  For  years  Alvaro  had 
held  power  of  attorney  over  family  assets 
owned  by  Maria  Leonor.  (His  older 
brother  had  little  involvement  with  the 
company.)  In  1994  sisters  Isabel  and 
Maria  Elena  unsuccessfully  challenged 
the  power  of  attorney.  Just  hours  before 
their  father's  will  was  to  be  read  in  New 
York  City,  three  armed  Colombians 
stormed  the  Ecuadorian  consulate.  With 
little  evidence,  the  sisters'  lawyer  specu- 
lated in  a  London  court  that  the  thugs 
were  hired  by  Alvaro  to  steal  the  will  so  it 
would  not  interfere  with  his  designs  on 
the  company.  Alvaro's  spokesman  says  he 
had  nothing  to  do  with  this. 

The  banana  business,  meanwhile,  was 
rudderless.  Fed  up  with  the  disputes  and 
their  effect  on  the  business,  Mercedes 
threatened  to  exclude  the  siblings  from 
running  the  company.  In  1997  Mercedes 


sold  her  stake  to  the  company  for  $30 
million,  and  her  shares  were  redistribute 
to  Alvaro  and  his  sisters.  Alvaro  becanl 
president  of  the  company,  owned  a  25.1^ 
-stake  and  controlled  another  25%  o 
behalf  of  Maria  Leonor.  Later  that  ye? 
Alvaro  exercised  his  power  of  attorn? 
and  purchased  Maria  Leonor's  share  i 
Fruit  Shippers  for  an  undisclosed  sum 

Alvaro  now  had  control  of  the  conj 
pany.  But  he  went  further,  forcing  Man 
Elena  off  the  board  and  giving  control 
the  company  to  a  group  of  executiv( 
while  he  ran  for  president  of  Ecuador 
1998.  He  lost  and  returned  to  the  con 
pany — but  the  sisters  were  furious.  Thi 
claimed  in  a  suit  filed  in  New  York  th 
Alvaro  promised  he  would  always  shai 
control  of  the  business  and  would  nev 
acquire  or  vote  shares  held  on  Mar 
Leonor's  behalf. 

The  case,  moved  to  London  for  juri 
dictional  reasons,  went  to  trial  in  200' 
just  as  Alvaro  made  another  bid  for  t 
presidency.  He  testified  by  video-link  ai 
denied  he  had  made  any  promises  to  1 
sisters.  The  judge  said  Alvaro's  use 
power  of  attorney  to  purchase  Mar 
Leonor's  shares  would  have  undoubtec 
raised  "interesting  questions"  about  1 
role  as  a  fiduciary  under  English  law.  B 
he  ruled  there  was  no  evidence  Alva 
had  broken  or  even  made  any  promises 
his  sisters,  and  dismissed  the  suit.  Alvan 
lawyer,  Howard  Hawkins,  of  the  law  fii 
Cadwalader,  says  Alvaro  paid  a  fair  pr: 
for  his  sister's  shares. 

Family  members  now  say  they  wa 
to  move  on  with  their  lives.  "We  ho 
that  with  time  everything  will  be  forgi 
ten,"  says  Isabel.  She  and  Alvaro  ackno\ 
edge  they  are  no  longer  close.  Alvaro  L 
the  election  by  a  slim  margin,  but  he  c 
relish  his  status  as  his  country's  wealt 
est  man.  "I  know  there  are  many  strar 
things  in  my  life,"  says  Alvaro.  "But  wl 
can  I  say?  I  always  come  out  weU." 


'.res 

I 


-  »*»? 


Please  turn  to  the  next  page  for  a  speci 
foldout  section  that  spotlights  the  workj 
10  most  powerful  billionaires. 
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Poweriul  Bi 


Daryl  Katz 

In  ten  years  he  cob- 
bled together  1,800 
pharmacies  at  dis- 
tressed prices  into 
the  Katz  Group,  one 
of  Canada's  largest 
private  companies. 


Pallonji  Sh 
Mistry 

His  fortune  dei 
from  constructio 
real  estate  and 
a  stake  in  Tata 
Sons,  the  Indian 
conglomerate. 


RESUMES 

Wealth  is  rarely 
created 
overnight. 
That's  why  the  average  bil- 
lionaire is  nearing  retire- 
ment age.  While  many 
people  still  inherit  wealth, 
the  creation  of  wealth 
marc  ^es  on:  Despite  losing 
21b!  lonaires,  the  number 
of  S'.  li-made  fortunes  on 
the  list  increased. 


NYC  RESIDENTS  28 

AVERAGE  AGE  64 

UNDER  40  25 

OVER  70  147 

SINGLES  16 

DIVORCED  34 

WOMEN  37 

TEENAGER  1 


SELF-MADE 

INHERITED 

COLLEGE  DROPOUT 

AVG.  NET  WORTH 

TECH  TITANS 

CONVICTS 

LAWYERS 

NEW  OIL  MOGULS 
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The  10  Mo^ 


Bill  Gates 


Warren  Buffett 
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fer^ 


THE  NEW  GUYS 

Even  in  these  tough 
times,  48  new  bilUon- 
aires  were  able  to 
make  the  cut.  Some  older 
fortunes  we  just  discovered. 
Other  fortunes  stem  from 
thriving  businesses  like  oil 
and  food.  Some  billionaires 
cut  big  deals:  Clive  Calder 
sold  his  Zomba  record 
label  to  Bertelsmann  for 
$2.7  billion. 


Alexei  Mordashov 

This  37-year-old 
heads  Severstal, 
Russia's  largest  steel 
outfit.  Mordashov 
worked  at  the  plant 
(as  did  his  parents) 
before  buying  it. 


Dietrich  Mateschitz 

Austrian  marketing 
whiz  turned  energy 
drink  Red  Bull  into  a 
cult  brand.  The 
bachelor  sponsors 
the  World  Stunt 
Awards. 
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Rupert 
Murdoch 


Heinz-Horst 
Deichmann 

Trained  orthopedist 
and  theologian,  this 
German  turned  Dad's 
small  business  into 
Europe's  largest  shoe 
retailer. 


Oprah  Winfrey 

Grande  dame  of  day- 
time TV  has  talk 
show  airing  in  140 
countries.  The  Ameri- 
can has  no  plans  to 
take  her  company 
public. 
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1  Bill  Gates 

$40.7  billion  Rank:  I 

Microsoft's  operating  software  drives  93%  of  the 
world's  desktop  computers.  The  world's  richest  man  is 
also  its  biggest  giver:  more  than  $1  billion  annually, 
much  to  vaccine  research. 

2  Warren  Buffett 

$30.5  billion  Rank:  2 

The  Oracle  of  Omaha  owns  36%  of  Berkshire  Hath- 
away, a  property/casualty  company  with  an  immensely 
profitable  sideline  managing  its  portfolio  of  stakes  in 
blue  chips  like  Gillette,  Coca-Cola.  Vows  to  leave  his 
wealth  to  charity. 

O  Silvio  Berlusconi 

$5.9  billion  Rank:  45 

Italy's  prime  minister  owes  much  of  his  influence  to 
Fininvest,  his  investment  firm  that  owns  49%  of 
Mediaset,  Italy's  largest  television  network.  He  also  has 
interests  in  banking,  insurance  and  publishing. 

4  Rupert  Murdoch 

$5.5  billion  Rank:  54 

While  rivals  circle  the  drain,  Murdoch's  News  Corp. 
remains  buoyant  on  hits  like  Fox  TV's  Joe  Millionaire. 
The  media  baron's  empire  also  includes  movies  and 
publishing,  but  satellite  television  gives  him  his  global 
reach.  He  hopes  to  have  better  luck  in  the  second  round 
of  his  prizefight  for  satellite  broadcaster  DirecTV. 

5  Li  Ka-shing 

$7.8  billion  Rank:  28 

Centered  on  the  conglomerate  Hutchinson  Whampoa 
(telecom,  port  services,  real  estate),  Li's  empire  spans  41 
countries  and  accounts  for  13%  of  Hong  Kong's  stock 
market  value.  Asia's  richest  man  has  invested  $7  billion  in 
Mainland  China  and  built  400  miles  of  roads  and  bridges. 


6  Prince  Alwaleed 

$17.7  billion  Rank:  5 

This  Saudi  prince's  iijfluence  reaches  far  beyond  the 
Middle  East.  Citigroup's  largest  individual  investor  has 
met  with  heads  of  states  of  more  than  20  countries, 
including  Russia,  the  U.K.  and  China. 

/  Mikhail  Khodorkovsky 

$8  billion  Rank:  26 

Head  of  Russia's  second-largest  oil  company,  Yukos, 
helps  keep  world  energy  prices  down  by  boosting  oil 
exports  in  face  of  OPEC  protests.  Russia's  richest  man 
is  also  leading  the  charge  in  making  the  country's 
murky  business  affairs  more  transparent. 
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Robson  Walton 

$16.5  billion  Rank:  7 

Eldest  son  of  Sam  Walton  controls  family's  38%  stake 
in  Wal-Mart,  the  world's  largest  retailer:  some  3,200 
stores  in  the  U.S.,  nearly  1,200  stores  abroad.  Sales: 
$244  billion.  The  company  might  beef  up  its  European 
presence  with  a  bid  for  U.K.  grocer  Safeway. 

9  Carlos  Slim  Helu 

$7.4  billion  Rank:  35 

Known  for  his  investments  in  U.S.  retailers  like  Saks 
and  Circuit  City,  Helii  also  has  holdings  representing  a 
third  of  the  Mexican  Bolsa.  He  is  plowing  millions  into 
rejuvenating  Mexico  City  and  has  hired  Rudolph  Giu- 
liani to  curb  the  city's  crime.  He  is  also  tight  with  Mex- 
ico's top  political  up  and  comers. 


10 


Azim  Premji 

$5.9  billion  Rank:  45 

Owns  84%  of  Bangalore-based  Wipro,  India's  largest 
technology  concern.  Wipro  is  a  leader  in  the  lucrative 
business  of  shifting  white-collar  jobs  fi^om  the  U.S.  and 
Europe  to  Asia. 


HUMBLE  STARTS 

Not  all  billionaires  are  born  with  keys 
to  the  private  jet.  Some  rose  from  very 
modest  beginnings. 

Michael  Lee-Chin  (left)         Bar  bouncer 


Frank  Lowy 
L.  Del  Vecchio 
LimGohTong 
Richard  Branson 
Jeii  ->ySkoll 
Joop  van  den  Ende 
Chrisroph  Blocher 


Deli  manager 

Factory  apprentice 

Construction  worker 

Ad  salesman 

Pumped  gas 

Sold  party  supplies 

Farmer 


COMFORT 
FOOD 

People  need  to  eat.  Moguls  peddling  munchies  were  big  winners. 
Name/Country 

Michele  Ferrero/ltaly 
Rudolf  August  Oetker/Germany 
Shin  Kyuk  Ho/South  Korea 
Robert  Rich  Sr./U.S. 
Mars  family/U.S. 
Hans  &  Paul  Riegel/Germany 
Dietrich  Mateschitz/Ausfria 
Chaleo  Yoovidhya/Thailand 
^Combined. 


Food  Biz 

$bil 

'/.Change 

Chocolate 

$3.5 

106% 

Honey,  cake  mix 

5.5 

38 

Candy 

2.2 

16 

Nondairy  creamer 

1.8 

13 

Chocolafe 

30.0^ 

11 

Gummi  Bears 

3.2^ 

NEW 

Red  Bull 

1.0 

NEW 

Red  Bull 

1.1 

NEW 

With  great  wealth 
comes  the  power  to 
effect  change.  But 
more  than  money  determines 
how  much  influence  a  billion- 
aire wields.  In  compiling  our 
first  power  ranking  for  billion- 
aires, we  weighed  their  political 
connections,  the  size  and  scope 
ot  their  businesses  and  invest- 
ments, their  media  coverage, 
their  philanthropic  pursuits 
and,  of  course,  their  net  worth. 


1MED  UP 

)llectively,  this  year's  billionaires  are  worth 
>1.4  trillion,  $141  billion  less  than  last  year  but  still 
:qual  to  the  U.K.'s  GDP.  Europe  was  the  only  region 
I  water;  all  the  rest  saw  their  accumulated  totals  slip. 

J.S.  I EUROPE 

\  billion  I       $394  billion 


'-y^^ 


ASIA 

$145  billion 


RICAS 
billion 


MIDEAST/AFRICA 
$69  billion 


POWER 
COUPLES 

In  these  households  a 
spouse  is  not  just  a  tag- 
along  but  a  power  (and 
sometimes  a  wealthy  person) 
in  his  or  her  own  right. 

Anthony  O'Reilly  &  Chryss  Goulandris     tneuia/shipping 
Bill  &  Melinda  Gates  software  king/philanthropist 

Henry  &  Marie-Josee  Kravis  investor/economist 

W.  Galen  &  Hillary  Weston  (above)  food  mogul/politician 
Patrizio  Bertelli  &  Miuccia  Prada  CEO/designer 


BILLIONAIRES 
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In  the  Hot  Seat 

Ever  wonder  what  a  billionaire's  dirty  laundry  looks  like?  Sometimes  even  money  can't  stave  off  public  embarrassment 


Leona  Helmsley 

$1.9  billion  Rank:  209 
The  "Queen  of  Mean"  was 
slapped  with  an  $11.2  million 
civil  judgment  in  February  for 
firing  the  gay  general  manager  of 
her  Park  Lane  Hotel.  (She  said  he 
was  a  drug  abuser.)  Among  the 
manager's  lurid  charges:  Helms- 
ley's  Imelda-like  obsession  with 
shoes,  a  drunken  escapade  in  the 
hotel  lobby  and  the  outdated  decor  of  her  lavish  apartment. 
Upon  hearing  the  verdict,  Helmsley,  who  once  served  18 
months  in  prison  for  tax  evasion,  reportedly  said,  "What  am 
I  going  to  lose  now,  my  virginity?"  Helmsley  will  appeal. 

Cemil  Uzan 

$1.3  billion 

Rank:  329 

Like  his  father, 

Kemal,  Cem  Uzan 

is  on  the  run  ft^om 

British  courts, 

which  sentenced 

him  to  prison  for 

contempt.  The  Uzans  failed  to  appear  in  court  to  defend  a  $3 

billion  suit  filed  by  Motorola  and  Nokia.  As  part  of  a  worldwide 

asset-freezing  order  secured  in  London,  the  French  government 

clamped  the  wheels  of  the  Uzans'  private  plane.  The  family  also 

faces  legal  action  in  the  U.S.,  France  and  Germany.  The  Uzans, 

who  deny  all  charges,  remain  protected  by  Turkish  courts. 

Charles  Bronfman 

$2.2  billion  Rank:  177 

The  man  who  bartered  his  birthright  when  he  merged  his  spir- 
its giant  Seagram  with  French  conglomerate  Vivendi  for  $6.5 

billion  in  stock  has  little  to  show  for 
it  these  days.  By  the  time  he  helped 
oust  chief  Jean-Marie  Messier  in 
July  2002,  Vivendi's  colossal  debt 
had  driven  the  stock  down  85% 
Ironi  its  March  2000  high.  Though 
Ciu'iles  and  nephew  Edgar  Jr.  sold 
son  ?  $2.5  billion  in  stock  on  the 
sii  1e  do\v  II,  they  both  ultimately 
k;     lialf  the  value  of  their  original 
Sea  ram  slake. 


Frieda  Springer 

$1.1  billion  Rank:  386 

The  heir  to  Germany's  leading  publishing  group.  Axel 
Springer,  trumped  longtime  nemesis  Leo  Kirch  when  she 
exercised  a  put  option  on  Kirch's  broadcast  company.  Whe 
Kirch  couldn't  pay  up,  his  empire 
went  into  a  tailspin.  Deutsche 
Bank  seized  his  40%  stake  in  Axel 
Springer  and  sold  a  portion  to 
Friede,  granting  her  a  clear  major- 
ity. But  the  victory  was  brief  Soon 
afterwards  her  grandson,  also  a 
shareholder,  sued  her  to  get  more 
control  and  a  larger  piece  of  the 
inheritance. 

Nina  Wang 

$2.8  billion  Rank:  123 

Her  late  husband  built  Chinachem  Group,  the  country's 
largest  private  property  developer.  In  1990  he  was  kidnapj 
never  to  be  seen  again.  Wang  produced  a  will  that  named 
the  only  beneficiary,  which  was  recently  judged  a  forgery, 
judgment  awards 
$128  million  to 
her  father-in-law. 
The  question  re- 
mains whether  she 
now  risks  losing 
her  entire  $2.8  bil- 
lion fortune.  Wang 
is  appealing. 


!^^^ 
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^'       -«^^i^  Gustavo  Cisneros 

$4  billion  Rank:  78 
Venezuela's  media  and  bever  I 
mogul  Gustavo  Cisneros  has  j 
been  feuding  with  Caracas 
caudillo  Hugo  Chavez  for  ye  I 
Cisneros'  top-rated  TV  netw 
Venevision,  routinely  airs  wi 
ing  news  reports  of  Chavez  i 
his  administration.  In  retaliation  Chavez  raided  Cisneros' 1 1 
tling  plants,  ordering  soldiers  to  dispense  cold  fizz  to  the 
crowds.  Chavez  opened  an  investigation  into  Cisneros'  TV  I 
tions,  a  possible  first  step  in  revoking  the  broadcast  license; 
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Europe 


A  strong  euro  made  up  for  feeble 
economies  in  Europe  on  this  list  of 
dollar  billionaires.  While  16  Euro- 
peans fell  off  the  list,  almost  twice  as  many 
debuted.  They  hailed  from  eight  countries 
and  all  types  of  businesses,  including  ball 
bearings,  reality  TV  and  energy  drinks. 

Germany,  home  to  the  most  billionaires  after  Hubert  Burda 

the  U.S.,  was  a  mixed  bag  with  14  fortunes 
falling  and  5  dropping  off,  countered  by  15 
rising  fortunes  and  12  new  billionaires.  But 
the  real  story  was  Russia,  where  higher  oil 
prices,  a  38%  rise  in  stock  prices  and  more 
corporate  transparency  delivered  10  new 
billionaires. 


Rank  Name/Country 


Net  worth 
($bil)     Source 


3  Karl  & Theo  Albrecht/Germany  25.6 

12  Lifiane  Bettencourt/France  14.5 

14  Ingvar  Kamprad/Sweden  13.0 

15  BirgftRausing&  family/Sweden  12.9 
18  Amancio  Ortega/Spain  10.3 
26  MikhaiiKhodorkovsky/Russia  8.0 
29  Hans  Rausi(>^;Sweden  7.7 
34  GenM  Cavendish  Grosvenor/United  Kingdom  75 
40  Bemarn  Arnault/France  6.7 
40  Stefan  ■  yii  6.7 
45  Sitvio  BerltUvbA. ,  i'ly  5.9 


retail  ▼ 

LOreal  80  T 

Ikea  76  ▼ 

packaging  ▲ 

apparel  67  A 

oil  39  A 

packaging  76  — 

real  estate  51  A 

LVMH  54  T 

retail  55  A 

media  66  ▼ 


Rank  Name/Country 


49  Roman  Abramovich/Russia 

49  CurtEngelhorn/Germany 

49  FrJedrich  Rick  Jr/Germany 

52  Leonardo  Del  Vecchio/ltaly 

52  August  von  Finck/Germany 

54  Rudolf  August  Oetker  &  family/Germany 

54  Michael  Otto  &  family/Germany 

57  Susanne  Klatten/Germany 

59  Pierre  Landolt  &  family/Switzerland 

64  Ernesto  Bertarelli/Switzerland 

65  Luciano  Benetton  &  family/Italy 


Net  worth 
($bil)     Source 


5.7  Oil  36 

5.7  drugs  76 

5.7  investments  76 

5.6  eyewear  67 

5.6  investments  72 
5.5  food  86 

5.5  retail  59 
5.3  BMW  41 
5.0  Novanis  55 

4.7  biotech  37 

4.6  Benetton  67 
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Pierce 
Brosnan's  Choice 


Seamaster 


Since  1948,  the  Omega  Seamaster  has  been  involved  in  many  of  man's 
most  demanding  advenmres,  earning  itself  a  reputation  for  its  precision, 
endurance  and  distinctive  design.  As  a  iconnoisseur  of  the  finer  things  in 
life.  Pierce  Brosnan  naturally  reUes  on  his  Seamaster  to  accompany  him 
wherever  he  dares  to  venture. 


OMEGA 


www.omegawatches.com 


Barmakian  Nashua,  NH  6O3-888-78OO    Framingham.  MA  508-872-5454 
\ 
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;B  Rank  Name/Country 

Networtt 
($bil) 

1 

Source 

Age 

■                                                                        Networtt 
1  Rank  Name/Country                                               ($bil) 

1 
Source 

Age 

67  Alain  &  Gerard  Wertheimer/France 

4.5 

Chanel 

▲ 

209  Otto  Happel/Germany 

1.9 

engineering 

55    A 

68  Mikhail  Fridman/Russia 

4.3 

oil 

38 

▲ 

209  Thomas  Schmidheiny/Switzerland 

1.9 

cement 

^i 

68  Stefan  Quandt/Germany 

4.3 

BMW 

37 

• 

209  Klaus  Tschira/Germany 

1.9 

SAP 

62    1| 

72  Karl-Heinz  Kipp/Germany 

4.1 

real  estate 

79 

A 

222  Vladimir  Potanin/Russia        JjH^ 

1.8 

metals 

«l 

72  Reinhard  Mohn  &  family/Germany 

4.1 

media 

81 

▼ 

233  Giinter  Herz/Gemlany 

1.7 

coffee 

62    1 

83  ErivanHaub&  family/Germany 

3.8 

retail 

70 

- 

236  Giorgio  Armani/Italy      ■Hj^HT 

'  1.7 

fashion 

68    i 

83  Maria-Elisabeth  &GeorgSchaeffler/Germany  3.8 

ball  bearing: 

* 

236  Richard  Branson/United  Kingdom 

1.7 

Virgin 

52    i| 

83  Dieter  von  HoltzbrinGk&  family/Germany 

3.8 

publishing 

T 

236  Juan  &  Carlos  March/Spain 

1.7 

banking 

88  CharlenedeCarvaiho/Netheiiands 

3.7 

Heineken 

48 

▼ 

236  Rosalia  Mera/Spain 

1.7 

apparel 

59    i 

92  Antonia  Johnson/Sweden 

3.6 

diversified 

59 

A 

236  Kenneth  Morrison  &  family/United  Kingdom 

1.7 

supermarkets  71  ^|j 

94  Michele  Ferrero/ltaly 

3.5 

chocolates 

76 

A 

256  Nicolas  Hayek/Switzerland 

1.6 

Swatch 

74    ^ 

97  Johanna  Quandt/Germany 

3.4 

BMW 

75 

▼ 

256  Daniela  Herz/Germany 

1.6 

coffee 

49    1 

101  Spiro  Latsis  &  family/Greece 

3.3 

banking 

56 

▼ 

256  Willi  &  Isolde  Liebherr/Switzerland 

1.6 

constructior 

1         ^ 

101  Adolf  Merckle/Germany 

3.3 

drugs 

68 

A 

256  Mikhail  Prokhorov/Russia 

1.6 

metals 

37    1 

104  Serge  Dassault  &  family/France 

3.2 

aviation 

78 

T 

256  Hans  Riegel/Germany 

1.6 

candy 

80    ^ 

104  Bernard  Ecclestone  &  family/United  Kingdom  3.2 

Formula  One  72 

A 

256  Paul  Riegel/Germany             flHP 

1.6 

candy 

76    T 

104  Paul-Louis  Halley  &  family/France 

3.2 

retail 

68 

T 

256  Madeleine  Schickedanz/Germany 

1.6 

retail 

59    ^ 

113  Rolf  Gerling/Gertnany 

3.0 

insurance 

48 

▼ 

256  Eugen  Viehof  &  family/Germany 

1.6 

retail 

86    i 

113  David  Salnsbury  &  family/United  Kingdom 

3.0 

supermarkets  62 

T 

278  Umberto  Agnelli  &  family/Italy 

1.5 

Rat 

68    ^ 

118  Robert  Bosch  Jr  &  family/Germany 

2.9 

mfg 

75 

A 

278  Oleg  Deripaska/Russia 

1.5 

aluminum 

34    i 

118  Hubert  Burda/Germany 

2.9 

publishing 

63 

- 

278  Jean-Louis  Dumas  &  family/France 

1.5 

Hermes 

64    ^ 

118  Hasso  Plattner/Germany 

2.9 

SAP 

59 

T 

278  Michael  Herz/Germany 

1.5 

coffee 

57    ' 

123  Francois  Pinault/France 

2.8 

retail 

66 

T 

278  Wolfgang  Herz/Germany 

1.5 

coffee 

52    • 

i    132  Heinz  Bauer/Germany 

2.7 

publishing 

63 

A 

278  Vladimir  Yevtushenkov/Russia 

1.5 

telecom 

54    • 

132  Walter  Haefner/Switzerland 

2.7 

software 

92 

T 

278  Albert  von  Thurn  und  Taxis/Germany 

1.5 

diversified 

19    i 

137  Sergio  Mantegazza/Switzeriand 

2.6 

travel 

75 

T 

303  Christoph  Blocher/Switzeriand 

1.4 

plastics 

62 

137  Reinhold  Wiirth/Germany 

2.6 

mfg 

67 

T 

303  Antonio  Champalimaud//Portugal 

1.4 

finance 

84    ' 

147  Stephan  Schmidheiny/Switzerland 

2.5 

investments 

55 

T 

303  Philip  Green/ZUnited  Kingdom               "*      1.4 

retail 

51 

147  Viktor  Vekselberg/Russia 

2.5 

oil 

45 

• 

303  Miuccia  Prada  &  family/Italy 

1.4 

Prada 

53    , 

1    158  Stefan  Schorghuber/Germany 

2.4 

real  estate 

41 

A 

303  Adrian  Swire  &  family/United  Kingdom 

1.4 

diversified 

72    ' 

'     162  Clive  Calder/United  Kingdom 

2.3 

record  label 

56 

• 

303  John  A  Fentener  van  Vlissingen/Netherlands 

1.4 

travel 

64 

i    162  Joh.v  Dcrrssica  llf/lreland 

2.3 

soup 

59 

A 

329  Vagit  Alekperov/Russia 

1.3 

oil 

52    'i 

162  Kjeld  liirk  KristiajisFn  Denmark 

2.3 

Lego 

55 

A 

329  Martin  Bouygues  &  family/France 

1.3 

telecom 

51    ' 

;.    162  Hugo  Mati!i&fs^inily/Germany 

;?3 

retail 

89 

A 

329  Alicia  Koplowitz/Spain 

1.3 

investments 

50     ! 

1    162  Anton  $c:.::M'iier/Germany 
1    177  Jcan-ClasR',;  ^ixmt  &  tsniJIy/France 
177  Achille  Maramtti/ltaly 

2.3 

retail 

58 

A 

348  Gerd  Brachmann/Germany 

1.2 

services 

2.2 

advertising 

65 

A 

348  Ennio  Doris/Italy 

1.2 

insurance 

62 

2.2 

apparel 

76 

T 

348  Philippe  Foriel-Destezet/France 

1.2 

temp  agency 

67     i 

192  Gerald  Cadoga: '  Unit  id  Kingdom 

- ). 

real  estate 

65 

A 

348  Joachim  Herz/Germany 

1.2 

coffee 

60  : 

192 Gerard Louis-DTt^lw:  Ifa:  i- ^France 

2.1 

commodities 

70 

T 

348  Alexei  Mordashov/Russia 

1.2 

steel 

37 

1    192  Rafael  del  Pino  &  i.  n^'Spain 

construction 

82 

A 

348  Bruno  Schroder  &  family/United  Kingdom 

1.2 

banking 

70 

1    199  Maersk  Mc-Kinney  tto)!v  'n8nmar1< 

2.0 

shipping        89 

-~. 

386  Otto  Beisheim/Germany 

1.1 

retail 

79     , 
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XBOUT  HALF  THE  WORLD'S 

ih^VtSTMLNT  OPPORTUNITIFC 

ARE  OVERSEAS.  WE  KNOW 

HOW  TO  FIND  THEM, 


Most  of  the  world's  population 
resides  outside  the  United  States. 
So  it's  not  surprising  how  many 
investment  opportunities  can  be 
found  there,  as  well. 

Our  analysts  continually 
search  the  globe  to  uncover 
stocks  that  we  believe  are  priced 
low  relative  to  their  true  worth. 
But  we  don't  stop  there.  Using 
research  techniques  honed  over 


Bargains  are  borderless^  That's  why  we  circle 
the  globe  to  uncover  hidden  opportunities. 


been  negative,  it  generally  has 
performed  well  over  the  long  term. 
For  example,  the  fund  received 
a  4-Star  Overall  Morningstar 
Rating™  by  Morningstar,  Inc., 
against  a  category  of  255,  1 90 
and  41  world  stock  funds  for 
the  3-,  5-  and  10-year  periods 
respectively,  ended  1/31/03.*  Of 
course,  past  performance  does 
not  guarantee  future  results. 


50  years,  we  isolate  the  bargains  from  the  merely 
cheap  stocks  to  help  achieve  maximum  value  for 
our  shareholders.  The  result:  Although  the  recent 
performance  of  the  Templeton  Growth  Fund  has 


To  gain  further  perspective,  mail  in  the 
postage-paid  card,  call  us  directly  at 
1-800-FRANKLIN  Ext.  T463  or  visit  our 

website  at  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE  "  > 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Partway,  San  Mateo,  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  information,  including 
sales  charges,  expenses  and  risks.  Please  read  it  carefully  before  you  invest  or  send  money  Foreign  investing  involves  special  risks  including  cun^ency  fluctuations 
and  political  uncertainty, 

tSource:  ll*Olilil)IP!lll  ^  1/31/03.  Past  performance  does  not  guarantee  future  results.  For  each  fund  witti  at  least  a  ttiree-year  history,  Morningstar  calculates  a 
Morningstar  Rating™  based  on  a  Morningstar  Risk-Adjusted  Return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance  (including  the  effects  of  sales 
charges,  loads  and  redemption  fees),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category 
receive  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22,5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class  is 
counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.)  The  Overall  Morningstar  Rating 
for  a  fund  is  derived  from  a  weighted-average  of  the  performance  figures  associated  with  its  three-,  five-  and  ten-year  (if  applicable)  Morningstar  Rating  metrics. 
Momingstar  Rating  is  for  Class  A  shares  only;  other  classes  may  have  different  performance  characteristics.  "2002  Morningstar,  Inc.  Ail  Rights  Reserved,  The  information 
contained  herein  is  proprietary  to  Momingstar  and/or  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely. 
Neither  Momingstar  nor  its  content  providers  are  responsible  for  any  damages  or  losses  arising  from  any  use  of  this  infomiation.  For  more  cun^nt  performance  information, 
please  call  Franklin  Templeton  Investments  at  1  -800-342-5236.  fob3,'03 
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H  Rank  Name/Country 

Networtl- 
($bil) 

Source 

Age 

386  Emilio  Botin  &  family/Spain 

banking 

68 

T 

386  Anneliese  Brost/Germany 

newspapers 

82 

▼ 

386  Heinz-HorstDeichmann/Germany 

shoe  retail 

76 

• 

386  John  Hargreaves  &  family/United  Kingdom 

retail 

59 

▼ 

386  Jonatiian  Harmsworth/United  Kingdom 

publishing 

35 

A 

386  Hans-Werner  Hector/Germany 

SAP 

63 

▼ 

386  Michael  Hiiti  &  family/Liechtenstein 

power  tools 

56 

- 

386  Esther  KoplowHz/Spain 

construction 

52 

A 

386  Klaus-Michael  Kiihne/Germany 

shipping 

65 

• 

386  Joseph  Lewis/United  Kingdom 

finance 

66 

- 

386  Leonid  Nevzlin/Russia 

oil 

43 

• 

386  Evgeny  Schvidler/Russia 

oil 

38 

• 

386  Friede  Springer/Germany 

publishing 

60 

A 

386  Joop  van  den  Ende/Netherlands 

TV 

61 

• 

427  Pierre  Bellon  &  family/France 


1.0     food  services  73    T 


lAIKtS                                                                     ^1 

Rank  Name/Country 

Networtt 
($bll) 

1 
Source 

Age 

427  Vladimir  Bogdanov/Russia 

1.0 

oil 

51    \ 

427  Mikhail  Brudno/Russia         mKM 

P-'  1.0 

oil 

43  1 

427  Jorgen  Clausen  &  fariiiiy/Denmark 

1.0 

refrigeration 

54    ^; 

427  Vladimir  Dubov/Russia 

1.0 

oil 

45   i 

427  Albert  Frere/Belgium 

1.0 

investments 

77    - 

427  Emilio  Gnutti/ltaly 

1.0 

finance 

56    i< 

427  Stein  Erik  Hagen/Norway 

1.0 

supermarkets  46   11 

427  Platon  Leberiev/Russia 

1.0 

oil 

s 
46    i'\ 

427  Steno  Marcegaglia  &  family/Italy 

1.0 

steel 

72    -i 

427  Dietrich  Mateschitz/Austria 

1.0 

Red  Bull 

58    i 

427  Terence  Matthews/United  Kingdom 

1.0 

technology 

59   1! 

427  Anthony  O'Reilly/Ireland 

1.0 

publishing 

66    1 

427  Didier  Primat/France 

1.0 

oil 

58   1 

427  Vasily  Shakhnovsky /Russia 

1.0 

oil 

45    1 

427  John  deMol/Netherlands 

1.0 

TV 

47    1 

Asia 


A 


weak  dollar  helped  keep  some  fortunes  aloft,  but,  overall, 
economic  woes  continued  to  plague  much  of  Asia.  Real 
estate  values  feO  further,  exports  contracted  and 

bankruptcies  are  on  the  rise.  No  wonder  many  of  Asia's  superrich 

were  hammered.  Thirty-two  billionaires  saw  their  net  worths 

decline  and  another  14  fell  off  the  list,  putting  the  Asian  billionaire 

count  at  61,  down  50%  firom  the  peak  in  Nobutada  Saji 

1996.  lapan  lost  6  billionaires,  leaving  it  with 

19.  Still,  Asia  is  not  without  its  bright  spots. 

Malaysia's  Ananda  Krishnan  raised  hundreds 

of  millions  in  a  public  offering  of  his  cell 

phone  operator,  Maxis.  Robust  sales  of  the 

energy  drink  Red  Bull  put  Thai  entrepreneur 

Chaleo  Yoovidhya  on  the  hst. 


Rank  NamD/Country 


Net  worth 
($bil)      Source 


28  Li  Ka-shing/Hong  Kong  78 

37  Nobutada  Saji  &  family /Japan 

42  Walter,  Thomas  &ftaym>j<!( 

45  Azim  Premji/lndia 

59  YasuoTakeiAfamily/Japai 

72  Eitaro  Itoyams  Japan 

72  Fukuzo  Iwasaki/Japan 

72  Akira  Mori/Japan 

88  Lee  Shau  Kciv'Hon!)  Kong  '.ri 

"•    'iMnii     laMBM—MMMb.' 


n                     71 

beverages 

57 

T 

Mv/ok/'HongKong  6.6 

real  estate 

T 

5.9 

software 

57 

T 

5.0 

credit 

73 

T 

4.1 

golf  courses 

60 

A 

4.1 

real  estate 

78 

A 

lal  estate 

66 

A 

diversified  74    ▼ 

beverages  57 
real  estate 

software  57 

credit  73 

golf  courses  60 

real  estate  78 

lal  estate  66 

real  estate  75 


88  Tsai  Wan  Lin  &  family/Taiwan 

97  Robert  Kuok/Malaysia 
161  Michael  Kadoorie  &  family/Hong  Kong 
123  Mukesh  &  Anil  Ambani/lndia 
123  Lee  Kun-hee  &  family/South  Korea 
123  Nina  Wang/Hong  Kong 
132  Kyosuke  Kinoshita  &  family/Japan 
137  Khoo  Tcck  Puat/Singapore 
137  Patrick  Wang/Hong  Kong 


I 


3.7  insurance  78 
3.4  agriculture  BQM 
3.3  diversified  62 

2.8  diversified 
2.8  Samsung  61 
2.8  real  estate 
2.7  credit  62 
2.6  banking  86 
2.6  micromotors  52 
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Four  Seasons 


Hpmiiiiii|»iitm|w 


imm»mimmink,'»imsiK,Mtm^  trf*«  •  r"-  -v 


BILLIONAIRES 


Rank  Name/Country 


147  Kerry  Packer/Australia 

147  Yoshiaki  Tsutsumi/ Japan 

158  Kumar  Birla/lndia 

158  Masatoshi  ito/Japan 

162  Tetsuro  Funai/Japan 

177  Yoshitaka  Fukuda  &  family/ Japan 

177  Lakshmi  Mittal/lndia 

177  Shin  Kyuk-ho/South  Korea 

199  Pallonji  Mistry/lndia 

209  Urn  Goh  Tong/Malaysia 

209  Lucio  Tan/Philippines 

209  YC  Wang/Taiwan 

222  Kunio  Busujima  &  family/Japan 

222  Frank  Lowy  &  family/Australia 

222  Tsai  Wan  Tsai  &  family/Taiwan 

236  Cheng  Yu-tung/Hong  Kong 

236  Kwek  Leng  Beng  &  family/Singapore 

236  Ng  Teng  Fong  &  family/Singapore 

236  Takemitsu  Takizaki/Japan 

256  Terry  Gou/Taiwan 

256  Ananda  Krishnan/Malaysia 

256  Lee  Seng  Wee  &  family/Singapore 


Net  worth 
($bil)     Source 


2.5     media  65    — 

2.5     real  estate     68    - 
2.4     commodities  35    A 


2.4 

retail 

78 

▼ 

2.3 

VCRs 

76 

A 

2.2 

credit 

55 

T 

2.2 

steel 

52 

A 

2.2 

candy 

80 

A 

2.0 

construction 

73 

• 

1.9 

gaming 

85 

▼ 

1.9 

tobacco 

68 

A 

1.9 

chemicals 

86 

T 

1.8 

gaming 

63 

- 

1.8 

malls 

72 

▼ 

1.8 

banking 

• 

1.7 

real  estate 

77 

T 

1.7 

hotels 

62 

T 

1.7 

real  estate 

74 

T 

1.7 

sensors 

57 

A 

1.6 

technology 

T 

1.6 

telecom 

64 

A 

1.6 

banking 

78 

T 

Rank  Name/Country 


278  Ryoichi  Jinnai  &  family/Japan 

278  Hideo  Merita  &  family/Japan 

278  Quek  Leng  Chan  &  family/Malaysia 

303  Rachman  Halim  &  family/Indonesia 

303  Stanley  Ho/Hong  Kong 

303  Koo  Chen-f  u  &  f  amiiyA'aiwan 

303  Kenichi  Mabuchi  &  family/Japan 

303  Hiroshi  Yamauchi/Japan 

329  Dhanin  Chearavanont  &  family/Thailand 

329  Chen  Din  Hwa/Hong  Kong 

329  Wee  Cho  Yaw/Singapore 

348  Henry  Sy  &  family/Philippines 

386AdiGodrej/lndia 

386  Richard  Pratt/Australia 

386  Masayoshi  Son/Japan 

386  Chaleo  Yoovidhya/ThailancT 

427  Henry  Fok/Hong  Kong 

427  Den  Fujita  &  family/ Japan 

427  Richard  Li/Hong  Kong 

427ShivNadar/india 

427  Kazuo  Okada/Japan 


Net  worth 
($bil) 

Source 

Age 

1.5 

credit 

76] 

1.5 

Sony 

5.    1 

1.5 

banking 

62   ^ 

1.4 

tobacco 

55   1 

4 

1.4 

gaming 

81   i 

1.4 

banking 

86   1 

1.4 

micromotors  70   i 

1.4 

Nintendo 

'M 

1.3 

agriculture 

63    ■ 

1.3 

real  estate 

80   ^ 

1.3 

banking 

74   i 

1.2 

malls 

78^ 

1.1 

diversified 

60   < 

1.1 

packaging 

68   ' 

1.1 

Softbank 

45   ' 

'^l.l 

Red  Bull 

• 

1.0 

gaming 

79 

1.0 

McDonald's 

77    ' 

1.0 

telecom 

36 

1.0 

technology 

57    • 

1.0 

gaming 

60    ' 

Rank  Name/Countru.< 


Net  worth 
($bil)     Source 


Middle  EastlAfrica 


A  60%  spike  in  oil  prices  in  one 
year  should  mean  good  things 
for  a  region  that  possesses  two- 
thirds  of  the  world's  known  reserves. 
But  the  prospect  of  war  in  Iraq  has 
tempered  consumer  spending  and  for- 
eign investment  in  much  of  the  Mid- 
dle East.  The  bloody  warfare  between 
Israelis  and  Palestinians  damaged 
wealth,  too.  The  resuh:  13  of  the  re- 
gion's 22  billionaires  saw  their  net 
worths  dip  and  two  fell  off  the  list. 


Rank  Name/Country 


Shari  Arison 


Net  worth 
($bll)     Source 


5  Prince  AlwalccdBinialu!Hui        .-aufji  Arabia  177  investments  46    ▼  104  Nicky  Oppenheimer  &  family/South  Africa       3.2  De  Beers 

SOHeirsofSulimanOlayan/Saudii.Jaj  6;  ii  pstments  •  113  Mohammed  Jameel  &  family/Saudi  Arabia      3.0  auto  sales 

58NasscrAI-Kharafi&1amiiy/Kuwai!  5.1  <.:ii3truction  59    T  118 AbdulazizBinHaniadAlgDsafai&fanly/Saudi Arabia 2.9  finance 

83  RafikAI-Hariri&  family/Lebanon  3.8  constrixtioii  59    T  123  Khalid  Bin  Mahfouz  &  family/Saudi  Arabia      2.8  banking 
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57 
69 

56 


m 


vise 
new 


JNGTFT-LCD 


The  Flat  Out  Clear  Choice  ^' 

Business  leaders  all  over  the  world  are  turning  to  Samsungj^iseview  TFT-LCDs 
With  the  sharpest,  most  vivid  viewing  experience  imaginable,  Samsung's 
■  wiseview    now  accounts  for  one  out  of  four  TFT-LCDs.  To  learn  more  , 

;  about  the  wiseview^  advantage,  visit  us  at  www.samsungTFTLCD.com  ; 

:  Wiseview   is  a  frademark  owned  by  Samsung  Electronics  Co.  Ltd. 


SAMSUNG  DIGITa;/> 

everyone's  invited 


DILLIU 

H  Rank  Name/Countrv 

Net  worth 
($bil) 

Source 

Age 

123  Sakip  Sabanci  &  family/Turkey 

2.8 

diversified 

70 

T 

158ShariArison/lsrael 

2.4 

cruise  ships 

45 

T 

162  Saleh  Kamel/Saudi  Arabia 

2.3 

diversified 

61 

▲ 

192  Sulaiman  Bin  Abdul  Al  Rajhi/Saudi  Arabia 

2.1 

banking 

83 

T 

199  Abdul  Aziz  Al  Ghurair/United  Arab  Emirates 

2.0 

banking 

49 

▲ 

199  Rahmi  Koc  &  family/Turkey 

2.0 

diversified 

72 

▼ 

222  Ferit  Sahenk  &  family/Turkey 


1.8 


banking        39 


Rank  Name/Country 


256  Sammy  &YuliOfer/lsrael 

278  Mohammad  Al  Amoudi/Saudi  Arabia 

329  Kemal  Uzan  &  family/Turkey 

427  Saleh  bin  Abdul  Aziz  Ai  Rajhi/Saudi  Arabia 

427  Turgay  Ciner/Turkey 

427  Morris  Kahn/lsrael 

427  Johann  Rupert  &  family/South  Africa 


Net  worth 
($bil) 

Source 

Age 

1.6 

shipping 

1.5 

oil 

57 

1.3 

telecom 

68 

1.0 

banking 

91 

1.0 

mining 

47 

1.0 

Amdocs 

73 

i 

1.0     luxury  goods  52   'I 


The  Americas 

It  was  a  rough  year  for  owners  of  capi- 
tal in  South  America.  Brazil  elected  a 
leftist  president,  Argentina  waged  war 
on  savers  and  the  class  war  in  Venezuela 
shut  down  factories  of  billionaires 
Lorenzo  Mendoza  and  Gustavo  Cis- 
neros.  Tidings  were  better  in  Chile  and 
Mexico.  Chilean  industrialist  Anacleto 
Angelini  returns  to  the  list  after  a  two- 
year  absence.  In  Mexico,  where  exports 
to  the  U.S.  and  a  surge  in  foreign  invest- 
ment seem  to  have  ended  the  economic 
downturn,  shares  of  Industrias  Penoles, 
the  mining  company  of  Alberto 
Bailleres,  boasted  the  best  performance 
on  the  Bolsa. 


92  Joseph  &MoiseSafra/Brazil  3.6  banking 

94  James,  Arthur  &  John  Irving/Canada  3.5  oil 

97  JeronimoArango/Mexico  3.4  retail 

123  Jeffrey  Skoll/Canada  2.8  Ebay 

132  Aloysio  de  Andrade  FaiiaBrazil  2.7  banking 

177  Charles  Bronfman/Canada  2.2  Vivendi 

177  Jim  Pattison/Canada  2.2  diversified 

177  Bernard  Sherman/Canada  2.2  drugs 

199  Lorenzo  Zambrano  &  family/Mexicu  '  H  cement 

222  Eugenio  Garza  Lagiiera  &  family/Mexico  1 . 3  beverages 

222  Wallace  McCain/Canada  1.8        nd 


/ 


7i 


renzo 

endoza     /       ^ 


Rank  Name/Country 

Net  worth 
($bil) 

Source 

Age 

13  Kenneth  Thomson  &  family/Canada 

14.0 

publishing 

79 

▼ 

35  Carlos  Slim  Helii/Mexico 

74 

telecom 

63 

▼ 

43  Galen  Weston  &  family/Canada 

6.2 

retail 

62 

A 

68  Lorenzo  Mendoza  &  family/Venezuela 

4.3 

beverages 

37 

T 

78  Gustavo  Cisneros  &  family/Venezuela 

4.0 

media 

57 

▼ 

T 
T 
77  T 
38  ▲ 
82  ▼ 
71  T 
74  ▲ 
61  ▼ 
58  T 
79  T 
73    A 


Maria  Aramburuzabala 

Anacleto  Angelini 


.\,t- 


li... 


Net  worth 
Rank  Name/Country                                             ($bll) 

Source 

236  Alberto  Bailleres/Mexico 

1.7 

mining 

70 

236  Paul  Desmarais  &  family/Canada 

1.7 

finance 

76 

256  Roberto  Hernandez/Mexico 

1.6 

banking 

60 

256  Andronico  Luksic  &  family/Chile       "^  ^' ' 

1.6 

mining 

76 

256  Gregorio  Perez  Companc  &  family/Argentina 

1.6 

oil  &  gas 

68 

278  Alfredo  Harp  Helii/Mexico 

1.5 

banking 

59 

278  Daryl  Katz/Canada 

1.5 

pharmacies 

41 

278  Harrison  McCain/Canada 

1.5 

french  fries 

75 

303  Anacleto  Angelini/Chile 

1.4 

energy 

89 

303  Michael  Lee-Chin/Canada 

1.4 

mutual  funds  52 

303  Eliodoro  Matte  &  family/Chile 

1.4 

paper 

57 

303  Eugene  Melnyk/Canada 

1.4 

drugs 

43 

329  Jean  Coutu/Canada 

1.3 

pharmacies 

75 

329  Carlos  Peralta  &  family/Mexico 

1.3 

telecom 

51 

348  Maria  A.  Aramburuzabala  &  family/Mexico 

1.2 

beer 

39 

348  Julio  Bozano/Brazil 

1.2 

banking 

67 
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b 

oil  &  gas 

68 

banking 

59 

pharmacies 

41 

french  fries 

75 

energy 

89 

mutual  funds  52 

paper 

57 

drugs 

43 

pharmacies 

75 

telecom 

51 

beer 

39 

banking 

67 

^^^^^^ 1 

That  seat  on  the  board. 

You  gave  it  your  time,  your  advice  and  your  good  name. 

Did  you  also  plan  on  donating  your  home? 


It's  Chubb. 


Or  it's  Chance. 


oducmg  Personal  Director's  Liability  Insurance  fronn  Chubb.  Today  when  corporations  go  belly  up, 
intiffs  are  not  just  seizing  company  assets;  they're  going  after  individuals  as  well.  And  board 
mbers  have  become  exceedingly  vulnerable.  Chubb's  new  PDL  Insurance  is  your  coverage.  Not  the 
npany's.  You  can  take  it  with  you.  And  it  can  cover  you  for  all  the  boards  you  serve  on.  It's  innovative 
erage  from  the  company  whose  integrity,  worldwide  resources  and  claims-paying  reputation  are  second 
lone.  In  today's  perilous  business  climate,  it  makes  good  sense  to  have  the  backup  you 
id  to  protect  what's  yours.  Otherwise,  that  belly-up  company  could  deliver  a  punch  in  the 
you  never  saw  coming.  For  more  information,  contact  your  local  Chubb  agent  or  broker. 

IBB  SPECIALTY  INSURANCE:  EXECUTIVE  PROTECTION  •  FINANCIAL  INSTITUTIONS  •  HEALTH  CARE  -  PROFESSIONAL 

3  refers  to  the  insurers  of  tf)e  Cfiubb  Group  of  Insurance  Companies  Actual  coverage  is  subject  to  ttie  language  of  the  policies  as  issued  Chubb.  82  Hopmeadow  St .  Simsbury.  CT  06070-7683 


UM  ai  c  ocv.^ui  lu 


l^ki^l0#AIRES 


Rank  Name/Country 


348  E.  Lino  Saputo  &  family /Canada 
386  Isaac  Saba  Raffoul  &  family/Mexico 
427UlySafra/Brazil 


Net  worth 
($bil)     Source 


1.2     dairy  66    • 

1.1     diversified     79    ▲ 
1.0     inheritance  - 


Rank  Name/Country 


427  Ricardo  Salinas  Pliego  &  family/Mexico 
427  Luis  Carlos  Sarmiento/Colombia 


Net  worth 
($bil)     Source 


1.0     retail        .  47    ▼ 
1.0     banking        70    T 


United  States 

Corporate  scandals  and  the  bear  market  clawed 
away  at  the  wealth  of  U.S.  billionaires,  who  col- 
lectively lost  $98  billion  in  the  past  year.  Thirty 
erstwhile  billionaires  feD  off  the  list,  including  recent 
newcomers  like  venture  capitalist  Vinod  Khosla,  mi- 
crochip maker  James  Kim  and  cable  baron  Charles 
Dolan.  But  big  fortunes  can  still  be  made  and  built 
upon,  even  in  technology.  Ebay's  Pierre  Omidyar  and 
Amazon's  Jeff  Bezos  got  richer  as  Wall  Street  took  an- 
other look  at  the  post-bubble  Internet  sector.  Among 
the  nine  new  billionaires:  Oprah  Winfi-ey  and  celebrity 
sports  agent  Mark  McCormack.  The  U.S.,  which  ac- 
counts for  one-third  of  the  world's  economic  output,  is 
home  to  47%  of  the  world's  476  billionaires. 


21  John  Mars/Virginia 

24  Michael  Dell/Texas 

25  Abigail  Johnson/Massachusett: 

26  Sumner  Redstone /Uassachusens 
29  Donald  Newhouse/New  Jersey 
29  Samuel  NewhouseJr/ New  York 
32  Robert  Pritzkcr/lllinois 


10.0     candy 


Rank  Name/State 

Net  worth 
($bll) 

Source 

Age 

1  William  Gates  Ill/Washington 

40.7 

IVIicrosoft 

47 

T 

2  Warren  Buffett/Nebraska 

30.5 

investments 

72 

T 

4  Paul  Allen/Washington 

20.1 

IVIicrosoft 

50 

T 

6  Lawrence  Ellison/California 

16.6 

Oracle 

58 

▼ 

7  Alice  WaitonA'exas 

16.5 

Wal-Mart 

54 

T 

7  Helen  Walton/Arkansas 

16.5 

Wal-Mart 

83 

T 

7  Jim  Walton/ Arkansas 

16.5 

Wal-Mart 

55 

T 

7  John  Walton/Colorado 

16.5 

Wal-Mart 

57 

▼ 

7  SRobson  Walton/Arkansas 

16.5 

Wal-Mart 

59 

T 

16  Steven  Ballmer/Washington 

11.1 

Microsoft 

46 

T 

17  JohnKluge/Vlrginia 

10.5 

Metromedia 

88 

- 

18  Barbara  Cox  Anthony/Hawaii 

10.3 

media 

79 

▲ 

18  Anne  Cox  Chambers/Georgia 

10.3 

media 

83 

▲ 

21  Forrest  Mars  Jr/Virginia 

10.0 

candy 

71 

▲ 

21  Jacqueline  Mars/New  Jersey 

10.0 

candy 

64 

▲ 

68    ▲ 


9.8 

Dell 

38 

T 

s 

8.2 

mutual  funds  41 

T 

Bits 

8.0 

Viacom 

79 

▼ 

77 

media 

73 

▲ 

\ 

77 

media 

75 

▲ 

76 

hotels 

76 

▲ 

Rank  Name/State 


32  Thomas  Pritzker/lllinois 
36  Samuel  Johnson/Wisconsin 
38  George  Soros/New  York 

44  Hiy  Warner/Illinois 

45  Charles  Ergen/Colorado 
48  Carl  Icahn/New  York 
54  Rupert  Murdoch/New  York 
59  Pierre  Omidyar/California 

62  Philip  Anschutz/Colorado 

63  Michael  Bloomberg/New  York 
65  Marvin  Davis/California 

71  Philip  Knight/Oregon 

72  Edward  Johnson  Ill/Massachusetts 
78  Donald  Bren/California 

78  Charles  Koch/Kansas 
78  David  Koch/New  York 

82  Eli  Broad/California 

83  David  Geffen/California 
88  Henry  Ross  Perot/Texas 
94  William  WrigleyJr/lllinois 
97  Kirk  Kerkorian/California 

184  Micky  Arison/Florida 


Net  worth 
($bil)     Source 


7.6 
7.3 
70 
6.0 
5.9 
5.8 
5.5 
5.0 
4.9 
4.8 
4.6 
4.2 
4.1 
4.0 
4.0 
4.0 
3.9 
3.8 
3.7 
3.5 
3.4 
3.2 


hotels 

floor  wax 

hedge  funds 

toys 

satellite  TV 

investments 

News  Corp 

Ebay 

Qwest 

media 

investments 

Nike 

mutual  funds 

real  estate 

oil 

oil 

real  estate 

music 

investments 

chewing  gum 

investments 

cruise  ships 


52  i 

74  i 

72  i 

59  A 

50  ^ 

67  i 


72 
35 
63 
60 
77 
65 
72 
70 
67 
62 
69 
60 
72 
39 
85 
53 
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3reguet.   La  passion   laisse  des  traces. 

i/ristwatch  "Classique"  in  18-carat  yellow  gold.  Extra-thin  selfwinding  mechanical  movement. 
Iff-centred  subdial  for  the  seconds.  Silvered  gold  dial  hand-engraved  on  a  rose  engine.  Also 
vailable  with   white   enamel   dial     Cambered   sapphire   crystal     Water-resistant. 


Depuis  1775 


Breguet   Boutique,    779   Madison   Avenue,    New  York,    (212)   288-4014   -   www.breguet.com 


...„„,„.  m 
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lU 

H  Rank  Name/State 

"Net  worth 
($bil) 

Source 

Age 

104  Riley  Bechtel/California 

3.2 

construction 

50 

A 

104  Stephen  Bechtel  Jr/California 
104  William  Cook/Indiana 

3.2 

construction 

77 

A 

3.2 

med  devices 

71 

A 

112  James  Goodnight/North  Carolina 

3.1 

SAS  Institute  60 

T 

113  George  Lucas/California 

3.0 

movies 

58 

- 

113  Jack  Taylor/Missouri 

3.0 

car  rental 

80 

- 

118  Henry  Hillman/Pennsylvania 

2.9 

investments 

84 

T 

123  Lester  Crown  &  family/Illinois 

2.8 

investments 

77 

T 

132  Ann  Walton  Kroenke/Missouri 

2.7 

Wal-Mart 

53 

T 

137  John  Abele/Massachusetts 

2.6 

med  devices 

65 

A 

137  George  Kaiser/Oklahoma 

2.6 

oil  &  gas 

60 

A 

137  Leonard  Lauder/New  York 

2.6 

cosmetics 

69 

T 

137  Samuel  LeFrak  &  family/New  York 

2.6 

real  estate 

85 

- 

137  Gordon  Earle  Moore/California 

2.6 

Intel 

74 

T 

137  Charles  Schwab/California 

2.6 

Schwab 

65 

T 

147  Robert  Bass/Texas 

2.5 

investments 

55 

- 

147  Jeffrey  Bezos/Washington 

2.5 

Amazon.com 

39 

A 

147  Jon  Huntsman/Utah           >^^x 

2.5 

chemicals 

65 

T 

147  Craig  0  McCaw/Washington 


2.5     telecom        53    A 


Rank  Name/State 

Networtti 
($bil) 

Source 

Age 

147  John  Menard  Jr/Wisconsin 

2.5 

retail 

63    i 

147  Ronald  Perelman/New  York 

""""  2.5 

investments 

60    i 

147  David  Rockefeller  Sr/I^ew  York 

2.5 

inheritance 

87    - 

162  Edgar  Bronfman  Sr/New  York 

2.3 

liquor 

74    1 

162  Maurice  Greenberg/New  York 

2.3 

AIG 

77    ^ 

162  Ray  Hunt/Texas 

2.3 

oil  &  gas 

60    ■ 

162  Barbara  Piasecka  Johnson/Monaco 

2.3 

inheritance 

66    1 

162  Nancy  Walton  Laurie/Missouri 

2.3 

inheritance 

51  y 

162  A  Jerrold  Perenchio/California 

2.3 

television 

72    ^ 

162  Robert  RowlingA^exas 

2.3 

oil  &  gas 

49    } 

162  Preston  Tisch/New  York 

2.3 

Loews 

76    ^ 

177  Susan  Thompson  Buffett/California 

2.2 

marriage 

70    ^ 

177  Ronald  Lauder/New  York 

2.2 

cosmetics 

59    ^ 

177  Peter  Nicholas/Massachusetts        . 

2.2 

med  devices 

62    i 

177  John  Simplot  &  family/Idaho 

2.2 

potatoes 

94    ^ 

177  James  Sorenson/Utah 

2.2 

med  devices 

81    ' 

177  Steven  Spielberg/California 

2.2 

movies 

56    • 

177  Leonard  Stern/New/  York 

2.2 

real  estate 

64    ' 

192  Gordon  Getty/California 

2.1 

inheritance 

66    ■ 

Kings,Queens  ^.DespOtS 


Valuing  these  fortunes  is  a  tricky  business.  We 
exclude,  for  example,  assets  held  in  trust  for  a 
nation— like  Buckingham  Palace.  It  belongs  not 
so  much  to  Queen  Elizabeth  II  as  to  the  British 
state,  much  as  the  White  House  belongs  to  the 
U.S.  government.  Some  estimates  are  fuzzier 
than  others.  We  calculate  Fidel  Castro's  wealth 
as  a  percentage  of  Cuba's  GDP.  Why  do  we 
separate  these  folks  from  our  main  ranking? 
They  don't  exactly  represent  success  stories  of 
entrepreneurial  capitalism. 


Name 

Title/Country 

Age 

Estimated  t 
wortti 

King  Fahd  Bin  Abdul  Aziz  Alsaud 

Crown  Prince  &  King/Saudi  Arabia 

80 

$20  billion 

Sultan  Haji  Hassanal  Bolkiah 

Sultan/Brunei 
Prince/Liechtenstein 

56 
58 

11  billion' 

Hans  Adam  II 

2  billion' 

Saddam  Hussein 

President/Iraq 

65 

2  billion' 

Queen  Elizabeth  11 

Queen/United  Kingdom 

76 

525  millior 

Yasir  Arafat 

President/Palestinian  Authority 

73 

300  million 

Queen  Beatrix  Wilhelmina  Armgard 

Queen/Netherlands 

65 

250  millior 

Fidel  Castro 

President/Cuba 

76 

110  million 

'At  least. 

KiDt 


Queen  Elizabeth 


Fidel  Castro 


Queen  Beatrix 
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LIKE  NOTHING  ELSE.™ 


HUMMER.COM 


$49,190.  Tax,  title,  license  and  optional  equipment  extra.  1 .800.REAL.4WD  ©  General  Motors  Corp.,  2003.  HUMMER  and  the  vehicle's  grille  design  are  registered  IrademarKs  of  GM  Corp.  Partner  of  Tread  lightly!.  Inc. 
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H  Rank  Name/State 

~  Networtfi 

($bil) 

Source 

Age 

192  Martha  Ingrain  &  family/Tennessee 

2.1 

inheritance 

67 

T 

192  Leslie  Herbert  Wexner/Ohio 

2.1 

the  Limited 

65 

▼ 

199  Amos  Hostetter  Jr/Massachusetts 

2.0 

cable  TV 

66 

T 

199  Patrick  McGovern/Massachusetts 

2.0 

publishing 

65 

- 

199  Carl  Pohlad/Mlnnesota 

2.0 

banking 

87 

▲ 

199  Laurence  risch/New  York 

2.0 

Loews 

80 

T 

199  Robert  E  (Ted)  "lUrner/Georgia 

2.0 

cable  TV 

64 

T 

209  Donald  Hall/Kansas 

1.9 

Hallmark 

74 

▲ 

209  Leona  Helmsley/New  York 

1.9 

inheritance 

83 

- 

209  Ralph  Lauren/New  York 

1.9 

fashion 

64 

T 

209  Richard  Rainwater/Texas 

1.9 

investments 

58 

▲ 

209  Clemmie  Spangler  Jr/North  Carolina 

1.9 

investments 

70 

▲ 

209  Glen  Taylor/Minnesota 

1.9 

printing 

61 

- 

209  Donald  Trump/New  York 

1.9 

real  estate 

57 

A 

222  S  Daniel  Abraham/Florida 

1.8 

Slim-Fast 

79 

- 

222  Herbert  Allen  Jr/New  York    , 

1.8 

finance 

63 

- 

222  Charles  Butt/Texas 

1.8 

supermarkets  64 

- 

222  William  Davidson/Michigan*'^'*' 

1.8 

glass 

80 

T 

m 


222  Jess  Jackson/California 


Rank  Name/State 


222  Robert  Rich  Sr/Florida 

222  Samuel  Zeil/lllinois 

236  Richard  DeVos/Michigan 

236  Edward  Gaylord/Oklahoma 

236  H  Wayne  Huizenga/Florida 

236  Steven  Jobs/California 

236  Peter  Kello^New  Jersey 

236  Clayton  Lee  Mathile/Ohio 

236  Haim  Saban/California 

236  Dennis  Washington/Montana 

256  Donald  risher/California 

256  Doris  Feigenbaum  Fisher/California 

256  Alec  Gores/California 

256  Bradley  Hughes/California 

256  E  Pierce  Marshall/Texas 

256  Fayez  Sarofim/Texas 

256  Steven  Udvar-Hazy/California 

278  Ronald  Burkle/California 

278  Stanley  Druckenmiller/New  York 


m 


Net  worth 
($bil) 

Source 

Age 

1.8 

food 

89    i 

1.8 

real  estate 

61    \ 

1.7 

Amway 

77    ■ 

1.7 

media 

83    i 

1.7 

entrepreneu 

r65    ' 

1.7 

computers 

48    , 

1.7 

finance 

60    i 

1.7 

petfood 

62    • 

1.7 

television 

58    ■ 

1.7 

investments 

68    , 

1.6 

Gap 

74    . 

1.6 

Gap 

72    ^ 

1.6 

LBOs 

50 

1.6 

storage 

69    ' 

1.6 

inheritance 

64    . 

1.6 

finance 

74    ■ 

1.6 

leasing 

57    • 

1.5 

supermarkets  50   . 

1.5 

money  mgmt 

49    , 

Out  Below 


) 


The  world's  richest  people  are 
hardly  immune  to  economic 
downturns.  Indeed,  67  individu- 
als from  22  countries  depart 
from  our  ranking  this  year,  30  of 
them  from  the  U.S.  At  right, 
the  year's  ten  biggest  losers 
(as  a  percentage  of  net  worth), 
including  four  billionaires  who 
were  entirely  wiped  out  and  one 
who  gave  it  all  away.  For  the 
complete  list  of  dropoffs,  click 
on  www.forbes.com/dropoffs. 


Martin  Ebner 

Klaus  J  Jacobs 

Mehmet  Karamehmet  &  family 

Leo  Kirch 

Roberto  Marinho&  family 

Lorenzo  Rossi  Di  Montelera  &  family 

Andre  Chagnon 

Karl  Ehlerding&  family 

Andre  Kudelski 

Manfred  Lautenschlager 


Net  worth    Previous 
($mll)       ($inll) 


$0>    $2,000 
0      1,500 


change        Reason 


0>   4,000 

0'   1,000 


0' 
100 
220 
325 
220 
275 


1,000 
1,500 
1,100 
1,500 
1,000 
1,200 


'Reflects  debts  versus  Forbes-valued  assets,  see  p.  140. 


ANDRE  CHAGNON 

Cable  TV  magnate 

iloaated  most  of  his 
i  \.ii'j  to  fight  dis- 
s'j  ,ind  obesity, 
'.'"i'jularly  amcng 

•.;.inada's  boob-iuhc. 

vvatchingkids. 


MARTIN  EBNER 

Once  worth  $3.3  bil- 
lion, the  well-known 
shareholder  activist 
has  been  selling  off 
shares  in  companies 
ike  ABB  to  pay  off 
huge  debts. 


Switzerland 

Switzerland 

Turkey 

Germany 

Brazil 

Italy 

Canada 

Germany 

Switzerland 

Germany 


-100.0% 
-100.0 
-100.0 
100.0 
100.0 
-93.3 
-80.0 
-78.3 
-78.0 
-77.1 


-100.0 

massive  debts 

-100.0 

massive  debts 

-93.3 

revised  stake 

-80.0 

gave  away 

-78.3 
-78.0 

stock  plunged 
stock  plunged 

massive  debts 
gave  away 
massive  debts 
massive  debts 
massive  debts 
revised  stake 
gave  away 
stock  plunged 
stock  plunged 
stock  plunged 


LEO  KIRCH 

From  $11.5  billion  to 
nothing  in  less  than 
three  years:  His 
sprawling  media 
empire  collapsed  ■ 
under  massive  debt 
and  bad  deals. 
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IRA    INVESTING 


T- 
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Your  IRA  contribution. 

T.  Rowe  Price  makes  it  easy  to  put  it  all  together. 


AtT.  Rowe  Price,  our  new  one-phone-call  IRA  makes  it  more  convenient  than 
ever  to  start  up  or  transfer  an  existing  IRA.  In  just  one  telephone  conversation, 
our  knowledgeable  investment  specialists  will  help  you  assess  your  retire- 
ment needs,  open  an  account,  or  transfer  another  IRA  toT  Rowe  Price. 

With  T.  Rowe  Price,  we'll  help  you  choose  an  appropriate  fund  for  your  IRA. 
Over  70%  of  our  funds  have  outperformed  their  Lipper  averages  for  the  1-, 
5-,  and  10-year  periods  ended  12/31/02.'  Results  will  vary  for  other  periods, 
and  all  funds  are  subject  to  market  risk.  Past  performance  cannot  guarantee 
future  results. 

Call  or  visit  our  Web  site  for  more  information.  Act  before  April  15  to  take 
advantage  of  higher  2002  contribution  limits. 


•  Over  70%  of  our  funds 
have  outperformed 
their  Lipper  averages 

•  New  one-phone-call  IRA 

•  $3,000/$3,500 
contribution  limit 
to  maximize  your 
tax  advantage*"^^ 

•  Low  cost, 

no  commissions 


TROWEPRICE.COM/IRA 


1-800-831-1  450 


T.RoweR'ice 


® 


INVEST    WITH    CONFIDENCE 


For  moie  information,  including  lees,  expenses,  and  risks,  request  a  fund  profile  or  prospectus;  read  it  carelully  belore  investing.  *Based  on  total  return,  79  ol  96, 51  of  71,  and  31  ol  43 1.  Rowe  Price 
funds,  including  separate  share  classes,  outperlormed  their  Lipper  averages  lor  ttie  I-,  5-,  and  lO-year  periods  ended  12/31/02,  respectively.  (Source  ol  Lipper  data:  Lipper  Inc.)  **S3,500  contribution 
limit  applies  to  participants  50  years  ol  age  or  older  in  2002.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRA06663'1 


Curiosity. 
Discovery. 

The  people  of  health  care  provide  it. 
We  support  it. 


CardinalHealth 

Working  togethei.  For  life. 


From  pharmaceutical  researchers  to  pharmacists. 
Materials  managers  to  nurses.  Surgeons  to  health 
system  CEOs.  Worldwide,  the  50,000  men  and 
women  of  Cardinal  Health  partner  with  health 
care  professionals  each  and  every  day.  Our  goal  is 
simple.  To  help  them  focus  on  what  counts — 
improving  people's  lives,    www.cardinai.com 


©2003  Cardinal  Health,  Inc.  All  rights  reserved. 
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nkNane/Statc 

Net  worth 
($bil) 

Source 

Age 

1  Thomas  FHst  Jr/Tennessee 

1.5 

health  care 

64 
38 

- 

ITonG«res,'Califomia 

1.5 

LBOs 

- 

1  CkailK  Jtlwsoa  California 

1.5 

finance 

70 

T 

HMtart  lUMtr  &  fMiy  Wisconsin 

1.5 

mfg 

64 

- 

l«MBlMMM/Colorado 

1.5 

cable  TV 

62 

T 

1  iJWMCt  SprtM  RMtefder  New  York 

1.5 

inheritance 

92 

- 

IJohi  Sal/North  Carolina 

1.5 

SAS  Institute  54 

▼ 

1  JadOM  StaphMs/Arkansas 

1.5 

banking 

79 

- 

BJayVanAiidet/Michigan 

1.5 

Amway 

78 

- 

SSlNUMMaiSMi'Nevada 

1.4 

hotels 

69 

«« 

3Rick«4Rnwr/Ohio 

1.4 

Cintas 

68 

T 

Slnmlmar/NewYork 

1.4 

hedge  funds 

57 

▲ 

3  Mfichael  Krasny /Illinois 

1.4 

retail 

49 

T 

3  E  Stanley  Rneake/Missouri 

1.4 

real  estate 

55 

A 

3  Mary  Uk*  Dorrancc  Malaae/Pennsylvania 

1.4 

inheritance 

53 

▼ 

3  Mtnari  Maran/Georgia 

1.4 

Home  Depot 

73 

T 

3  George  Phyiiias  MHcM/Texas 

1.4 

oil  &.  gas 

83 

▼ 

3  Jawiii  Minw/Florida 

1.4 

auto  sales 

84 

A 

Rank  Name/State 


Net  worth 
($bil)     Source 


)3DavMllltarri«A/California 


1.4      investments     79 


303  Richard  Schube/Minnesota  1.4  Best  Buy 

329  Franklin  Booth  Jr/California  1.3  investments 

329  Mark  Cuban/Texas  1.3  technology 

329  David  Duffield/Nevada  1.3  PeopleSoft 

329  Louis  Gonda/California  1.3  leasing 

329  Henry  Kravis/New  York  1.3  LBOs 

329  Robert  McNair/Texas  1.3  energy 

329  Mitchell  Raies/District  of  Columbia  1.3  mfg 

329  Steven  Raies/District  of  Columbia  1.3  mfg 

329  George  Roberts/California  1.3  LBOs 

329  Ernest  EStempel/Bermuda  1.3  AIG 

348  Lee  Bass/Texas  1.2  investments 

348  Bennett  Oorrance/Arizona  1.2  inheritance 

348  Richard  Egan/Massachusetts  1.2  EMC 

348  Frederick  Field/California  1.2  media 

348  Thomas  Flatley/Massachusetts  1.2  real  estate 

348  Barbara  Carlson  Gage  &  family/Minnesota      1.2  inheritance 

348  Tom  Golisano/New  York  1.2  Paychex 

348  Joseph  Jamail  Jr/Texas  1.2  lawsuits 


62  ▼ 

80  T 

44  T 

62  T 

54  T 

59  - 

64  A 

46  - 

50  - 

58  - 

86  T 

46  T 

56  T 

67  T 

50  - 

70  A 

61  ▼ 

61  ▼ 

77  - 


Running  Against  the  Wind 


Weak  stock  markets  almost  everywhere  sent 
many  a  net  worth  figure  downward.  But  a 
handful  of  fortunes  were  bolstered  by  strong 
company  performances,  promising  techno- 
logical developments  or  smart  business 
deals.  Boston  Scientific  cofounder  John 
Abele  climbed  in  the  rankings  after  European 
regulators  approved  his  company's  new 
heart  stent.  Three  Russian  billionaires  saw 
th'eir  fortunes  rise  with  the  price  of  oil.  Even 
the  Internet  made  a  slight  comeback: 
Amazon's  Jeffrey  Bezos  and  Ebay's  Jeffrey 
Skoll  both  rode  their  stocks  up.  —L.K. 


Net  worth  % 

($bll)         Country         Increase         Source 


Mikhail  Khodorkovsky 

$8.0 

Russia 

116% 

oil  CO.  stock  rises 

Mikhail  Fridman 

4.3 

Russia 

96 

deal  made  with  BP 

Roman  Abramovich 

5.7 

Russia 

90 

oil  CO.  stock  rises 

John  Abele 

2.6 

U.S. 

86 

stent  device  approved 

Adolf  Merckle 

3.3 

Germany 

74 

pharma  booms 

Jeffrey  Bezos 

2.5 

U.S. 

67 

Amazon  stock  rises 

Khalid  Bin  Mahf ouz  &  family 

2.8 

Saudi  Arabia 

65 

bank  sold  to  government 

Gregorio  Perez  Companc  &  family 

1.6 

Argentina 

60 

energy  co.  stake  sold 

Steven  Jobs 

1.7 

U.S. 

55 

Apple  stock  rises 

Jeffrey  Skoll 

2.8 

Canada 

27 

Ebay  stock  rises 

Jeffrey  Bezos 


Mikhail  Fridman 


John  Abele 


Jeffrey  Skoll 


Steven  Jobs 
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Rank  Name/State 

Networtti 
($bil) 

Source 

Age 

348  Robert  Johnson/District  of  Columbia 

1.2 

cable  TV 

56 

▲ 

348  Rupert  Johnson  Jr/California 

1.2 

finance 

62 

T 

348  Richard  Kinder/Texas 

1.2 

pipelines 

58 

T 

348  Joan  Kroc/Califomia 

1.2 

inheritance 

74 

T 

348  George  Lindemann  &  family/Florida 

1.2 

investments 

66 

- 

348  L  Lowry  Mays/Texas                     

^'■' 

radio 

67 

▼ 

348  Charles  Munger/California 

1.2 

investments 

78 

T 

348  Robert  Naify/California 

1.2 

theaters 

81 

T 

348  Marilyn  Carlson  Nelson  &  family/Minnesota 

1.2 

inheritance 

64 

T 

348  Winthrop  Rockefeller/Arkansas 

1.2 

inheritance 

54 

- 

348  Thomas  Siebel/California 

1.2 

software 

50 

T 

348  John  Sotarato/Califomia       ^jflflft 

1.2 

real  estate 

63 

A 

348  John  Sperling/Arizona 

1.2 

Apollo  Group  82 

• 

348  Peter  Sperling/Arizona     ^^B^K 

1,2 

Apollo  Group  43 

• 

348  Jon  Stryker/Michigan 

1.2 

inheritance 

44 

- 

348  Ronda  Stryker/Michigan  ^^H[^ft 

1.2 

inheritance 

48 

- 

348  Arthur  Williams  Jr/Florida 

1.2 

insurance 

60 

T 

348  Daniel  Ziff/New  York 

1.2 

inheritance 

31 

- 

348  Dirk  Ziff /New  York 

1.2 

inheritance 

38 

- 

348  Robert  Ziff/New  York 

inheritance 

35 

- 

386  John  Arrillaga/California 

real  estate 

65 

▲ 

386  Frank  Batten  Sr/Virginia 

media 

76 

▼ 

386  Christopher  Goldsbury/Texas 

salsa 

60 

- 

386  Pincus  Green/Switzerland 

commodities  67 

▲ 

386  Robert  Holding/Utah 

gas  stations 

76 

▲ 

386  James  Jannard/Washington 

Oakley 

53 

▼ 

386  William  Kellogg/Wisconsin 

Kohls 

59 

T 

386  Peter  Lewis/Ohio 

insurance 

68 

T 

386  John  McCaw  Jr/Washington 

telecom 

52 

▲ 

386  Billy  Joe  (Red)  McCombs/Texas 

cars,  radio 

75 

T 

386  John  Morgridge/California 

Cisco 

69 

T 

386  Henry  Nicholas  Ill/California 

Broadcom 

43 

▼ 

BILLIONAIRES 


Rank  Name/State 


386  Richard  Taylor  Peery/California 

386  Marc  Rich/Switzerland 

386  Henry  Samueli/California 

386  Frederick  Smith/Tennessee 

386  Patricia  Stryker/Colorado 

386  Theodore  Waitt/California 

386  Sanford  Weill/New  York 

386  Henry  Zachry  Jr/Texas 

386  Mortimer  Zuckerman/New  York 

427  Carl  Berg/California 

427  Gary  Campbell  Comer/Illinois 

427  Scott  Cook/California 

427  Archie  Aldis  (Red)  Emmerson/California 

427  James  C  France/Florida 

427  William  France  Jr/Florida 

427  Leslie  Conda/California 

427  William  Hearst  Ill/California 

427  Marvin  Herb/Illinois 

427  Jerome  Kohlberg  Jr/New  York 

427  Richard  Marriott/Maryland 

427  Mark  McCormack/Florida 

427  Robert  McLane  Jr/Texas 

427  Roger  Milliken/South  Carolina 

427  Richard  Mellon  Scaife/Pennsylvania 

427  Walter  Scott  Jr/Nebraska 

427  Harold  Clark  Simmons/Texas 

427  Charles  Simonyi/Washington 

427  Kenny  Troutt/Texas 

427  Albert  Lee  Ueltschi/Texas 

427  Dean  White/Indiana 

427  Oprah  Winfrey/Illinois 

427  Samuel  Wyly/Texas 


'S}^^fm-jtst»jxi 


} 


Net  worth 
($bil)     Source 


1.1  real  estate  62 

1.1  commodities'  68 

1.1  Broadcom  48 

1.1  FedEx  58 

1.1  inheritance  46 

1.1  Gateway  40 

1.1  Citigroup  70 

1.1  construction  68  *' 

1.1  real  estate  65  - 

1.0  real  estate  65  Tl 

1.0  Lands' End  75  - 

1.0  Intuit  50  *i 

1.0  timber  73  Tl 

1.0  auto  racing  58  «* 

1.0  auto  racing  70  ••* 

1,0  leasing  83  T' 

1.0  inheritance  53  - 

1.0  bottling  66  * 

1.0  LBOs  77  - 

1.0  hotels  64  T 

1.0  sports  72  •! 

1.0  Wal-Mart  66  T 

1.0  textiles  87  - 

1.0  inheritance  70  T 

1.0  telecom  71  -   j 

1.0  investments  71  T' 

1.0  Microsoft  55  - 

1.0  telecom  55  Tl 

1.0  flight  schools  85  T" 

1.0  billboards  79  - 

1.0  television  49  * 

1.0  investments  68  it 


METHODULUGY  This  is  our  17th  annual  ranking  of  the  world's  richest  people.  We  valued  publicly  traded  shares  using 
prices  and  exchange  rates  as  of  Feb.  7.  We  valued  privately  held  companies  by  coupling  estimates  of  revenues  (or,  in  some  cases, 
company-provided  numbers)  to  prevailing  price/revenue  ratios  for  similar  publicly  traded  companies.  Generally  we  list  individual 
fortunes  only,  rather  than  those  shared  among  extended  families,  like  the  Rothschilds  or  the  Du  Ponts.  When  it  isn't  clear  how 
a  fortune  is  split  among  family  members,  we  list  the  names  of  those  who  share  the  fortune  (as  we  do  with  Germany's  Karl  &  Theo 
Albrecht);  in  other  cases  we  list  the  individual  who  created  the  fortune  or  who  controls  it,  followed  by  "&  family." 


I 


L 


ACKNOWLEDGMENTS  Philip  Beresf ord,  London  Times:  Peter  Brieger,  National  Post,  Mauricio  Brocado,  Ixe  Casa  de  Bolsa;  Ernesto  Canales,  Canales  Asesoria 
Juridica;  Francoise  Cespodes.  ING  Financial  Markets;  Louis  Gagliardi,  John  S.  Herold,  Inc.;  Nigel  Geach,  Spods  Marketing  Surveys;  Rob  Gerlsbeck,  Hardware 
Merchandise  Magazine:  David  Gold,  Sidoti  &  Co.;  Florence  Hernandez,  ING  Financial  Markets;  Sami  Kassab,  BMP  Paribas;  Jason  Kirby,  Canadian  Business; 
C.N.  Krishnakumar,  Business  India:  Huang  Cheng  Ming,  Taiwan  Economic  Journal:  Colm  Murphy,  The  Sunday  Times.  Dublin;  Marco  Pisanti,  Caboto  IntesaBci; 
Annanya  Sarin,  Ispat  International;  Ula  Tuszewicka,  ICON  Group  International;  Kevin  West,  Fairchild  Publications. 
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Corporate  integrity.  Good  governance. 

Clear  standards  that  shareholders  expect. 


As  a  leading  international  provider  of  finanaa^rooucrs 
and  services  to  individuals  and  corporations,  Sun  Life 
Financial  has  a  long-standing  reputation  for  quality, 
excellence  and  corporate  integrity. 

We  have  earned  that  reputation  through  the  core 
values  we  follow,  starting  with  our  commitment  to 
clarity  and  transparency  in  all  business  practices,  large 
or  small.  These  values  demand  exceptional  standards 
of  excellence  in  everything  we  do.  Most  importantly. 


our  values  underpin  our  mission:  to  provide  lifetime 
financial  security  through  innovative,  customer-focused 
products  and  services,  and  they  are  the  foundation  for 
our  vision:  to  be  the  international  leader  in  wealth 
management  and  protection. 

The  Sun  Life  Financial  group  of  companies.  Building 
shareholder  value  wherever  we  live,  work  and  do 
business.  By  setting  our  standards  high.  And  ensuring 
those  standards  are  clear. 


INTEGRITY 


EXCELLENCE 


CUSTOMER       FOCUS 


BUILDING       VALUE 


^"<. 


Visit  us  .'.   www.sunlife.com 


Sun  ^-^ 

Life  Financial 


)  200}  Sun  Life  Financial  Services  of  Canada  Inc  All  rights  reserved. 


BILLIONAIRES 


Index 


msM 

Bronfman.  ESr/United  States 

Brost,  A/Germany 

2,3 
1,1 

Flatley,T/United  States 

Flick,  FJr/Germany 

1.2 

5.7 

Hughes,  B/United  States 
Huizenga,  H/Unlted  States 

1.8! 

Ab8le,J/United  States 

$2.6 

1,7 

Abraham,  S/United  States 

1.8 

Brudno,  M/Russia 

1.0 

Fok,H/HDngKong 

1,0 

Hunt,  R/United  States 

2,3 

Abramovich,  R./Russia 
Adelsofl,S/United  States 
Agnclli,U&  family/Italy 

5.7 
1.4 
1.5 

Buffelt,  S/United  States 
Buffott.W/United  States 
Burda,  H/Germany 

2,2 

30.5 

2.9 

Foriet-Oesteiet,  P/France 

France,  J/United  States 
France,  WJr/United  States 

1,2 
1,0 
1.0 

Huntsman,  J/United  States 

2.5 

Icahn,  C/United  States 

5.8 

Al  Amoudi,  M/Saudi  Arabia 

1.5 

Burkle,  R/United  States 

1.5 

Frore,  A/Belgium 

1,0 

Ingram,  M  &  family/United  States 

21 

Al  Ghurair,  A/United  Arab  Emirates 

2.0 

Busulima,  K  &  family/Japan 

1.8 

Fridman,M/Russia 

4.3 

Irving,  J/Canada 

3.5 

AIRajhl,S/Saudi  Arabia 
AIRajhi,S/Saudi  Arabia 
Al-Hariri,  R  &  family/Lebanon 
Al-Kharafi,  N&  family/Kuwait 
Albrecht,  K/Germany 
Alekperov,  y/Russia 

2.1 
1.0 
3.8 
5.1 
25.6 
1.3 

Butt,  C/United  States 

1.8 

Frist,  TJr/United  States 
Fuiita,D&  family/Japan 
Fukuda,Y&  family/Japan 
Funai,  T/Japan 

1.5 
1.0 
2.2 
2.3 

Ito,  M/ Japan 
Itoyama,  E/ Japan 
Iwasaki,  F/Japan 

2.4 

1111111 

41 

Cadogan,  G/United  Kingdom 
Calder,  C/United  Kingdom 
Chambers,  A/United  States 
Champalimaud,  A/Portugal 

2.1 

2.3 

10.3 

1.4 

4,1 

nn 

Jackson,  J/United  States 
Jamail,  J  Jr/United  States 

1.8 

Gage,  B  &  family/United  States 

1,2 

1.2 

Algssaibi,  A  &  family/Saudi  Arabia 

2.9 

Chearavanont,  D  &  family/Thailand 

1.3 

Garza  Laguera,  E  &  family/Mexico 

1.8 

Jameel,  M  &  family/Saudi  Arabia 

3.0 

Allen,  HJr/United  States 

1.8 

Chen  D/Hong  Kong 

1.3 

Gates,  Will/United  States 

40.7 

Jannard,  J/United  States 

1.1 

Allen,  P/United  States 

20.1 

Cheng  Y/Hong  Kong 

1.7 

Gaylord,E/Unlted  States 

1.7 

Jinnai,R&  family/Japan 

1.5 

Alsautf,  A/Saudi  Arabia 

17.7 

CinerT/Turkey 

1.0 

Geffen,D/United  States 

3.8 

Jobs,  S/United  States 

1.7 

Ambani,  M/lndia 

2.8 

Cisneros,  G  &  family/Venezuela 

4.0 

Gerling,  R/Germany 

3.0 

Johnson,  A/United  States 

8.2 

Angellnl,  A/Chile 

1.4 

Clausen,  J  &  family/Denmark 

1.0 

Getty,  G/United  States 

2.1 

Johnson,  A/Sweden 

3,6 

Anschuti,  P/United  Slates 

4.9 

Comer,  G/United  States 

1.0 

Gnutti,  E/ltaly 

1.0 

Johnson,  B/United  States 

2,3 

Anthony,  B/United  States 

10.3 

Cook,  S/Unlted  States 

1.0 

Godrej,  A/India 

1.1 

Johnson,  C/United  States 

1,5 

Aramburuzabala,  M  &  family/Mexico 

1,2 

Cook,  W/United  States 

3.2 

Goldsbury,  C/United  States 

1,1 

Johnson,  E  Ill/United  States 

4,1 

Arango,J/Mexico 

3.4 

Coutu,  J/Cdiiada 

1.3 

Golisano.T/United  States 

1.2 

Johnson,  R/United  States 

1,2 

Arison,  M/United  States 

3.2 

Crown,  L  &.  family/United  States 

2.8 

Gonda,  Leslie/United  States 

1,3 

Johnson.  R  Jr/United  States 

1,2 

Arison,  S/lsrael 
Armani,  G/ltaly 
Arnault,  B/France 

2.4 
1.7 
6,7 

Cuban,  M/United  States 

1.3 

Gonda,  Louis/United  States 
Goodnight,  J/United  States 
Gores,  A/United  States 

1.0 
3.1 
1.6 

Johnson,  S/United  States 

73 

imm 

Dassault,  S  &  family/France 

3.2 

Kadoorie,  M  &  family/Hong  Kong 

3,3 

Arrillaga,J/United  States 

1.1 

Davidson,  W/United  States 
Davis.  M/United  States 
de  Carvalho,  C/Netherlands 

1.8 
4.6 
3.7 

Gores,  T/United  States 

Gou,  T/Talwan 

Green,  P/United  Kingdom 

1.5 
1.6 
1.4 

Kahn,M/lsrael 
Kaiser,  G/United  States 
Kamol,  S/Saudi  Arabia 

1,0 

HH 

2,6 

Baillores,  A/Mexico 

1.7 

2,3 

Ballmer,  S/United  States 

11.1 

deMoLJ/Netherlands 

1,0 

Green,  P/United  States 

1,1 

Kamprad,  I/Sweden 

13,0 

Bass,  L/United  States 

1.2 

Decaux,  J  &  family/France 

2,2 

Greenberg.  M/United  States 

2.3 

Katz.  D/Canada 

1,5 

Bass,  R/United  States 
Batten,  FSr/United  States 
Bauer,  H/Germany 

2.5 
1.1 
2.7 

Deichmann,  H/Germany 
del  Pino,  R&  family/Spain 
DelVecchio,L/ltaly 

1,1 
2,1 
5.6 

Grosvenor,  G/United  Kingdom 

7.5 

Kellogg.  P/United  States 
Kellogg,  W/United  States 
Kerkorian,K/United  States 

1,7 

jlllljjjl 

1,1 

Haefner,W/Switzerland 

2.7 

3,4 

I    Bechtel,  R/United  States 

3.2 

Dell,  M/United  States 

9,8 

Hagen,  S/Norway 

1.0 

Khodori(ovsky,M/Russia 

8,0 

'    Bechtel,  SJr/United  States 

3,2 

Deripaska,  0/Russia 

1.5 

Halim,  R  &  family/Indonesia 

1,4 

KhooT/Singapore 

2,6 

{    Bei$heim,0/Germany 

1,1 

Desmarais,  P  &  family/Canada 

1.7 

Hall,  D/United  States 

1.9 

Kinder,  R/United  States 

1.2 

.    Bellon.P&  family/France 

1.0 

DeVos,  R/United  States 

1.7 

Halley,P  4  family/France 

3.2 

Kinoshita.  K  &  family/ Japan 

2.7 

Benetton.  L&  family/Italy 

4.6 

Doris.  E/ltaly 

1.2 

Happel,  0/Germany 

1,9 

Kipp,  K/Germany 

4.1 

t    Berg,  C/United  States 

1.0 

Oorrance,  B/United  States 

1.2 

Hargreaves.  J  &  family/United  Kingdon 

1   1,1 

Ktatten,  S/Germany 

5.3 

\    Beriusconi,S/ltaly 

5,9 

Dorrance,  J  Ill/Ireland 

2.3 

Harmswortti,  J/United  Kingdom 

1,1 

Kluge,  J/United  States 

105 

Bertarelli,  E/Switzerland 

4.7 

Druckenmiller,  S/United  States 

1.5 

Harp  Helu,  A/Mexico 

1,5 

Knight,  P/United  States 

4,2 

:    Bottoncourt,  L/'France 

14.5 

Dubov,  V/Russia 

1.0 

Haub,E&  family/Germany 

3.8 

Kdc,R&  family/Turkey 

2,0 

Bezos,  J/United  States 

2.5 

Duffield,D/United  States 

1.3 

Hayek.  N/Switzerland 

1.6 

Koch,  C/United  States 

4,0 

;    Bin  Mahtouz.K&famliy/SaudI  Arabia 
Birla.K/lndia 
Blocher,C/Swltzerland 

2.8 
2.4 
1.4 

Dumas,  J  &  family/France 

1.5 

Hearst,  Will/United  States 
Helmsiey,  tUnited  States 

1,0 
1.1 
1.9 

Koch,  D/Unlted  States 
Kohlberg,  J  Jr/United  States 
Kohler,  H  &  family/United  States 

4,0 

^m 

1,0 

Ecclestone,  B  &  family/United  Kingdotr 

3.2 

1.5 

Bloomberg,  M/Unlted  States 

4.8 

Egan.  R/United  States 

1.2 

Herb,  M/United  States 

1.0 

Koo  C  &  family /Taiwan 

1,4 

Bogdanov,  V/Russia 

1.0 

Ellison,  t'United  States 

16.6 

Hernandez.  R/Mexico 

1.6 

Koplowitz,  A/Spain 

1.3 

Boot<i,FJr/United  States 

1.3 

Emmerson,  A/Unitcd  States 

1.0 

Herz.  D/Germany 

1.6 

Koplowitz,E/Spain 

1.1 

Bosch,  R  Jr  &  family  Germany 

2.9 

Engelhorn,  C/Germany 

5.7 

Hen,  G/Germany 

1.7 

Kovner,  B/Unlted  States 

1,4 

Botln.E&famllySpain 
Bouygues.  M  &  family,  France 
Bozano,  J  Brazil 

1,1 
1,3 
1,2 

Ergen.C.'United  States 

5,9 

Herz,  J/Germany 
Herz,  M/Germany 
Herz,  W/Germany 

1.2 
1.5 
1.5 

Krasny,  M/United  States 
Kravis,  H/United  States 
Krishnan.  AyMalaysIa 

1,4 

^^1 

1,3 

Faria.  A/Brazil 

2,7 

1,6 

Brachmann,  G/Germany 

1,2 

Famiw.Rj  United  States 

1,4 

HUIman,H/United  States 

2.9 

Kristianson,  K'Oenmark 

2,3 

Branson.  R/United  Kingdom 

1.7 

Forrere,M/ltaly 

3,5 

Hitti,M&  family/Liechtenstein 

1.1 

Kroc  J/United  States 

1,2 

Bren.  D/United  States 

4.0 

Field,  F/United  States 

1.2 

Ho.S/HongKong 

1.4 

Kroenke.  A/United  States 

2.7 

Broad.  E  United  States 

3.9 

Fisher,  Df  United  States 

1.6 

Holding.  R  United  States 

1.1 

Kroenke,  E/United  States 

1.4 

Bronfman.  C/Canada 

2,2 

:isi.«r,De/United  Stales 

1.6 

Hostetter,  A  Jr/United  States 

2.0 

Kuok.  ^'Malaysia 

3.4 
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THE  NEW  RANGE  ROVER. 


HIGHER  GROUND, 


How  do  you  reach  the  next  level? 


Not  just  beyond  the  luxury  sport-utility 


vehicle,  but  the  luxury  sedan  as  well. 


Could  it  be  more  graceful  to  the  eye, 


more  responsive  to  the  will,  more  in 


tune  with  the  soul?  For  now  that 


Range  Rover  masters  the  pavement 


as  it  does  the  rest  of  the  planet,  it  may 


have  again  surpassed  expectations. 


Elevated  as  they  may  be.  The  new 


Range  Rover  for  2003.  From  Land  Rover. 


fhe  most  well-traveled  vehicles  on  earth 


GE  ROVER 


\^PV£RJ 

THE  LAND  ROVER  EXPERIENCE 


BIL  1  inNAIRP.Q 

a 

Kwek  L  &  family/Singapore 

1.7 

Mohn,  R  &  family/Germany 

4.1 

Rich,  RSr/United  States 

1.8 

Takizaki.T/Japan 

1.7 

Kwok.W/HongKong 

6.6 

Mollcr.M/Denmarl< 

2.0 

Ricgel,  H/Germany 

1.6 

Tan,  lyPhilipplnes 

1.9 

Kiihns.  K/Gertnany 

1.1 

Moore,  G/United  States 
Moran,J,/United  States 
Mordashov,  A/Russia 

2.6 
1.4 

1.2 

Riegel,  P/Germany 
Roberts,  G/United  States 
Rockefeller,  D  Sr/Unlted  States 

1.6 
1.3 
2.5 

Tayioi;  G/United  States 
Taylor,  J/United  States 
Thomson,  K  &  family/Canada 

1.9 

3.0 

14.0 

umiii 

Undolt,  P  &  family/Switzerland 

5.0 

Utsis,S&  family/Greece 

3.3 

Morgridgo,  J/United  States 

1.1 

Rockefeller,  L/United  States 

1.5 

Tisch,  L/United  States 

2.0 

Lauder,  l/United  States 

2.6 

Mori,  A/Japan 

4.1 

Rockefeller,  W/United  States 

1.2 

nsch,  P/United  States 

2.3 

•      Lauder,  R/United  States 

2.2 

Morita.H&  family/Japan 

1.5 

Rowling,  R/United  States 

2.3 

TVoutt.  K/United  States 

1.0 

'•      Lauren,  R/United  States 
Laurie,  N/United  States 
;      Lebedev,  P/Russia 

1.9 
2.3 
1.0 

Morrison,  K  &  family/United  Kingdom 
Munger,  C/United  States 

Murdoch,  R/United  States 

1.7 
1.2 
5.5 

Rupert,  J  &  family/South  Afflcji 

1.0 

Tniflip.  D/United  States 
TsaiW&family/Taiwan 
TsaiW  4  family/Taiwan 

1.9 
3.7 
1.8 

mH 

Saba  Raff  (Mil.  1  &  family/Mexico 

1.1 

Lee  K  &  family/South  Korea 

Lee  S/Hong  Kong 

Lee  S&  family/Singapore 

Ue-Cliin,M/Canada 

LeFrak,  S  &  family/United  States 

2.8 
3.7 
1.6 
1.4 
2.6 

Murdock,  0/Unlted  States 

1.4 

Saban,H/United  States 
1       Sabanci.S&  family/Turkey 
Safra,J/Brazil 
Safra,L/Brazil 
Sahenk.  F  &  family/Turkey 

1.7 
2.8 
3.6 
1.0 
1.8 

Tschira-H'Oermany 
Tsutsumi,Y/ Japan 
'Hirner,  R/United  States 

1.9 

2.5 

j4 

mil 

Nadar.S/lndIa 

Naify,  R/United  States 

Nelson,  M  &  family/United  States 

1.0 
1.2 
1.2 

H 

Ud¥ar-Haj:y,S/United  States 

^ 

Lewis,  J/United  Kingdom 

1.1 

Nevzlin,  L'Russia 

1.1 

Sainsbury,  D  &  family/United  Kingdom 

3.0 

Ueltschi,  ft/United  States 

1.0^ 

Lewis,  P/United  States 
UK/Hong  Kong 
Li,R/HongKQng 

1.1 
78 
1.0 

Newhouse.  D/Unlted  States 
Newhouse,  S  Jr/United  States 
NgT&  family/Singapore 

77 
77 
1.7 

Ss#,  N  &  family/ Japan 

Salinas  Pliego,  R  &  family/Mexico 

SalL  J/United  States 

71 
1.0 
1.5 

Uzan,K&  family/Turkey 

1.3 

Van  Andel,  J/United  States 

1.5  1 

Ueblierr.W/Switzerland 

1.6 

Nicholas, Kill/United  States 

1.1 

Samneli,H/United  States 

1.1 

van  den  Ende,  J/Netherlands 

1.1 

Lim  G/Malaysia 

Undemann,  G  &  family/United  States 
'      Louis-Or«yfus,  G  &  family/France 

1.9 
1.2 
2.1 

Nicholas,  P/United  States 

2.2 

Saputo,  E  £  family/Canada 
1       Sarmfento,  L/Colombia 
Sarofim,  F/United  States 

1.2 
1.0 
1.6 

van  VHssingen,  J/Netherlands 
Vekselberg,V/Russla 
Vtehof,  E  &  family/Germany 

1.4 
2.5 
1.6 

HH 

O'Reilly,  A/Ireland 

1.0 

Lowy,  F  &  family/Australia 

1.8 

Oetker,  R  &  family/Germany 

5.5 

Scaife,  R/United  States 

1.0 

von  Finek,  A/Germany 

5.6  ' 

Lucas,  C/Unlted  States 

3.0 

Ofer,S/lsrael 

1.6 

Schaeff!er,M/Germany 

3.8 

von  Hohzbrinck,  D/Germany 

3.8 

'      Luksic,  A  &  family/Chile 

1.6 

Okada,  K/ Japan 
Olayan,  K/Saudi  Arabia 
Omidyar,  P/United  States 

1.0 
6.9 

5.0 

Schickedanz,  M/Germany 
Schlecker,  A/Germany 
Schmidheiny,  S/Switzerland 

1.6 
2.3 
2.5 

von  Thurn  und  Taxis,  A/Germany 

1.5 

mil 

IHil 

Mabuchi.K&  family/Japan 

1.4 

Watft.T/United  States 

11; 

Ma!ane,J/United  States 

1.5 

Oppenheimer,  N  &  family/South  Africa 

3.2 

Schmidheiny,  T/Switzerland 

1.9 

Walton,  A'United  States 

16.5 

Malone,M/United  States 

1.4 

Ortega,  A/Spain 

10.3 

Schroder,  B  &  family/United  Kingdom 

1.2 

Walton,  H/Unlted  States 

16.5 

Mann,  H  &  fafflily/Germany 
Mantegaiza,  S/Switzerland 
Mararootti.  A/Italy 

2.3 
2.6 
2.2 

Otto,  M  &  family/Germany 

5.5 

Schuize,  R/United  States 
1       Si*¥idler,E/Russia 
Sdiwab,  C/United  States 

1.4 
1.1 
2.6 

Walton,  JG/United  States 
Walton,  JT/United  States 
Walton,  S/United  States 

16.5 
16.5 
16.5 

HI 

Packer,  K/Australia 

2.5 

Marcegagtta,  S  &  family/Italy 

1.0 

Patrtson,  J/Canada 

2.2 

Schiirghuber.  S/Germany 

2.4 

Wang.  N/Hong  Kong 

2.8 

March,  J/Spain 

1.7 

Peery,  R/United  States 

1.1 

Scott,  W  Jr/United  States 

1.0 

Wang,  P/Hong  Kong 

2.6 

Marcus,  B/United  States 

1.4 

Peralta,  C  &  family/Mexico 

1.3 

Shakhnovsky,  V/Russia 

1.0 

Wang,  YAaiwan 

1.9    ! 

MarriotT.R'United  States 

1.0 

Perelman,  R/United  States 

2.5 

Sherman,  B/Canada 

2.2 

Warner,  H/United  States 

6.0 

Mars,  FJr/United  States 

10.0 

Perenchio.A/Unlted  States 

2.3 

Shin  K/South  Korea 

2.2 

Washmgton,  D/United  States 

1.7 

Mars,  Jacqueline/United  States 

10.0 

Perez  Companc  G  &  family/Argentina 

1.6 

Siebel.T/United  States 

1.2 

Wee  C/Singapore 

1.3 

Mars,  John/United  States 

10,0 

Perot,  H/United  States 

3.7 

Simmons,  H/United  States 

1.0 

Weill,  S/United  States 

1.1 

Marshall.  E/United  States 

1.6 

Persson,  S/Sweden 

6.7 

Simonyi,  C/United  States 

1.0 

Wertbeimer,  A/France 

4.5 

MateschHz,  D/Austria 

1.0 

Pinault,  F/France 

2.8 

Simplot,  J  &  family/United  States 

2.2 

Weston,  G&  family/Canada 

6.2 

Mathile,  C/United  States 

1.7 

Plattner,  H/Germany 

2.9 

Skoll,J/Canada 

2.8 

Wexner,  L  United  States 

2.1 

Mano,E&  family/Chile 

1.4 

Pohlad,  C/United  States 

2.0 

SlimHelu.C/Mexico 

74 

White,  D/United  States 

1.0 

Matthews,  T/United  Kingdom 

1.0 

Potanin,  V/Russia 

1.8 

Smith,  F/United  States 

1.1 

WilKams,  A  Jr/Unlted  States 

1.2 

I'V 

Mays.  L/United  States 

1.2 

Prada,M&  family/Italy 

1.4 

Sobrato,  J/United  States 

1.2 

Winfrey,  O/Unlted  States 

1.0 

McCain,  H/Canada 

1.5 

Pratt,  R/ Australia 

1,1 

Son,M/Japan 

1.1 

Wrigley,W  Jr/United  States 

3.5   1 

r( 

McCain,  W/Canada 

1.8 

Premji,  A/India 

5.9 

Sorenson.  J/United  States 

2.2 

Wyty,  S/United  States 

1.0 

McCaw,  C/United  States 
McCaw,  J  Jr/United  States 
I      McComb$,B/United  States 

2.5 
1.1 
1.1 

Prinuif,  D/France 
Pritiker,  R/'United  States 
Pritikcr.T/United  States 

1.0 
7,6 
7,6 

Soros,  G/United  States 
Spangler,  C  Jr/United  States 
Sperling,  J/United  States 

70 
1.9 
1.2 

WiirHi,  R'Germany 

2.6   , 

It 

■1 

Yamauchi,  H/Japan 

1.4 

McCormack.  M/United  States 
McGovern,  P/Unlted  Stales 
McUne,R  Jr/United  States 
McNair,  R/United  States 

1.0 
2.0 
1.0 
1.3 

Prokhorov,  M/Russia 

1.8 

Sperling,  P/United  States 
I       Spielberg,  S/United  States 
Springer,  F/Germany 
Stompel,  E/United  States 

1.2 
2.2 
1.1 
1.3 

Vevtushenkov.V  Russia 
Yoovidhya,  C/Thailand 

1.5  ^ 
1.1 

in 

■1 

Quandt.J/Germany 
Ouandt,  S/Germany 

3.4 
4.3 

■1 

la 

ZachrY.H  Jr/United  States 

1.1 

Melnyk,  E/Canada 
Menartl.  J  Jr/United  States 
Mcndoza,  L  &  family/Venezuela 

1.4 
25 

4.3 

auekL&  family/Malaysia 

1.5 

Stephens,  J/United  States 
Stem,  L'United  States 
Stryker,  J/United  States 

1.5 
2.2 
1.2 

Zambrano,  L  &  family/Mexico 
Zell,  S/United  States 
Ziff.  DfUnlted  States 

2.0   , 

1.8 

1.2 

i! 

mm 

Rainwater,  R/Unlted  States 

1.9 

Mera,  R/Spain 

1.7 

.    Rales,  M/United  States 

1.3 

Stryker,  P/United  States 

1.1 

Ziff.DM/United  States 

1.2 

Merckle,  A/Germany 

33 

Rales,  S/Unlted  States 

1.3 

Stryker,  R/United  States 

1.2 

Off,  R/United  States 

1.2 

Mllllkcn,  R/United  States 

in 

Rausing,  B  .i.  family/Sweden 

12.9 

Swire,  A  &  family/United  Kingdom 

1.4 

Zuckerroan,  M/United  States 

1.1 

Mistry.P/lndia 
Mitchell,  G/United  States 
'      Mlttal.Lyindla 

2.0 
1.4 
2.2 

Rausing,  H  Sweden 
Redstone,  S/United  States 
Rich,  M/United  States 

77 
8.0 
1.1 

Sy,H&  family/Philippines 

1.2 

t 

m 

1 

Takei.Y&  family/ Japan                      5.0 

mm 

144      FORBES-    March  17,2003 


MONEY      MANAGEMENT      IS     WHAT     WE      DO.^ 


Some    would    tell    you    we    also    specialize    in    second    childhoods. 


I've  spent  a  lifetime  acting  sensible,  rational  and  practical.  When  it  comes  time  to  let  your 
r  down  (or  what's  left  of  it),  will  you  be  prepared?  Neuberger  Berman  can  help.  For  over  60 
rs  we've  specialized  in  one  thing:  managing  money.  Which  means  there  are  no  hidden  agendas 
en  we  buy  or  sell  stocks  and  other  securities.  Our  sole  purpose  is  to  uncover  opportunities 
t  are  right  for  you,  whether  you're  worth  $500,000  or  $500  million.  For  more  information,  call 
.232.4859  or  visit  nb.com.  After  all,  you  want  to  make  the  most  out  of  playtime,  don't  you? 


NEUBERGER    BERMAN 


MONEY      MANAGEMENT      IS      WHAT     WE      OO"^ 


irger  Berman,  LLC.  Member  NYSE/NASD/SIPC.  Minimum  investment  $500,000.  For  more  information,  including  a  list  of  our  offices  nationwide,  visit  nb.com.  ©2003.  All  rights  reserved.  1/03 
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Technology 


SOFTWARE 


ligh  Tech's 

f4  ew  Deal 

e  biggest  names  in  computing  have  a  new  mantra:  You  only  have  to  pay  for  what  you  use. 
nay  sound  like  a  radical  pitch,  but  think  of  it  as  the  old  time-sharing  scheme  reincarnated. 

QUENTIN  HARDY 


HEWLETT-PACKARD'S  FUTURISTIC  LAB  HAS  PRODUCED 
something  truly  visionary:  time-sharing.  That's  right.  The 
hot  computing  concept  of  the  1960s  has  been  brought 
back  to  hfe.  At  HP's  bright,  pristine  data  center  in  Palo 
»,  Calif,  customers  see  324  computer  servers,  each  shrunk 
circuit  board  and  nested  in  a  stack  with  30  to  40  oth 
in  6-foot-6-inch-high  cabinets.  As  separate  ma- 
les they  would  need  2,500  wires  to 
them.  This  bulk  installation  needs 
^  12  cables,  plus  a  piece  of  software 
makes  sure  each  server  is 
ig  all  it  can  before  firing  up 
then  The  targeted  air-con- 
aning  blows  70-degree  air 
^  on  the  servers  that  are 
ing  up  data. 

During  the  time-sharing 
'e  of  35  years  ago  the 
in  purpose  of  sharing 
to  maximize  hard- 
e.  Back  then  an  IBM 
4,  with  all  of  2  kilo- 
;s  of  memory — one- 
lion  th  of  what  you  get 
a    mail-order    Dell 
se  days — might  rent 
$70,000  a  month.  The 

e-share  operator  would  queue  up  an  assortment  of 
tomers  so  that  not  a  second  of  processor  time  went  to  waste. 
Nowadays  an  equally  important  objective  is  to  save  on  labor. 
:  sales  pitch  is  this:  Pool  your  computing  needs  with  those  of 
ens  of  other  customers  and  you  won't  have  to  keep  your  own 


in 


Technology 


programmers  and  troubleshooters  on  the 
payroll.  Shared  computing,  it  is  said,  will 
knock  20%  off  your  data-processing  bud- 
get. And  that's  in  writing.  "Big  firms  have 
8,000  to  10,000  servers  running  at  20% 
capacity,"  says  Shane  Robison,  HP's  chief 
technology  officer.  "Our  intention  is  to 
lower  costs,  add  speed  and  remove  risk." 
At  a  time  when  a  recovery  in  corpo- 
rate tech  spending  is  being  pushed  out  to 
2005,  the  giants  of  computing  may  have 
finally  hit  on  something  customers  want 
to  buy:  simplicity.  The  biggest  names  in 
the  business  have  their  brightest  engi- 
neers rolling  out  ways  to  unify  the  great 
hardware  hodgepodge,  rationalize  waste- 
ful resources  and  automate  the  labor- 
intensive  side  of  technology.  HP,  Sun 


Microsystems,  International  Business 
Machines  and  Microsoft  are  desperate  to 
counter  their  customers'  anger  and  loss  of 
faith  by  proving  they  can  make  comput- 
ing cheaper  and  more  efficient. 

"Most  customers  don't  trust  equip- 
ment manufacturers  to  be  open  about 
integration,"  says  Sun  Chief  Scott 
McNealy.  "We  didn't  deserve  their  trust — 
the  industry  didn't  deliver." 

HP  envisions  a  future  in  which  corpo- 
rations use  centrally  managed  pools  of 
processing  or  storage.  Big  tasks  will  be 
shared  in  grids  of  machines  perhaps 
thousands  of  miles  apart,  assembled  on- 
the-fly  for  a  job.  Customers  will  use  and 
pay  only  for  what  they  need  at  any 
moment.  Hardware  sellers  will  get  paid 


Room  at  the  BotTom 

As  big  as  constant  computing  is,  the  big 
guys  can't  do  it  all  themselves.  Newer 
companies  will  have  a  place,  but  not 
easy  riches. 

Under  both  Sun's  Nl  and  HP's  product  is 
software  from  a  startup  called  Terraspring. 
The  company  started  life  in  1999  to  manage 
corporate  data  centers.  After  raising  $60  mil- 
lion in  venture  capital,  its  backers  realized  it 
needed  much  more  to  compete  in  the  big 
time.  Terraspring  licensed  its  management 
software  to  HP  in  2001,  then  sold  itself  to  Sun 
last  November.  "I  was  naive  to  think  a  startup 
could  pull  it  off,"  says  founder  Ashar  Aziz, 
who  is  now  the  chief  technical  officer  of  Nl. 
"This  is  a  play  for  big  systems." 

Companies  that  were  quick  to  spot  the  move  to  constant  computing  but  misjudged  the  re- 
sources needed  are  now  scrambling  to  size  themselves  correctly.  Netscape  cofounder  Marc  An- 
dreessen started  a  data-center  management  firm  called  Loudcloud  in  1999,  later  selling  the  ser- 
vice business  to  concentrate  on  automation  software.  Now  called  Opsware,  the  firm  trades  below 
$2  a  share.  Andreessen,  unrepentant,  says  his  little  company  will  prevail.  "The  customers  won't 
be  fooled,"  he  says.  "They  know  the  big  hardware  companies  don't  want  to  interoperate,  they 
want  to  keep  their  propnetary  hardware."  Besides,  he  says,  he  has  a  deal  with  Sun  to  operate  part 
of  its  constant  computing  offering. 

Others  may  fare  independently  by  staying  inside  specialties.  A  five-year-old  company  called 
VMware  supplies  virtual  triachine  software  o  both  IBM  and  HP  and  is  annually  doubling  its  rev- 
enues. "We're  reali::i!  ,g  tins  with  our  partners,"  says  cofounder  and  Chief  Executive  Diane  Greene. 
"We  don't  want  to  bo  ( I'.o  wtiole  ocean." 

Don't  expect  a  sti.    •>  natade  of  stocks  going  public  on  the  back  of  constant  computing. 
Venture  capitalists  knc         ,?  most  of  their  portfolio  companies  will  end  up  as  sources  of  R&D 
for  the  big  fish.  In  this  \\    Id  "acquisitions  will  he  the  exit  for  VCs,"  says  Mayfield  managing 
partner  Kevin  Fong.  —Q.H. 


not  for  their  silicon  but  for  their  ability! 
hide  complexity  from  the  customer, 
crucial  fact:  Nowadays  maintenance 
Services  eat  up  70%  to  80%  of  a  con 
pany's  info  tech  budget. 

Every  new  technology  wave  com( 
with  its  own  catchphrase:  distribut 
computing,  client-server,  e-business, 
new  time-sharing  has  competing  slog; 
HP  calls  it  "adaptive  computing";  IB! 
calls  it  "e-business  on-demand";  othen 
call  it  "don't-care-ware." 

It  has  yet  to  be  shown  that  the 
time-sharing  will  save  money  for  ci 
tomers  while  making  money  for  the  si 
pliers.  Products  are  still  rushing  out 
door,  and  a  big  deal  takes  months  to  sel 
But  HP  is  well  along  on  one  part  of  th 
solution:  server  consolida 
tion.  That  accounts  fo 
$500  million,  or  25%,  o 
HP's  consulting  business. 

HP's  first  big  custome 
for  its  product  is  Roy< 
Philips  Electronics'  semi 
conductor  division  in  th 
Netherlands.  In  Januar 
Philips  began  consolidatin 
400  servers  into  two  dat 
centers  that  can  allocat 
storage  space  on-the-fly  t 
those  departments  th< 
need  more  without  havin 
to  buy  more  disk  drive 
Some  storage  drives  wei 
sitting  around  half-empt 
By  midyear  Philips'  dai 
centers  will  be  able  to  "sel 
printing,  computing  an 
file  management  services  l 
employees.  Wim  Verkuijle 
the  chip  group's  vice  pres 
dent  for  infrastructure, 
confident  he'll  trim  20' 
out  of  his  budget  by  auti 
mating  tasks  once  doi 
manually. 

HP's  big  plans  ha' 
nothing  on  the  visions 
IBM.  "If  you  just  talk  abo 
server  consolidation  ai 
you  don't  talk  about  rema 
ing  a  business,  you're  n 
seeing  the  whole  picture 
says    Irving   Wladawsk 
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JUST  ANOTHER  UNEVENtFUL  DAY 


TRANSPORTING  DANGEROUS  CHEMICALS. 


Chemical  Logistics 


Because  Cendian  is  the  premier  chemical  and  plastics  lead  logistics  provider,  we  have  the 
experience  to  customize  solutions  to  fit  your  specific  needs.  And,  as  a  Responsible  Care® 
Partner,  Cendian  is  recognized  by  the  American  Chemistry  Council  as  being  committed  to  the 
highest  level  of  safety  and  compliance  standards.  Our  solutions  require  no  upfront  capital 
investment,  and  deliver  immediate  cost  savings.  After  all,  in  this  business  the  last  thing  anyone 
needs  is  surprises.  If  this  is  your  philosophy,  call  1.800. Cendian  or  visit  \v\\^-. cendian. com. 


©  2003  Cendian  Corporation.  All  rights  reserved. 
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Berger,  general  manager  of  IBM's  on-de- 
mand business.  His  company's  recent  $3.5 
billion  acquisition  of  Pricewaterhouse- 
Coopers'  tech  consulting  arm  was  de- 
signed to  add  specific  industry  expertise 
to  IBM's  technical  know-how  so  IBM  could 
remotely  manage,  say,  the  inventory  data 
of  an  auto  company. 

One  early  customer  for  time-sharing 
is  Mobil  Travel  Guide,  the  restaurant- 
and-hotel  rater  partly  owned  by  Exxon- 
Mobil. This  month  the  company  will 
extend  its  print  offerings  to  the  Internet, 
with  services  that  let  you  locate  an  eatery 
and  book  a  hotel  room  from  a  cell 
phone.  Mobil  hired  IBM  to  do  the  data 
processing,  shutting  off  Microsoft  data- 
bases in  favor  of  Oracle  database  soft- 
ware running  on  a  shared  IBM  Z900 
mainframe.  Mobil  will  pay  on  a  per- 
usage  basis  that  gives  it  the  coverage  it 
needs  in  high-demand  summer  months, 
while  costing  little  when  business  drops 
in  February.  Mobil  figures  it  will  spend 
25%  less  this  way  than  it  would  with  a 


conventional  outsourcing  contract.  In 
April  J.P.  Morgan  Chase  will  begin  a  $5 
billion,  seven-year  outsourcing  deal  for 
IBM's  on-demand  system,  moving  4,000 
of  its  employees  and  consultants  to  IBM's 
payroll. 

Microsoft,  with  a  $2  billion  business 
in  server  software,  will  promote  "auto- 
mated provisioning"  as  part  of  an  overall 
strategy  to  further  "march  into  the  data 
center."  The  Redmond  giant  will  intro- 
duce an  updated  tool  kit  for  independent 
developers  working  with  Microsoft  data 
center  software.  Using  this,  developers  will 
come  up  with  apps  that  can  "introduce 
themselves,"  automatically  installing 
themselves  on  1  or  100  servers  at  once 
using  the  Internet-era  language  XML.  Such 
automation  and,  of  course,  the  power  of 
cheap  chips  from  Intel  is  supposed  to  be 
the  last  nail  in  the  mainframe's  coffin. 
"IBM  wants  to  keep  mainframes  relevant, 
but  you  want  to  write  software  for  the 
cheaper,  more  efficient  new  systems," 
says  Bill  L.  Veghte,  vice  president  of 


Microsoft's  Windows  server  division. 

Sun,  now  an  underdog  with  its  pro 
prietary  technology  and  withered  marke 
'capitalization,  can't  mount  the  consult 
ing-heavy  approaches  of  HP  or  IBM  no 
match  the  marketing  clout  of  Microsofi 
It  is  pushing  its  network  skills  as  a  solu 
tion  to  complexity.  Sun's  Nl  (it  stands  foL 
"Network  One")  is  largely  aimed  at  net  < 
work  management,  where  it  figures  80 
of  computing  budgets  go. 

Sun  plans  to  act  as  a  general  contra 
tor.  Customers  will  go  to  its  lab,  call 
Iforce,  where  engineers  will  buUd  and  t( 
a  custom  system  that  users  pay  for  onj' 
when  they  are  satisfied.  The  idea:  Buy  tHl 
hardware  you  need  and  don't  be  stuij 
with  excessive  gear.  Of  course,  if  Sun  sun 
ceeds  in  getting  more  mileage  out 
hardware  and  software,  the  less  hardwi 
and  software  it  may  end  up  selling.  "Tbl 
hardware  people  at  Sun  feel  like  this 
threat,"  says  Steven  MacKay,  the  head  (1 
Sun's  Nl  project,  "but  if  we  don't  do  i 
someone  else  will."  I 
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We  buy  &  sell  pre-owned  fine  watches,  i  i\ 
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The  finest  names,  restored  to  like-new  condition,  at  prices  I 
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9  IWl  Grey  Goose 
Vodka  Awards 


Presented  by 
Grey  Goose  Vodka 


15  Leary  with  his 

;ia]  guests,  members 

16  FDNY. 


Grey  Goose  Vodka  and  Forbes 

Raise  Their  Glasses  in  Honor  of  Five  Distinguished  Charities. 

On  October  24,  2002.  Grey  Goose  Vodka  and  Forbes  celebrated  the  accomplishments  ot  five  charitable 
organizations  that  have  demonstrated  unwavering  dedication  to  their  causes.  The  special  organizations 
honored  were  the  Carol  M.  Baldwin  Breast  Cancer  Research  Fund,  Inc.,  Dress  for  Success,  The  Leary 
Firefighters  Foundation,  Project  A.L.S.,  and  The  Rusty  Staub  Foundation. 

The  event,  which  took  place  at  the  Forbes  Magazine  Galleries  in  New  York  City,  was  filled  with  poignant  and 
inspiring  words,  including,  Denis  Leary's  tribute  to  his  guests,  members  of  the  Fire  Department  of  New  York. 

Working  in  partnership.  Grey  Goose  Vodka  and  Forbes  intend  to  continue  to  support  inspiring  organizations 
like  these  by  raising  awareness  of  their  charitable  accomplishments.  We  look  forward  to  making  the  Grey 
Goose  Awards  an  annual  event. 


Congratulations  to  the  Honorees: 

The  Carol  M.  Baldwin  Breast  Cancer  Research 
Fund,  Inc.  supports  both  new  and  established 
researchers  investigating  the  causes,  prevention 
and  treatment  of  breast  cancer 

The  Leary  Firefighters  Foundation  provides  funding 
and  resources  for  fire  departments  to  obtain  the  high- 
est level  of  equipment,  technology  and  training,  and 
provides  resources  to  the  families  of  firefighters  who 
have  perished  or  been  injured  in  the  line  of  duty 

Dress  for  Success  is  a  not-for-profit  organization 
that  helps  low-income  women  make  tailored  transi- 
tions into  the  workforce  providing  interview  suits, 
confidence  boosts  and  career  development  to  more 
than  30,000  women  in  over  70  cities  each  year 

Project  A.L.S.  raises  significant  funds  for  amy- 
otrophic lateral  sclerosis  (Lou  Gehrig's  disease) 
research.  The  majority  of  fundraising  proceeds  go  to 
support  historic  investigations  in  pursuit  of  effective 
treatments  and  a  cure. 

The  Rusty  Staub  Foundation  provides  much-need- 
ed funds  to  organizations  that  are  working  every  day 
to  care  for  our  nation's  young  people  and  combat 
hunger  across  the  United  States.  To  date,  the 
Foundation  has  raised  over  $3  million. 

Special  thanks  to  Eileen  Almanzar,  Debbie  Virgin, 
and  Deirdre  Maher  of  Grey  Goose  Vodka  and  Gail  Day 
Marcia  Thompson  and  Frank  Rosa  of  Forbes  for  their 
invaluable  contributions  in  making  this  event  possible. 


Left  to  right:  Meredith  Estess  (Project  ALS);  Carol  M. 
Baldwin;  Denis  Leary;  Rusty  Staub;  Joi  Gordon 
(Dress  for  Success);  and  Bill  Thompson  of  Sidney 
Frani<  Importing  Co.,  Inc. 
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Technology  |  Digital  Tools 

by  Stephen  Manes 

Small  World 


WHAT  LOOKS  LIKE  A  BUG,  OR  MAYBE  EVEN  A  WORM, 
is  crawling  across  my  PC  screen.  But  I'm  fasci- 
nated, not  panicked,  because  the  creature  came 
from  my  garden,  not  some  surly  hacker.  Give 
credit  to  the  magic  of  microscopy. 
Olympus'  MIC-D  microscope  adds  an  extra  fillip  to  the 
world  of  digital  photography:  the  ability  to  capture  images  of 
things  tinier  than  the  eye  can  see.  This  is  not  an  entirely  novel 
idea.  Several  years  ago,  when  Intel  was  briefly  in  the  toy  busi- 
ness, its  $100  digital  microscope  (FORBES,  Oct.  18,  1999)  was 
one  of  the  gems  of  its  day.  But  the  new  Olympus  model,  aimed 
at  the  educational  market,  is  a  far  more  serious  product — and 
accordingly  costs  ten  times  as  much. 
The  hardware  has  an  unusually 
clever  design  that  literally  turns  the 


' 


A  new  digital 


traditional  microscope  upside  down.  mirrnSCODG  IfitS 

The  lens  and  the  video  sensor  are 

mounted   beneath,   rather   than  VOU  GXplOTB  flfl 

above,  the  glass  stage,  which  glides 

to  let  you  gently  adjust  the  subject.  111186611  WOrlu 

The  housing  is  designed  to  resist  .,•                Qp 

dust  and  drips.  A  rotating  arm  with  Willi  yUUI  rU. 


Salt  (left)  and  sugar  (center)  shots  from  Olympus  MIC-D  (right). 

a  bright  white  LED  directs  diffused  or  focused  light  from  above 
or  below  the  item  you're  examining,  or  from  the  side  to  em- 
phasize surface  textures.  The  unit  gets  its  power  from  the  USB 
port  of  a  PC  (Macs  need  not  apply)  and  displays  its  images  on  a 
PC  screen.  This  is  a  real  boon  for  teachers  and  students  who  want 
to  show  off  tiny  stuff  to  a  crowd,  not  just  a  single  squinting  user. 

Rotating  a  big  blue  collar  zooms  the  magnification  level 
fi-om  22  to  255.  Smaller  knobs  adjust  focus  and  light  levels.  You 
can  even  flip  the  scope  upside  down  to  examine  big  surfaces 
that  would  not  otherwise  he' easy  to  fit  against  the  glass — like 
the  fake  wood  grain  of  a  cheap  desktop. 

The  software  lets  you  save  photos  or  videos  in  standard  for- 
mats, perform  rudimentary  editing  and  even  include  a  scale  bar 
that  denotes  the  image's  size.  A  time-lapse  mode 
can  snap  individual  frames  at  regular  intervals 
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and  turn  them  into  videos 

At  a  maximum  640x4) 
resolution,  images  look  ol 
on  the  screen   (see  sam 
at  www.mic-d.com)  but  w( 
print  well  at  sizes  beyond  ti 
The  light  isn't  always  up  to  hai. 
dling  the  very  highest  zoom  le 
els.  A  lag  between  hand  an' 
screen  can  make  focusing  trick 
and  the  image  doesn't  alwa; 
stay  sharp  when  you  zoor 
Instead  of  including  a  much-needed  specimen  holder  with  tb 
$1,000  product,  Olympus  sells  it  as  an  option. 

I  enjoyed  exploring  the  visible  differences  between  sug 
and  salt,  the  details  of  the  security  threads  in  $20  bills  and  tl 
meanderings  of  tiny  soil-dwellers  from  my  flower  boxes.  B 
somebody  desperately  needs  to  rewrite  the  software.  Only 
ignoring  the  error-ridden  instructions  for  installing  the  dri\ 
that  makes  the  unit  function  could  I  get  the  scope  running  wii 
Windows  98.  Nothing  I  tried  worked  with  Windows  XP. 
Every  time  you  start  the  software,  you  have  to  enter  a  foi 

digit  ID  code  from  t 
bottom    of  the    scoj 
apparently  nobody  tc 
the   programmers   th 
remembering    is    wl 
hard  drives  do.  Turn  > 
automatic  exposure  a 
the  software  dims  t 
image  to  black,  rati 
than  starting  with  1 
current  level.  The  pi 
gram's  baffling  file-h< 
dling  makes  it  far  too  e 
to  lose  what  you've  ca 
fully  saved.  Reading ' 
online-only  documen 
tion  is  awkward  wl 
you're  using  the  scope     ^ 

But  if  you  can  na 
gate  past  Olympus'  s( 
ware  and  hardware  bi 
you  may  well  en 
observing  real  ones. 

'j  T<rj|'hf»C  I  Stephen  Manes  (steve@cranky.com)  was  cohost  of  Digital  Duo  and  has  been  covei 
-'i^™ii""i^«con>  I  technology  for  two  decades.  Visit  his  home  page  at  www.forbes.com/inanes. 
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:US  ON  NEW  PRODUCT  DEVELOPMENT: 


D  Fuels  Michigan's  Emerging  Economy 


by  Vickery  Eckhoff 


> 


MICHIGAN 

1 

W^ 

ECONOMIC 
DEVELOPMENT 
CORPORATION 

ars  and  Michigan  have  long  been  synonymous,  but 
today,  the  state's  reputation  extends  well  beyond 
automotive  innovations  into  the  life  sciences,  alterna- 
jrgy  and  advanced  manufacturing.  Jeff  Mason,  senior 
esident  of  the  Michigan  Economic  Development 
tion,  says,  "R&D  is  the  fuel  for  Michigan's  driving  force 
uity.  Our  state's  continued  position  in  the  national  spot- 
es  heavily  on  research  and  development  dollars  invest- 
jr  businesses." 

dition  to  its  first-place  ranking  for  automotive  R&D, 
n  leads  in  national  per  capita  R&D  investment,  industn- 
intensity  and  ranks  second  in  R&D  spending  by  a  public 
ty  (the  University  of  Michigan),  while  consistently  rank- 
ing the  top  states  for  the  number  of  patents  issued.  In 
ore  than  $18.8  billion  annually  on  all  research  and  devel- 
I  activities  IS  spent  by  businesses  in  the  state, 
are  many  examples  of  innovative  products  and  compa- 
it  have  been  developed  in  Michigan  as  a  result  of  R&D 
lent.  A  promising  new  life  sciences  start-up,  Velcura 
lutics  is  a  biotechnology  company  that  recently  opened  for 
s,  thanks  to  a  $3.5  million  grant  from  the  Michigan  Life 
s  Corndor  (MLSC).  Dr.  Michael  Long,  a  professor  at  the 
ity  of  Michigan  Medical  School  Department  of  Pediatrjcs, 
I  the  Ann  Arbor-based  company  in  2001 . 
MLSC  money  allowed  us  to  get  the  support  we  need- 
let  off  the  ground,"  Long  says.  Velcura  Therapeutics' 
advantage  —  the  ability  to  grow  human  bone  outside 
dy  —  IS  based  on  research  he  conducted  at  the 
ity  of  Michigan,  which  was  later  spun  off  into  the  private 
The  company  hopes  to  use  its  pioneering  work  to  dis- 
jres  for  bone  disorders  such  as  osteoporosis,  bone  frac- 
^d  bone  cancers. 

in  Ann  Arbor  is  Gene  Codes,  a  bioinformatics  compa- 
)se  Sequencher  software  dominates  the  worldwide 
for  performing  computer-based  DNA  sequencing  of 
lal  genes  (as  opposed  to  the  whole  human  or  bacteri- 
me).  "Today,  most  of  our  success  is  based  on  ease  of 
studying  how  scientists  like  to  work  and  modifying 
Is  to  meet  them,"  says  Gene  Codes  President  Howard 
Current  applications  are  broad,  from  doing  medical 
n  detection  systems  for  cancer  and  choosing  thera- 
r  HIV  patients,  to  studying  the  reproduction  of  endan- 
species  and  tagging  animals  in  the  wild  to  protect 
gainst  poachers. 


Gene  Codes  research  has  led  to  the  development  of  other 
potent  bioinformatic  tools  besides  Sequencher.  In  the  last  16 
months,  the  company  developed  a  DNA  identification  tool  from 
scratch  called  M-FISys  (pronounced  "emphasis").  Standing  for 
Mass  Fatality  Identification  System,  M-FISys  has  been  success- 
ful in  helping  New  York  officials  identify  the  remains  of  those 
who  perished  in  the  World  Trade  Center  tragedy. 

On  the  advanced  manufacturing  front,  R&D  is  at  the  heart  of 
Delphi  Corporation's  E-steering,  a  new  form  of  electronic  power 
steering  offering  better  performance,  energy  efficiency  and 
environmental  benefits  than  typical  hydraulic  steering  systems. 
A  world  leader  in  mobile  electronics  and  transportation  compo- 
nents and  systems  technology,  Delphi  began  R&D  into  E-steer- 
ing 10  years  ago,  but  the  technology  has  only  recently  come  to 
a  point  where  it  now  makes  sense  for  introductions,  according 
to  Beth  Bemthal,  Delphi's  director  of  public  affairs. 

While  E-steering  is  available  in  Europe,  it  is  new  to  the 
U.S.;  GM  will  be  the  company's  first  E-steering  customer. 
Manufacturing  will  be  in  Saginaw,  Mich.,  where  Delphi  is  building 
its  first  domestic  E-steering  plant,  a  $315  million  facility  that  also 
will  house  the  company's  E-steering  R&D  laboratories. 

These  are  just  a  few  of  the  great  ideas  being  generated  by 
Michigan  companies.  For  more  information  on  why  you 
should  consider  locating  in  Michigan,  contact  the  Michigan 
Economic  Development  Corporation  at  800-946-6829  or  visit 
www.michigan.org.  ■ 


Why  Not?  By  Ian  Ayres  and  Barry  Nalebuff 

Make  Car  Insurance  Fairer 


WOULDN'T  IT  BE  A  GREAT  IDEA  IF  THE  OIL 
companies  offered  all-you-can-drive  gasoline? 
For  one  fixed  price,  you  could  drive  as  much  as 
you  wanted.  Of  course,  this  is  ludicrous.  It 
would  be  massively  unfair.  It  would  create  ter- 
rible incentives.  Yet  this  is  how  auto  insurance  is  sold.  Some 
insurers  offer  a  15%  discount  if  you  drive  less  than  7,500 
miles  a  year.  But  beyond  this  distance  the  price  is  fixed.  Peo- 
ple who  drive  10,000  or  100,000  miles  pay  exactly  the  same 
premium. 

Econ  101  says  that  when  something  is  free,  people  con- 
sume too  much.  In  this  case,  all-you-can-drive  insurance 
encourages  people  to  drive  more  than  they  otherwise  would  if 
they  had  to  pay  the  full  cost  of  each  mOe.  The  heavy  drivers 
don't  bear  the  total  costs  related  to  their  actions — hospital 
bills,  body  shop  bills,  highway  congestion. 

Low-mUeage  drivers  (e.g.,  women,  who  drive  half  as  much 
as  men)  get  a  raw  deal.  Fixed-price  insurance  hurts  Detroit,  too. 
More  people  would  choose  to  have  second  and  third  cars — 
maybe  a  ragtop  for  weekends? — if  the  extra  insurance  weren't 
so  expensive. 

So  what  should  be  done?  Simple.  Charge  drivers  for  insur- 
ance on  a  per-mile  basis.  That  does  not  mean  higher  average 
insurance  rates.  It  does  mean  that  the  low-mileage  drivers 
would  stop  subsidizing  the  high-mUeage  drivers.  If  the  per-mile 
fee  reflected  the  incremental  risk,  Berkeley  professor  Aaron 
Edlin  calculates  that  driving  would  be  cut  back  by  9%,  with  an 
insurance  savings  of  $8  billion  a  year  and  an  additional  $9  bil- 
lion savings  in  reduced  congestion.  Not  to  mention  the  environ- 
mental benefits  of  reduced  fuel  consumption. 

Proposals  for  implementing  usage-sensitive  rates  go  way 
back.  In  1963  Nobel  Prize-winning  economist  William  Vickrey 
suggested  that  insurance  be  included  in  the  purchase  of  tires. 
Anticipating  the  objection  that  this  might  lead  people  to  drive 
on  bald  tires,  Vickrey  said  drivers  should  get  credit  for  the 
remaining  tread  when  they  turn  in  a  tire. 

Andrew  Tobias  proposed  a  variation  on  this  scheme  in 
which  insurance  would  be  included  in  the  price  of  gasoline. 
That  would  have  the  added  benefit  of  solving 
the  problem  of  uninsured  motorists  (roughly 
28%  of  California  drivers).  As  Tobias  points 


electronics,  rolling  back  tl 
odometer  is  much  harder.  It 
also  illegal.  Odometer  reacj 
ings  are  good  enough  f( 
car  leasing — why  not  for  g 
insurance? 

Alternatively,  an  insun 
could  monitor  distances  drivJ 
using  the  Global  Positionii 
System.  As  this  magazine  not 
earlier  (Nov.  27, 2000),  Progn 
sive  Corp.  had  a  pilot  insuran 
program  using  this  technology. 

GPS  could  slice  the  risk  equation  more  finely.  Highw. 
mOeage  could  be  given  a  discount,  and  nighttime  driving  cov 
be  charged  a  premium.  Speeding  could  also  lead  to  higher  p 
miums.  To  put  a  positive  spin  on  it:  You  safe  drivers  would 
the  discounts  you  deserve. 

Why  has  the  insurance  industry  been  so  cool  to  milea 
based  pricing?  An  established  insurer  might  be  reluctant 
adopt  it  because  it  woidd  lead  to  higher  rates  for  half  of  its  ci 
tomers,  and  that  half  would  be  angrier  than  the  other  hi 
would  be  pleased.  Pay-per-mile  insurance  makes  the  m 
sense  to  a  company  that  is  trying  to  grow  and  to  attract  mi 
women  customers. 

Another  stumbling  block  is  that  some  states  make  it  v 
difficult  for  insurers  to  provide  this  product.  Patrick  Butler  ' 
been  working  for  some  20  years  to  get  the  law  changed  to  br 
per-mile  insurance  to  the  marketplace.  With  the  support  of 
National  Organization  for  Women,  he  has  drafted  model  lej 
lation  to  allow  firms  to  offer  per-mile  insurance. 

In  January  2002  Texas  became  the  first  state  to  explic 
permit  per-mUe  insurance.  There  is  mileage-based  insura 
legislation  pending  in  both  Oregon  and  Georgia. 

In  the  U.K.,  Norwich  Union,  a  major  auto  insurer, 
already  rolled  out  a  similar  plan.  Early  indications  sugj 
that  customers  who  drive  less  than  the  norm  are  saving, 
average,  25%. 


out,  you  can  drive  a  car  without  insurance, 
but  you  can't  drive  it  without  gasoline. 

In  Vickrey's  time,  turning  back  odome- 
ters was,  perhaps,  too  easy.  With  digital 


l^g  "C!r||«l>|ac  ''"  ^V™*  '5  Townsend  Professor  at 
^^-*-^  *^^,  Yale  Law  School  and  Barry  Nalebuff 
is  Steinbach  Professor  aT  Yale  School  of  Management.  For  more 
ideas  or  to  send  your  own.  visit  www.forbcs.com/whynat. 


Smorgasbord  of  Your  Ideas 

►  Season  tickets  to  cinemas:  Now  available  in  the  U.K.  and  France. 

►  Screen  savers  for  television:  Have  a  rotating  collection  of  family  pictures  or 
artwork  stored  on  a  TiVo-like  device. 

►  TV  closed  captions:  Simply  shipping  televisions  with  this  feature  turned  on 
would  improve  literacy  among  TV-addicted  kids. 

►  Video  eyeglasses  for  dental  patients:  Watch  a  movie  while  your  cavity  is 
being  filled. 
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that  don't  take  you  for  a  ride. 

Fractional  ownership  designed  to  keep  amenities  up,  your  costs  down.  Imagine  riding  in  a  new 
best-selling  Cessna  Citation.  Everything  is  managed  for  you.  Fly  when  you  want,  arrive 
refreshed,  ready  punctual.  An  expensive  luxury?  Not  anymore.  Our  smarter  infrastructure 
affords  you  the  industry's  lowest  upfront  and  ongoing  costs.  Fly  wisely  spend  smartly  See 
specs  and  jets  at  citationshares.com.  For  a  free  cost  comparison,  call  1  800  3A0-7767.  ext  121. 


www.citationshares.com 

0^003  CitationShares 


« 


CITATIONSHARES 

Making  private  practical." 


Introducing  the  Treo'"  270  Communicator  from 
T-Mobile.  It's  a  wireless  phone,  Palm  OS'  organizer, 
and  mobile  messaging  device  all  in  one.  So  you  can 
make  calls,  get  information  online  or  send  e-mails,  and 
stay  connected  wherever  you  go.  All  because  we  have 
the  world's  largest  all-GSM/GPRS  wireless  network. 
See  for  yourself  at  t-mobile.com  or  call  1  -800-TMOBILE. 


Your  social 
life  is  about 
do  get  way  more 
interesting. 


®        ; 


T  ■  -Mobile 


Get  mo  re  from  life* 


T-Mobile  Is  a  registered  trademark  of  Deutsche  Telekom  AG.  O  2003  Handspring, 
Treo  and  ttie  Handspnng  and  Tieo  lotjos  are  trcKlemarks  of  Handspring.  Inc. 


Marketing 


rban  Cowboys 

you  don't  already  have  a  pickup  with  heated  leather 
[eats,  get  one.  You  might  need  it  to  haul  your  espresso 
laker  around  town. 


BY  JOANN  MULLER 


IKE  MANY  TEXANS,  KEVIN  AND  YVONNE  MCCARTHY  PER- 
sonalized  their  pickup  truck:  They  strapped  deer  antlers 
to  the  grille.  But  their  idea  of  hunting  means  scouting  for 
fine  antiques  or  looking  for  a  parking  place  in  downtown 
Dallas.  "I  didn't  think  pickups  and  downtown  living 
ould  be  compatible,  but  it's  the  perfect  urban  vehicle,"  says 
IcCarthy,  52,  a  radio  talk  show  host  whose  cellist  bride  likes  their 
tick's  heated  leather  seats. 

Heated  seats?  VVhoa.  Bubba's  not  the  only  one  driving  a  pickup 
ese  days.  The  McCarthys,  who  now  prefer  their  $34,000  Ford 
-150  King  Ranch  to  their  two-seater  sports  cars,  represent  a  new 
reed  of  pickup  owner.  Executives  and  entrepreneurs  are  among 
be  well-to-do  who  are  in  the  market  for  the  rugged  vehicles  that 
nee  were  aimed  at  contractors  and  ranch  hands.  The  trend  helped 
ouble  the  full-size  pickup  truck  market  in  the  U.S. 
n  the  past  decade  to  2.2  million  vehicles  a  year — 
ind  means  pickup  trucks  come  with  four  big  doors 
ind  family-friendly  options. 

Ford  Motor  hopes  to  win  the  race  for  the  high- 
nd  market  by  adding  two  models  next  summer  to 
le  three  in  its  popular  F-150  series.  The  2004  pick- 
ips,  each  with  a  distinct  image,  set  a  new  standard  in 
etlnement.  The  two  highest-end  versions  offer 
nemory  bucket  seats  with  a  center-console  shifter, 
ike  a  luxury  sedan.  Premium  stereos,  DVD  enter- 
ainment  systems  and  a  power  sliding  rear  window 
ire  among  the  options.  The  in-dash  messaging  cen- 
er  and  heated  side  mirrors  with  turn  signals  will  be 
tandard  equipment  on  the  top-of-the-line  Lariat. 

Will  the  frills  stop  there?  No.  Ford  designers 
Patrick  Schiavone  and  Craig  Metros  already  fantasize 
about  "a  Rolls-Royce  of  pickups"  with  an  all-alu- 
minum body  and  the  ability  to  kneel  at  curbs  and 
roll,  half-submerged,  through 


water.  "I  think  if  we  built  a 
$200,000  pickup  truck,  people 
would  buy  it,"  says  Schiavone. 
Although  there's  certainly 
still  a  market  for  Ford's  entry- 


Hot  wheels:  Ford 
designers  Patrick 
Schiavone  and 
Craig  Metros 
envision  even-more- 
luxurious  pickups. 


level  XL,  its  redesigned  Lariat  (ex- 
pected to  cost  $35,000)  has  the  po- 
tential to  generate  a  fatter  gross  mar- 
gin. Problem  is,  the  snazzy  gewgaws 
push  up  the  manufacturing  cost  by 
about  $1,000  per  truck,  which  could 
eat  into  Ford's  estimated  $3,300  op- 
erating profit  for  the  2004  model  year. 
With  so  many  distinct  models. 
Ford  is  considering  different  ad  cam- 
paigns for  each  one.  The  Lariat,  which  Ford  expects  to  account 
for  some  20%  of  F-series  sales,  would  be  pitched  in  magazines  like 
Cigar  Aficionado.  The  FX4,  with  a  metallic  interior  for  image- 
conscious  bachelors,  would  get  space  in  mags  like  Rolling  Stone. 

The  price  tags  are  impressive,  but  so  are  the  risks  to  Ford.  The 
F-series,  America's  bestselling  vehicle  for  two  decades,  represents 
23%  of  the  carmaker's  U.S.  sales  and  50%  of  North  American  op- 
erating profit.  "Nothing  is  more  important  to  our  success,"  says 
Chief  Executive  William  Clay  Ford  Jr. 

But  the  pickup  truck  market  is  getting  crowded  these  days. 
The  Chevy  Silverado  and  Dodge  Ram  have  versions  that  push 
$40,000,  and  Toyota  and  Nissan  are  moving  aggressively  into  the 
full-size  pickup  market. 

It  was  a  lot  easier  to  make  a  living  off  the  ranch  hands.        F 
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LIFE  INSURANCE  ISN'T 
FOR  THE  PEOPLE  WHO  DIE. 
IT'S  FOR  THE  PEOPi! 
WHO  LIVE. 


The  Reymore  Chevrolcl  deale 
been  run  by  three  generations  of  tPie" 
House  family.  Brian  House  was  just  28 
when  his  father's  sudden  death  from  a 
heart  attack  left  him  in  charge  of  the 


company. 

Brian,  his  sister  Cheryl  and  his  mom 
Nancy  were  grief  stricken.  Brian's  dad 
had  understood  that  Mfc  instimnce  would 
help  take  care  oi  his  lamily  a^r  the  car 
dealer^k)  i^^e  event  of  his  death.  Life 
'^^here  to  provide  lor  his 


wile's  hnancial  future  and^nsured  a 
smooth  transition  as  Bri 
day-lo-da)'  running  of  tl 
Today,  Re^'morc  Chevrolet  is  innving. 
Brian  is  \ice  president,  his  sistt*l 
salesperson  and  their  mom  works'r. 
dealership  as  president. 

[Brian's  stor\  prows  the  value  and  iiiipor-N 
tancc  of  life  insurance.  So  talk  to  a  life 


insurance  agent  or  other 


advisor 


and  fmd  out  about  creating  a  plan  iaat  ^ 
takes  care  of  cHe  people  \ou  lo\-e  ano^" 
things  you  car^^  about.  Bctuusc,  without 
inswancL\  a  linanLUii  dan  i.s  /iis(  a  savings 


and  invcstmc 


dies  with  vf 


>». 
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1-888-L1FE-777  www.life-line.oE 
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Entrepreneurs 


True  Story 

Vancouverite  JIMMY  PATTISON  built  himself  a 
fortune— in  part  by  turning  around  an  oddball  company  called  Ripley's. 


BY  MICHAEL  FREEDMAN 


WELCOME  TO  JIMMY  A.  PATTISON'S  WORLD.  AMONG 
the  inhabitants:  a  two-headed  calf  and  an  1840s 
\  ampire-killing  kit  on  the  Atlantic  City,  N.J.  board- 
walk. In  Hong  Kong,  a  23-foot-high  model  of  the 
Eiftel  Tower  made  entirely  of  toothpicks.  A  spit- 
ig  image  of  the  "Mona  Lisa,"  composed  of  63  pieces  of  toast,  in 
exico  City. 

Such  is  the  cosmopolitan  reach  of  this  74-year-old  Vancou- 
r,  B.C.  man  who  happens  to  own  a  chain  of  for-profit  muse- 
ns  called  Ripley's 
;lieve  It  or  Not! 
ttison  married  his 
ildhood     sweet- 
art,  took  out  a 
0,000  bank  loan 
buy  a  Buick  and 
mtiac    franchise, 
ade  and  lost  a  for- 
ne  before  building 
«cond  one.  His  in- 
rests  in  billboards, 
ocery  stores  and 
ito  dealerships  are 
orth  S2.2  billion. 
1  the  process  of 
lilding  his  fortune 
:  aUo  turned  Rip- 
y's,  a  struggling  lit- 
t    outfit    with    a 
lant  brand  name 
id  a  cache  of  odd- 
ill  collectibles,  into  a  thriving  business. 

The  company  was  founded  in  1918  by  the  quirky  and  peri- 
atetic  Robert  L.  Ripley,  who  turned  a  passion  for  exotic  travel 
id  collecting  into  an  empire  that  included  bestseUing  books,  films 
id  ft-eak  shows  in  Chicago,  Dallas  and  San  Francisco.  His  syndi- 
ited  daily  comic  strip  wowed  80  million  readers  in  33  countries 
ith  tales  of  two  Ukrainians  who  slapped  each  other's  faces  for  36 
ours  or  the  254-year-old  Chinese  man  by  the  name  of  Li  Yung, 
ipley  threw  lavish  parties  at  his  28-room  mansion  in  Mamaro- 
eck,  N.Y.  When  he  died  in  1949  (buried,  appropriately,  at  Odd 


Fellows  Cemetery  in  Santa  Rosa,  Calif),  he  was  a  millionaire  sev- 
eral times  over.  By  the  early  1980s,  after  several  owners,  the  ne- 
glected company  had  winnowed  into  a  handful  of  shabby  "oddi- 
toriums,"  as  they  were  known. 

Pattison,  meantime,  had  his  own  ups  and  downs,  driven  by  a 
mix  of  audacity  and  persistence.  He  started  his  car  dealership  in 
1961  with  every  asset  in  hock  to  the  bank;  the  first  month  he  lost 
$14,000  on  sales  of  $147,000.  He  gradually  crawled  his  way  to 
profitability  but  was  nearly  bankrupted  in  1964,  when  an 

autoworkers'  strike 
stopped  production 
for  a  few  months. 
Five  years  later  he 
attempted  an  un- 
friendly takeover  of 
Maple  Leaf  Mills,  a 
flour  mill.  But  Patti- 
son says  its  chairman 
was  also  an  officer  of 
the  bank  where  Patti- 
son had  credit — and 
that  the  bank  chose 
to  call  the  loans. 
"We  weren't  getting 
a  nywhere — j  ust 
nowhere — for  three 
years,"  Pattison  re- 
calls. Desperate,  he 
scraped  together 
$50,000  for  a  down 
payment  on  a  Learjet, 
which  he  used  to  ferry  Toronto  bankers  to  jaunts  in  Palm  Springs. 
Finally  one  came  through  with  a  $2.5  million  loan,  which  helped 
Pattison  meet  payroll  and  rebuild. 

It  wasn't  until  the  mid-80s  that  Pattison  made  a  name  for  him- 
self in  entertainment  by  running  the  World's  Fair  in  Vancouver.  A 
man  who  headed  up  a  Ripley's  outfit  in  Victoria,  B.C.  suggested  he 
take  a  look.  Pattison  thought  it  had  potential — ^but  needed  money. 
He  bought  it  for  an  estimated  $6  million  in  1985,  kept  the  top 
managers  and  handed  them  $5  million  to  fix  the  operation.  "The 
first  thing  he  said  was,  'Okay,  you're  there  to  run  the  business,  I'm 
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stop  dreaming 

and  start  saving. 


Direct  Reimbursement  (DR®)  is  the 
dental  plan  that  lets  you  design 
the  kind  of  coverage  you  want  for 
your  employees.  Call  or  visit  us  online 
today  for  a  OR  cost  estimate.  See 
what  thousands  of  other  smart 
companies  have  already  discovered: 
that  there  really  is  a  way  to  provide 
comprehensive  dental  benefits  and 
control  your  costs  at  the  same  time. 

V7WVy/JL|-J.DJ'!j/DJi/j    / 


iUiHyi 


Entrepreneurs 


here  to  help  with  capital,' "  says  Robert 
Masterson,  Ripley's  president,  who  has 
worked  for  the  company  for  30  years. 

First  step,  franchising  to  expand  into 
places  like  San  Antonio  and  Blackpool, 
U.K.  The  plan  then,  as  it  still  is  today,  is  to 
buy  or  rent  real  estate  in  a  tourist  haveti 
with  heavy  traffic.  Visitors  pay  $10  to  $16  to 
get  in.  Exhibits  sometimes  change  and, 
while  the  company  often  pays  for  oddities, 
it  gets  a  fair  number  of  curios  from  donors. 


world  chairman  and  various  ichthyologi 
He  claims  that  his  115,000-square-foi 
aquarium  in  Gatlinburg,  Tenn.,  outsi( 
,  Great  Smoky  Mountains  National  Park,  w 
the  nation's  most  popular  in  2001.  In  Fel 
ruary  Pattison  reached  a  tentative  agre 
ment  to  pay  $4.5  million  for  a  Denv 
aquarium  that  filed  for  Chapter  1 1  thr 
years  after  opening. 

Where  to  go  from  here?  Ripley's  is 
brand  that  can  be  replicated  virtually  an 


Thanks  to  low  overhead —     ^^ 

basicaUy,  a  ticket-taker  and     J^|^||^yO  /f  QV NOZ 
someone  to  clean  up  the  '   *  ▼  ^   i»  •  ^#A  Jky%^m^{ 

11 ,000-square-foot  muse- 
ums at  the  end  of  the  day — 
a  typical  Ripley's  outlet  en- 
joys an  estimated  operating 
margin  of  40%.  One-third 
of  the  44  are  company- 
owned;  the  rest  are  fran- 
chised  for  15%  of  the  rev- 
enue. Licensing  the  name 
for  a  Turner  Broadcasting 
television  show,  a  board 
game  and  a  series  of  books 
brings  in  perhaps  $5  mil- 
lion a  year.  Last  year  the 
company  earned  an  esti- 
mated $30  million  pretax 
on  $85  million. 

Aside  from  the  compa- 
nies he  acquires,  Pattison 
isn't  much  of  a  collector. 
He  once  joined  Ripley's 
chief  archivist  at  the  1999 
Christie's  auction  of  Mari- 
lyn Monroe  artifacts  (they 
bought  her  makeup  kit,  dog's  license  and  a 
pair  of  nylons  from  her  honeymoon  with 
foe  DiMaggio).  His  biggest  artifact:  Frank 
Sinatra's  Palm  Springs  house,  with  its  32 
bathrooms,  which  Pattison  bought  in  1995 
and  uses  to  entertain  business  associates. 

In  fact,  Pattison's  attention  is  more 
squarely  focused  on  his  expanding  empire 
of  aquariums.  The  first  of  three — a  $40  mil- 
lion, 89,000-square-foot  site  in  Myrtle 
Beach,  S.C. — opened  in  1997  and  immedi- 
ately caused  a  stir  among  fish  buggers  who 
fretted  about  animal  safety  and  that  with 
the  Ripley's  name  above  the  entrance,  the 
public  would  be  treated  to  three-headed 
llounders  and  man-eating  guppies.  But  Pat- 


Ripley's  operates  44  "odditoriums"  around  the  world. 
Here  are  a  few  of  the  unlikely  artifacts  you'll  find  there. 


DEJA  MOO  Haven't  I  seen  you 

somewhere  before?  Pictures  or  models  i 
of  two-headed  calves  and  other  freaks  q| 
nature  abound  in  Ripley's  bizarre  univer 


THE  DA  VINCI  OF  WHITE  BREAD  Tadahiko 
Ogawa  of  Japan  created  this  "Mona  Lisa" 
from  63  pieces  of  burnt  toast.  On  display  in 
Mexico  City.  (The  "Mona  Lisa"  of  croutons, 
by  the  same  artist,  is  on  display  in  Orlando.) 


HEADHUNTERS  Ripley's  owns  the 
world's  largest  collection  of  genuine 
shrunken  heads,  with  at  least  one  in  eac( 
museum.  This  one  (circa  1880s)  comes 
from  the  Jivaro  Indian  tribe  of  Ecuador. 


STOP  THAT  CAR!  Lee  Harvey  Oswald 

drove  this  '54  Chevy  the  day  he  shot 

President  Kennedy.  On  display  at  the  New 

Orleans  museum,  which  opens  in  April. 


tison  muted  critics  by  hiring  a  former  Sea- 
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where.  The  syndicated  comic  strip  still  rt 
in  42  countries,  which  helps  explain  h( 
the  museums  can  do  well  in  major  sou' 
east  Asian  cities  like  Kuala  Lumpur  and  P 
taya,  Thailand.  Politics  and  war  sometin 
interfere  with  expansion:  Ripley's  pulled  < 
of  Indonesia  because  of  civil  unrest  and  ( 
cided  to  avoid  Russia  when  the  mafia  / 
sisted  on  being  part  of  the  deal. 

A  college  dropout,  Pattison  has  rrn 
good  against  steep  odds.  His  various  < 
tertainment  companies  attract  1 1  milli 
visitors  a  year.  "I  never  thought  in  i 
wildest  dreams  it  would  turn  out  the  wa 
did,"  he  muses,  sitting  aboard  his  150-6 
yacht.  Nova  Spirit,  in  Vancouver's  Ho 
Sound.  But  it  did — believe  it  or  not. 
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;'s  no  fairy  tale. 

■  You  really  can  ■ 

help  your  company  save 

~~         on  dental  benefits. 
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Believe  it.  With  Direct  Reimbursement  (DR"),  you  really  can  design  a  dental  plan  tn  fit  your 
company's  specific  needs.  Tfiat's  because  you  decide  what  your  company  contributes  and  what 
your  employees  contribute.  You'll  also  love  how  magically  simple  DR  is  to  administer,  whether 
on  your  own  or  through  a  third-party  administrator.  Even  better,  your  employees  will  appreciate 
the  fact  that  they  can  visit  any  dentist.  Now  that's  a  happy  ending. 


md. 


The  Tooth  Fairy 
ADA  member  since  1859 
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Raising  cattle  and  hogs  the  old-fashioned  way,  Bill  Niman  is 
trying  to  find  room  at  the  top  of  a  commodity  business. 


BY  KERRY  A.  DOLAN 

FOLKS  LIKE  KEIRA  KOTLER  AND  ERON 
Block  warm  the  cockles  of  William 
Niman's  heart — as  well  as  his  loins 
and  flanks.  "Niman  Ranch,"  says  Kotler,  as 
her  dining  companion  slices  a  pork  chop  at 
Woodward's  Garden  restaurant  in  San 
Francisco.  "When  my  husband  and  I  go  to 
restaurants,  that's  the  brand  we  look  for," 
says  the  3 1  -year-old  former  vegetarian. 

Branded  meats.  Perdue  pulled  it  off 
with  chicken,  Smithfield  with  ham.  But 
when  it  comes  to  beef  and  uncured  pork, 
giant  processors  like  IBP  have  come  up 
empty  So  how  can  tiny  Oakland,  Calif - 
based  Niman  (pronounced  "NIGH-man") 
Ranch  (2002  sales:  $31  million)  make  its 
mark?  With  some  well-aimed  pitches  to 
restaurant  chefs  and  choosy  home  cooks 
around  the  country  willing  to  pay  extra  to 
get  meat  raised  without  growth  hormones 
and  antibiotics. 

Niman's  cattle  graze  on  high  grass  for 
at  least  14  mciths  and  then  spend  5 
months  at  low-ci-  nsity  (83  cattle  per  acre) 
feedlots.  By  contra >t,  ihe  cattle  marching 
into  a  typical  slaugiitcrlu.iise  have  spent  as 
little  as  six  months  on  tlic  range  and  four 
months  in  packed  feedlots.  At  tlie  Niman 


Ranch,  carcasses  are  pampered,  wrapped 
in  salted  cloths;  some  cuts  are  aged  for  a 
month  before  undergoing  tests  for  fat  con- 
tent (a  good  thing,  if  you  want  your  beef 
tender)  and  acidity.  Pigs  get  an  equivalent 
salon  treatment  before  they're  slaughtered, 
running  free  in  pastures  rather  than  being 
cooped  up  in  cement  pens.  Because  of  the 
paiTipering,  Niman  Ranch  charges  chefs  on 
average  20%  more  for  its  cuts  of  meat  tlian 
its  largest  competitors.  It's  worth  the  extra 
price  to  swank  joints  like  Manhattan's 
Union  Square  Cafe,  which  notes  the  Niman 
Ranch  brand  on  its  menu.  Not  everyone  is 
so  upstanding.  "Some  restaurants  use  our 
name,  but  not  our  stuff,"  says  Niman,  58. 

Niman  was  an  elementary  school 
teacher  in  1969,  when  he  took  up  animal 
husbandry  as  a  sideline.  He  kept  pigs,  goats 
and  chickens  on  1 1  acres  of  land  he  bought 
for  $18,000  in  Bolinas,  Calif.,  a  coastal  town 
an  hour  north  of  the  Golden  Gate  Bridge. 
He  fed  his  beasts  outdated  yogurt  and 
spent  barley  His  fust  wife.  Amy,  bartered 
tutoring  services  for  a  few  head  of  cattle 
and  plenty  of  ranching  advice.  "We  learned 
an  inch  at  a  time,"  recalls  Niman. 

During  die  1 970s  he  took  on  a  partner, 
and  the  11  acres  grew  into  200.  From 


Home  of  the  brand:  Niman  pampers  his 
cattle  on  high  grass  and  sparse  feedlots. 

neighbors  and  small  grocery  stores  woi 
spread  of  Niman's  tasty,  naturally  raise 
meat  to  chefs  like  Chez  Panisse's  Alice  W 
ters,  the  doyenne  of  California  cuisine.  I 
hired  a  ranch  hand,  but  stiU  had  to  wo; 
construction  jobs  to  make  ends  mee 
Niman  also  realized  he  couldn't  sustain 
pork  business — ^soybean  and  cornmeal  fe(| 
couldn't  be  raised  in  Marin  County  ai 
weren't  easy  to  transport.  So  in  1979  I 
switched  to  beef  alone.  (Today  his  po 
comes  from  250  Midwestern  hog  farme 
who  own  half  Niman's  pork  unit  and  a 
here  to  the  same  protocols  of  rearing.  Th 
receive  a  guaranteed  40  cents  a  pound,  10 
higher  than  the  industry  average.) 

The  1980s  were  a  rough  go  for  Nim^ 
The  mortgage  on  his  acreage  carried  18 
interest,  and  he  struggled  to  make  pa 
ments,  borrowing  from  friends.  He  caug 
a  break  when  the  feds  condemned  his  I 
to  make  it  part  of  the  Point  Reyes  Nation 
Seashore.  The  park  people  paid  him  and  !j 
partner  $1.3  million  for  the  property  a 
let  them  remain  to  raise  cattle  for  $3,00( 
month  in  rent.  Meantime  Niman  met  she| 
ranchers  in  the  Sacramento  Valley  w 
shared  his  views  on  low-tech  agriculture  a 
started  selling  tlieir  lamb  to  him  in  198 

Niman  decided  to  update  his  milifc] 
nia-old  business.  He  recruited  a  chief  c 
crating  officer,  Robert  Hurlbut,  who  h 
managed  the  nondairy-creamer  busin 
for  Nestle  in  the  U.S.,  to  corral  the  bo( 
and  implement  new  systems  to  keep  tr 
of  sales  and  inventory.  To  run  the  final 
side,  Niman  brought  in  Michael  N 
Connell,  a  former  chief  executive  of  a  S 
con  Valley  computer  peripheral  comp; 
who  invested  $1  million  for  a  25%  stak 

As  more  chefs  signed  on,  Nirr 
pushed  into  larger  venues  like  Trader  jc 
and  Whole  Foods  Market.  Two  years  ; 
he  broke  into  McDonald's-owned  Chi| 
tie  restaurants  and  last  year  into  Albertsc 

It's  still  a  tough  way  to  make  a  livi 
The  collapse  of  online  grocer  Webvan,  o 
Niman's  biggest  client,  has  hurt.  And  so 
the  downturn  in  the  high-end  restaur 
business.  Last  year  Niman  lost  $  1  milli 
"We're  not  a  cash  cow,"  he  sighs. 
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Gain  unprecedented 

access  to  global  leaders, 

data,  trends  and  insights  to 

help  you  develop  better 

business  strategies  in 

today  s  economy. 


The  Milken  Institute  2003  Global  Conference, 

in  conjunction  with  Forbes,  is  the  largest 

annual  economic  conference  in 

North  America,  with  1,500  attendees 

and  more  than  150  panelists.  It  is  an  intensive 

three-day  learning  and  networking 

experience  -  and  you're  invited. 


Space  is  limited,  so  ac^^^^and  register. 
For  information  and  registration,  please  visit: 


Mil 
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The  only  thing  you  miss  out  on  is  the  office  gossip. 


With  Express  Networkr  being  out  of  the  office 
doesn't  mean  being  out  of  touch  with  the  people 
and  information  you  rely  on  every  day. 

Access  the  Web  or  corporate  intranets.  Read  and  send  e-mails.  Download 
complex  files  and  attachments  effortlessly.  Nobody  has  faster  wireless 
technology  for  Internet  connections  available  nationally  in  over  300 
cities.  And  at  speeds  bursting  up  to  144  kbps,  you  can  connect  to  the 
Internet  from  your  laptop  or  PDA  with  maximum  speeds  faster  than  dial- 
up.  All  so  you  can  work  faster  and  be  more  productive.  And  all  with  no 
wires,  phone  jacks,  or  separate  ISPs.  Just  another  way  Verizon  Wireless  is 
taking  wireless  Internet  to  the  next  level-and  everywhere  else. 


Risk  Free  Trial 


Ask  how  to  get  the  1st 
month  of  access  waived! 


1.800.2  JOIN  INverizonwireless.com 


VenjOnwireless 

We  never  stop  working  for  youf 


Requires  compatWe  PC  card  or  phone  wii , .  nnneciing  ubies,  lo  be  puich^ed  separately.  Express  Netwoik  Is  not  as  last  as  802 . 1 1  service.  Expect  avg.  speeds  ol  40-60  kbps.  Not  available  In  all  areas.  Only  available  with  digital 
service.  See  brochure  loi  details.  Witfi  I  oi  .■"  war  .iKreenieni.  Subject  to  Customer  Aareement  and  Calling  Plans.  After  trial,  monthly  access  of$35.00-$99.99and  odiet  charges  at  restiictlons  may  apply.  ©2003  Verizon  Wreless 
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STRATEGICS 


rhe  Ebitda  Folly 

/ou  want  to  avoid  being  sucked  in  by  the  next  Vivendi,  disregard  this  contorted  method  of 
[uring  earnings.  Look  at  the  bottom  line  and  free  cash  flow,  by  Elizabeth  macdonald 


ARREN  BUFFETT,  IN 
a  prescient  note  to 


H  flB  ^B  shareholders  in  Berk- 
HVH^B  shire  Hathaway's 
J^K  ^^m  2000  annual  report, 
^V  ^V  said  it  best:  "Refer- 
:es  to  Ebitda  make  us  shudder."  Too 
iny  investors  are  focusing  on  earn- 
;s  before  interest,  taxes,  depreciation 
d  amortization.  That  makes  sense,  he 
d,  only  if  you  think  capital  expendi- 
•es  are  funded  by  the  tooth  fairy. 

But  in  the  bull  market  no  one 
jited  to  second-guess  a  growth  story, 
d  so  the  investing  public  lapped  up 
e  Ebitda  play  after  another.  Vivendi 
dversal  reported  $7.9  billion  in  prof- 
by  that  loose  definition  for  the  three 
jrs  ending  June  30,  2002,  says  Mul- 
:.com,  a  financial  research  firm. 

Since  cable  companies  never  had 
uch  on  the  bottom  line,  it's  been  ac- 
pted  practice  among  analysts  to  mea- 
re  their  Ebitda  instead,  ever  since  John 
alone  introduced  its  use  for  his  debt- 
ddled  TCI  back  in  1976.  On  that  score 
iblevision  Systems  looked  healthy, 
th  Ebitda  totaling  $5.7  billion  over  the 
ree  years  ending  Sept.  30,  2002,  Mul- 
<  says.  Crown  Castle  International, 
lich  operates  cell  phone  towers,  was 
other  seeming  winner.  Ebitda  steamed 
$349  million  for  the  year  ending  Sept. 
I,  2002,  up  from  $225  million  for  the 
me  period  in  2000. 

Investors  should  have  listened  to  Buf- 
t.  Vivendi's  stock  is  down  89%  from  its 
gh,  Cablevision  is  down  78%  and 
:own  Castle  is  down  91%.  The  three 
impanies,  and  a  lot  more  like  them, 
ive  this  in  common:  Fat  Ebitda  or  no, 
eir  bank  accounts  were  shrinking.  In 


FORBES"   March  17,2003      (65 


Money  &.  Investing 

free  cash  flow — cash  generated  by  opera- 
tions, minus  capital  expenditures — all  three 
have  been  in  negative  territory  over  the  past 
three  years  ending  Sept.  30,  2002,  Multex 
says.  (Cablevision  says  it  has  negative  free 
cash  flow  but  disputes  Multex's  Ebitda,  say- 
ing investors  should  focus  on  the  way  it  fig- 
ures Ebitda,  which  excludes  charges  for  its 
restructuring  and  long-term  incentive  and 
stock  plans.  This  gives  Cablevision  $1.8  bil- 
lion for  the  past  two  years;  it  won't  discuss 
the  three-year  sum.)  In  Vivendi's  case  the 
figure  is  a  negative  $6.5  billion,  Multex  adds. 
Edgar  Bronfinan  Jr.  suspected  as  much 


about  Vivendi  not  long  after  he  had 
arranged  the  sale  of  Seagram,  his  family's 
entertainment  and  liquor  company,  to 
Vivendi  in  2000  in  a  $34  billion  stock  deal. 
As  board  vice  chairman,  he  demanded  last 
June  that  Vivendi  hire  Goldman  Sachs  to 
scrutinize  the  cash  situation.  Within  weeks 
Goldman  reported  that  Vivendi  was  in  a 
cash  crisis;  indeed  it  was  running  on 
fumes.  "When  Goldman  came  out  with 
its  report,  the  board  members  all  said,  'Oh 
my  God,' "  says  Barry  Diller,  who  runs  USA 
Interactive  and  Vivendi  Universal  Enter- 
tainment, Vivendi's  film,  television  and 


The  Cash  Test 

Buy  these:  This  first  group  of  companies 
faster  than  sales  the  past  four  years,  ha\ 
years  equal  to  40%  or  more  of  Ebitda  an 
the  past  four  quarters  versus  the  same  f 

Company                                    Price 

have  increased  free  ca 
'e  aggregate  free  cash 
d  have  increased  their  ■ 
our  quarters  one  year  e 

FREE  CASH  FLOW^ 

sh  flow  at  Is 
low  the  pas 
ree  cash  flo 
arlier. 

Sales 

latest 

12  months 

(Sbil) 

ast  20% 
tfive 
w  during 

Market 
value 
(Sbil) 

4-year          latest 
average       12  months 
growth          (Sbil) 

Amgen                                    $52.60 

32%           $1.3 

$4.9 

$674 

Automatic  Data  Processing       32.81 

41               1.2 

6.7 

19.7 

Centurylel                                  27.10 

310               1.8 

1.9 

3.8 

Clorox                                        41.70 

24               0.7 

4.1 

9.1 

Colgate-Palmolive                     50.73 

20               1.4 

9.5 

273 

Johnson  &  Johnson                   51.75 

29               6.8 

35.8 

153.6 

Northrop  Grumman                   92.17 

70               1.1 

16.7 

10.4 

Omnicom  Group                        54.06 

60               0.8 

74 

10.2 

United  Technologies                  61.95 

10               2.3 

28.1 

29.1 

UnitedHealth  Group                  79.98 

33                2.0 

24.8 

25.2 

1 

Sell  or  avoid  these:  This  second  group  of 
the  past  four  quarters,  stock  prices  abov 
and  free  cash  flow  represents  23%  or  mc 

Company                                  Price 

companies  show  nega 
e  $10,  and  the  differen 
)re  of  their  market  valu 

FREE  CASH  FLOW* 

latest           5-year 

12  months       average 

(Smil)           ($mil) 

tive  free  cash  flow 
ce  between  Ebitda 
e. 

Sales 

latest         Market 
12  months       value 
(Sbil)         (Sbil) 

Boeing                                    $30.15 

-$2,704       -$282 

$56.1 

$25.3 

Bowater                                  39.11 

-75              25 

2.6 

2.2 

Cablevision  Systems                16.75 

-1,392          -887 

4.3 

5.1 

Devon  Energy                           46.04 

-5,477      -1,199 

3.1 

72 

Kerr-McGee                             38.44 

-357              35 

3.5 

3.9 

Nextel  Communications        .    12.89 

-676      -2,327 

8.5 

12.4 

Ocean  Energy                         18.18 

-141          -187 

1.2 

3.2 

Sears,  Roebuck                         21.85 

-1.216            970 

41.2 

6.9 

Sunoco                                    33.70 

187            140 

13.4 

2.6 

Unocal                                     26.14 

-98            -36 

5.2 

6.6 

Prices  as  of  2/14/03.  'Net  cash  flow  from  operations  less  ca 

pitol  oxpcndiiiMos.  Source:  Multe 

<  via  FactSet  Research  Systems.  1 
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theme  park  unit.  "How  was  it  possibl 
Vivendi  and  its  board  to  get  into  so  miu  iit 
trouble?  It's  because  Vivendi  was  run i  fft 
•  the  basis  of  growing  Ebitda,  not  on  til  i 
basis  of  growing  cash."  j  lyi 

Lynn  Turner,  former  chief  accounta  fii 
at  the  Securities  &  Exchange  Commil  llo 
sion,  says  that  analyst  preoccupation  wi 
Ebitda  helped  mask  accounting  frau 
like  those  at  WorldCom,  Enron  and  Su> 
beam:  "Ebitda  lulled  the  investing  puhijdii 
into  a  trance  with  imaginary  numbc 
just  as  if  they  had  gone  to  the  movies," !  a 
says.  "Little  did  they  know  that  the  theaii  isi 
was  burning  the  entire  time." 

Over  the  past  two  decades  Ebitda  1" 
become  an  obsession  among  Wall  Stniioii 
analysts  and  the  corporate  managers  wj  feii 
try  to  please  them.  For  the  popularity 
this  profit  figure — called  operatii 
income  by  FORBES  and  Value  Line — y-f 
can  blame,  in  no  small  part,  the  peoj 
who  make  a  living  doing  mergers  ai 
leveraged  buyouts.  Ebitda  propelled  t|  to 
great  acquisition  binge  in  media,  startii 
with  the  merger  of  Time  and  Warr,  _ 
Communications  in  1990,  and  contin 
ing  with  Viacom's  purchase  of  Pa 
mount.  Blockbuster  and  CBS,  Seagraii 
buying  MCA  from  Matsushita,  Disne 
acquiring  Capital  Cities/ABC  and  AC 
union  with  Time  Warner. 

There  is  some  logic  to  all  this.  1 
Ebitda  of  a  company  (or  one  of  its  un 
gives  a  measure  of  how  much  a  stee 
leveraged  buyer  could  afford  to  pay  fo: 
Theoretically,  if  both  capital  expenditu 
and  repayment  of  principal  can  be  pc 
poned,  and  if  working  capital  need  not 
expanded,  then  the  entire  Ebitda  can 
turned  over  to  lenders  as  interest. 

Pay  $1  billion  for  a  grocery  ch 
making  $100  million  a  year  in  Ebit 
finance  the  whole  purchase  with  I 
junk  bonds  or  bank  debt,  and  you 
stay  out  of  bankruptcy  court,  at  least  fi 
while.  Interest  comes  out  of  pre 
income,  so  in  this  hypothetical  exarr 
no  income  tax  will  be  due,  assuming 
you're  breaking  even. 

Sooner  or  later,  though,  your  gro( 
chain  will  be  in  need  of  capital  expei 
tures.  You  can  defer  the  building  of  i 
stores  indefinitely,  but  not  replacing 
refrigerator  cases.  Moreover,  borrow! 


166       FORBES"    M.ircli  17.  200.^ 


Money  &  Investing 


rntuiUy  must  be  paid  back,  and  these 
ncipal  payments  must  come  from 
ertax  income.  Another  unmet  need: 
rking  capital,  which  includes  inven- 
y  and  receivables.  If  the  price  of  cereal 
js  up,  you  need  to  add  to  working  cap- 
1  to  stock  the  shelves. 
Ebitda  is  useful  for  comparisons.  Take 
ompany's  "enterprise  value" — the  sum 
debt  and  equity  market  capitalization — 
d  divide  by  Ebitda  to  get  an  enterprise 
io,  analogous  to  a  price/earnings  ratio.  If 
xery  chains  have  an  average  enterprise 
io  of  8  but  the  one  you  like  goes  for  12 
les,  yours  had  better  have  fast  growth 
other  things  going  for  it.  But  it's  haz- 
ious  to  compare  enterprise  ratios  across 
Terent  industries,  like  cap-ex-heavy  air- 
es versus  ad  agencies. 
Now  let's  spodight  Ebitda's  pitfalls: 
It  doesn't  allow  for  interest  costs. 
vendi's  Ebitda  has  been  holding  steady, 
.9  billion  in  the  year  ending  last  June, 
from  $2.8  billion  over  the  same  period 
'ear  earlier.  But  Multex  says  it  also  had 


a  $28  billion  mountain  of  debt,  on  which 
the  interest  was  $935  million.  That's  a  big 
reason  the  stock  is  getting  killed. 

It's  before  taxes.  HoUinger  Interna- 
tional, Conrad  Black's  newspaper  chain, 
boasts  $761  million  in  Ebitda  for  the  three 
years  ending  Sept.  30,  2002,  but  that's  be- 
fore $375  million  in  taxes.  Bottom  line  for 
this  company:  $301  million  in  losses  over 
the  last  12  months,  or  a  negative  $3.13 
cents  a  share,  not  great  for  a  $9  stock. 

It  doesn't  allow  for  capital  expendi- 
tures. Crown  Castle's  $871  billion  of 
Ebitda  over  the  last  three  years  looks 
good,  but  only  $63  million  was  left  after 
interest,  much  of  it  going  to  building  new 
wireless  towers  to  expand  the  business. 
And  the  $5.7  billion  Multex  says  Cablevi- 
sion  earned  in  Ebitda  over  the  last  three 
years  ending  Sept.  30,  2002  would  have 
been  mostly  consumed  by  $3.8  billion  in 
capital  expenditures  for  things  like  equip- 
ment upgrades  and  $1.6  billion  in  inter- 
est expense.  (Cablevision,  which  won't 
talk  about  the  past  three  years,  figures  it 


had  $2.7  billion  in  cap-ex  and  $1  billion 
in  interest  for  the  last  two  years.) 

If  you  use  Ebitda,  use  other  profit 
measures,  too.  Look  at  the  GAAP  bottom 
line,  which  is  after  depreciation,  interest 
and  taxes.  Also  look  at  free  cash  flow,  or 
cash  flow  from  operations  minus  cap-ex. 
The  important  components  of  cash  flow 
from  operations  are  net  income  (with 
asset  sales  excluded),  plus  depreciation, 
minus  some  working  capital  needs.  You'll 
find  the  details  in  the  cash  flow  statement, 
immediately  following  the  profit-and-loss 
statement  in  the  annual  report. 

In  the  table  (opposite),  we  list  ten  com- 
panies where  free  cash  flow  is  positive  and 
growing  faster  than  revenue.  We  also  show 
ten  companies  with  the  reverse  character- 
istics: negative  free  cash  flow,  where  the 
difference  between  Ebitda  and  free  cash 
came  to  23%  or  more  of  their  market  caps. 
Buy  companies  like  those  in  the  first  table, 
and  sell  ones  like  those  in  the  second.     F 

Additional  research  by  William  Heuslein. 
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Distilled  by  an  independent  family  company. 

Bottled  as  Glenfiddich,  which  means  "valley 

of  the  deer."  Matured  at  its  own  Highland 

distillery  for  a  full  15  years  —  our  Solera 

Reserve  features  delicious  notes  of  oak,  honey, 

vanilla  spice,  fruit  and  sherry. 
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FIXED  INCOME 


Got  a  Big  Mortgage? 

Buy  More  Bonds 

Your  home  loan  isn't  just  a  financial  stretch.  It's 
really  a  short  position  in  the  fixed-income  market. 

BY  IRA  CARNAHAN 


HOW  MUCH  OF  YOUR  PORT- 
folio  should  be  invested  in 
bonds?  You've  likely  already 
considered  the  normal  stuff 
such  as  your  tolerance  for  risk, 
when  you'll  need  your  money  and 
your  outlook  for  the  bond — ^versus 
the  stock — market.  But  there's 
another  variable  you  should  factor 
in  and  it's  one  most  folks  overlook: 
the  mortgage  on  your  house. 

So  says  the  Wharton  School's 
Christopher  Mayer.  When  you  take 
out  a  fixed-rate  mortgage  for 
$400,000,  you're  taking  the  equiva- 
lent of  a  $400,000  short  position  in 
bonds.  Do  you  want  to  short  the 
bond  market?  This  risky  bet  would 
lose  money  if  interest  rates  fell,  but 
pay  off  if  rates  went  sky-high.  Maybe 
you  want  to  speculate  on  bond 
prices,  maybe  not.  If  you  are  like 
most  homeowners,  you  haven't  even 
thought  about  your  mortgage  that  way. 

Consider  what  happens  if  interest 
rates  rise  sharply.  You,  as  a  borrower, 
make  out  great.  Rates  are  high  (proba- 
bly) because  inflation  has  picked  up, 
meaning  you  can  repay  the  principal 
with  cheap  dollars.  Meanwhile  the  fellow 
who  invested  $400,000  by  buying  your 
mortgage  is  sitting  on  a  paper  loss.  The 
lOU's  value  might  shrink  to  $300,000. 
(Just  this  sort  of  problem  bankrupted 
thrifts  a  generation  ago.)  In  similar  fash- 
ion, sharply  rising  rates  could  turn  a 
$400,000  investment  in  bonds  into 
$300,000  faster  than  you  can  say  "Al.ui 
Greenspan." 

So  if  you've  got  a  big  mortgage,  con- 
sider holding  more  bonds  than  you  oth- 
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erwise  would  as  a  hedge  against  the  short 
position  represented  by  your  mortgage. 
One  hedging  option  is  to  invest  in  a 
mutual  fund  that  holds  mortgage-backed 
securities,  such  as  Fidelity  Mortgage 
Securities  Fund  (current  yield:  3.2%)  or 
Vanguard  GNMA  (5.2%).  These  are  par- 
ticularly good  at  counterbalancing  a 
home  mortgage  because  they  consist,  at 
bottom,  of  other  people's  mortgages. 
Built  into  almost  all  mortgages  is  a  call 
option.  If  rates  fall,  the  borrower  has  the 
right  to  call  in  the  lOU — that  is,  pay  off 
the  debt  early — by  refinancing.  This  call 
option  has  the  effect  of  mitigating  the 
damage  a  borrower  suffers  during  a 
decline  in  rates,  while  lessening  the 
ptncntial  gain  for  the  investor  who  owns 
the  (11.  ■  tgage  (or  a  Ginnie  Mae).  The  call 


does  not  eliminate  the  effect  of  ra 
changes  because  there  is  still  a  big  frii 
"tional  cost  to  refinancing  (appraiser's  fe| 
points  and  whatnot). 

Treasury  bonds  are  (mostly)  noi 
callable,  so  they  are  not  a  good  hedge  fi 
a  mortgage  borrower. 

If  you  have  $400,000  in  your  taxah 

brokerage  account,  you'd  do  well  to  just  pj 

off  the  mortgage.  No  sense  borrowing 

6%  just  so  you  can  collect  5%  at  Vanguar 

But  what  if  the  $400,000  is  tuckd 

away  in  a  tax-deferred  401(k)  a 

count?  Then  you  have  a  nice  litl 

tax  arbitrage  on  your  hands.  Til 

mterest  cost  is  deductible  immec 

ately,  while  the  offsetting  interei 

income  is  taxed  decades  hence, 

There's  another  way  to  art 
trage,  although  you  have  to 
careful  not  to  run  afoul  of  t! 
Internal  Revenue  Service.  Borrc 
at  under  6%,  fully  deductib  ■ 
whOe  investing  at  4%,  tax  free 
owning  a  municipal  bond  funi 
Now  you  can't  just  take  out 
home  mortgage  and  then  pi 
the  proceeds  into  a  muni  fun 
But  if  you  took  out  the  mortga 
when  you  were  young,  and  lai 
accumulate  savings  or  an  inhe 
tance,  you  are  under  no  oblig 
tion  to  pay  off  the  mortgage  wi 
your  cash.  You  can  continue 
take  deductions  for  the  mortga 
interest  while  using  the  new  cash  to  b 
the  muni  shares.  An  intermediate-tei 
muni  fund  would  be  a  good  match  fo 
long-term  fixed-rate  mortgage. 

What  if  you  don't  have  a  15-  or  : 
year  fixed  mortgage?  Say  your  lo 
adjusts  in  five  years.  Then  pick  a  short 
term  bond  fund,  like  Vanguard's  Limite 
Term  Tax-Exempt  Fund,  with  an  aven 
duration  of  2.6  years  (yield:  2.1%). 

Finally,  what  about  the  mansion  ti 
mortgage  is  paying  for?  A  collapse 
home  values  would  wreck  your  i 
worth.  Should  you  hedge  the  house,  t( 
That's  not  easy  to  do,  says  Yale  School 
Management's  William  Goetzmann.  1 
best  protection  here  is  to  lessen  yc 
overall  level  of  financial  risk.  Have  plei 
of  cash  and  buy  some  life  insurance. 
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Has  your  money  fund  yield 
slowed  to  a  trickle? 


There  is  an  alternative  to  today's  low  rates! 


Consider  the  Strong  Ultra  Short-Term  Income  Fund 

for  a  higher  return  potential  on  your  savings. 

Easy  access  to  your  money. 

The  Fund  provides  you  with  check  writing,  and 
there  are  no  penalties  for  withdrawal. 

This  Fund  is  not  a  money  market  fund,  and  its 
share  price  will  fluctuate.  Income  can  be  offset 
if  the  share  price  declines.  Therefore,  we  suggest 
you  consider  this  Fund  to  invest  cash  you  plan  to 
hold  at  least  one  year. 


THE  STRONG 

ULTRA  SHORT-TERM 

INCOME  FUND 

30-Day  Current  Yield 
as  of  2-6-03 

3.38% 


1-800-368-1520  |  www.Strong.com 

OR    CONTACT    YOUR    FINANCIAL    ADVISOR 


STRONG  B 


1.83%  4.36%  5.38% 


O  were  the  Fund's  1-,  5-,  and  10-year  average  annual  total  returns  as  of  ] 2-3 1-02.  Performance 
istoncal  and  does  not  represent  future  results.  Investment  rclinns,  principal  value.,  and  yields  vary,  and  voti  may  have  a  gain  or  loss  when  you  sell  shares.  Please  keep  in  mind 
I  the  Fund  is  subject  to  interest  rale  risk  — generally  when  interest  rates  rise,  its  share  price  dcchnes.  Over  the  past  year,  the  Fund's  total  return  has  trailed  that  of  the  average 
neyfund.  Current  performance  may  be  lower  or  higher  than  the  quoted  performance.  Call  or  visit  www.Strong.comfor  cmrent  performance  infornmtion.  For  more  complete 
omiation,  including  managemetU  fees  and  expenses,  please  call  for  a  free  prospectus  kit  or  download  one  at  www.Strong.com.  Please  read  it  carefidly  before  you 
est  or  send  money.  Performance  is  for  Investor  Class  shares  only.  Please  consult  a  prospect  ii>  joi'  intormation  aboiii  oil  share  classes.  'The  Fund  invests  a  portion  of  its  assets 
ower-quality  securities  that  present  a  significant  risk  for  loss  of  principal  and  interest.  Plea^t  consider  this  before  investing  "  The  Fund's  average  niaturit)'  is  usuallv  one  year 
'ess.-*  Retirement  accounts  may  be  subject  to  early  withdrawal  penalties.  •  Securities  are  offered  through  Strong  Investments,  Inc.  RT3166H  n:-n} 
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STOCK  FOCUS 

Doing 
Good 

This  socially  conscious  fund 
needn't  apologize  for  its 
returns. 

BYFEI  MEI  CHAN 


THE  THEORY  BEHIND  "SOCIALLY 
responsible"  investment  funds  is 
that  you  can,  without  sacrificing 
return,  purge  your  portfoHo  of 
companies  that  make  alcohol,  tobacco, 
weapons  or  other  things  you  consider 
wicked.  Not  too  many  funds  fulfill  the 
promise.  One  of  the  exceptions  is  $300 
million  Parnassus  Equity  Income  Fund. 

It  is  perhaps  no  surprise  that  the  Par- 
nassus fund  family,  founded  by  Jerome  L. 
Dodson,  is  run  out  of  San  Francisco.  Dod- 
son  was  a  Berkeley  undergrad  during  the 
antiwar  1960s.  After  earning  an  M.B.A. 
from  Harvard,  he  ran  a  thrift  that  catered 
to  residents  of  areas  of  San  Francisco  red- 
lined  by  large  banks.  From  there,  he 
moved  into  money  management. 

Dodson  started  Equity  Income  in 
1992  as  a  conservative  sibling  of  his  then- 
seven -year- old  value  flagship  Parnassus 
Fund.  Equity  income  funds  load  up  on 
dividend-payers,  which  have  held  up  com- 
paratively well  in  the  bear  market.  Parnas- 
sus Equity  Income  has  averaged  a  7.9% 
annual  return  over  the  past  five  years,  bet- 
ter than  the  -3. 1  %  of  the  S&P  500  and  bet- 
ter than  other  socially  conscious  hinds. 

FORBES  grades  the  fund  as  a  C  in  bull 
markets  and  an  A  in  bear  markets.  We  also 
rate  this  no-load  fund  as  a  Best  Buy  {see 
Feb.  3  issue),  thanks  to  its  attractive  balance 
of  risk-adjusted  returns  and  k«w  costs. 

It  isn't  just  booze  and  'baccy  that  can 
get  a  company  blackballed  by  Parnassus. 
The  fund  family  says  it  rules  out  con-ipa- 
nies  that  mistreat  employees,  neighbors 
and  the  environment.  It  iilso  wants  to  avoid 
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Man  on  a  mission:  Todd 
Ahlsten. 


companies  that  indulge  in  creative  ac- 
countancy. (Don't  we  all?)  But  this  is  the 
reason  Parnassus  gives  for  making  an  early 
exit  from  Enron,  in  1999. 

Do-gooder  investors  tend  to  like 
Microsoft,  since  software  doesn't  cause 
global  warming  and  is  not  tested  on  baby 
rabbits.  Parnassus  won't  touch  it.  "The 
company  offers  a  great  workplace  and  is 
very  charitable,  but  we  don't  like  the  way 


In  Good  Standing 


The  table  below  lists  five  picks  from 
the  Parnassus  Equity  Income  portfolio 
and  five  stocks  we  yielded  from  our 
own  computer  screen. 

Company                               Recent  Price 

Charles  Schwab^ 

$8.01 

Cisco  Systems^ 

14.26 

Johnson  &  Johnson^ 

51.92 

Kimberly-Clark 

45.55 

Limited  Brands 

11.08 

Liz  Claiborne 

27.49 

McGraw-Hill' 

55.44 

SBC  Communications 

21.30 

TECO  Energy' 

11.71 

TJX  Companies 

16.57 

Pm  t>s  as  of  Feb.  20.  2003.  'Parnassus  portfolio  stocks. 

Sodi^es;  Bloomberg  Financial  Markets: 

FT  l,tioi3ctive.  Mullex  and  Thomson  Financial/IBES 

I'W  '"ocrSof  Research  Syslems.s 


that  it  squeezes  out  smaller  competitors 
says  portfolio  manager  Todd  Ahlsten,  3 
who  comanaged  the  fund  with  Dodsci 
for  a  year  before  flying  solo  last  May.  1 
has  the  right  credentials.  He's  a  BerkeK 
man,  too — he  got  an  undergrad  degr: 
from  its  school  of  business.  And  his  fatht 
a  pilot  at  TWA,  was  a  union  man. 

Ahlsten  joined  the  company  as  a  sti- 
analyst  and  rose  to  director  of  research 
1998,  a  position  he  still  holds.  At  Berkek 
Ahlsten  specialized  in  accounting  ai: 
finance.  He  retains  an  accountant's  pa 
sion  for  cash-flow  measures,  which  sto( 
him  in  good  stead  in  the  Alice-in-Wonde 
land  days  of  dot-com  metrics. 

Ahlsten  begins  his  search  for  m 
investments  with  a  list  of  about  300  cor 
panics  that  his  firm  has  screened  for  see 
responsibility.  He  looks  then  for  comp 
nies  that  pay  dividends.  By  his  fund's  ch« 
ter  80%  of  its  holdings  must  have  sue! 
payout.  The  portfolio  leans  toward  b 
blue  chips,  with  a  weighted  average  mi 
ket  capitalization  of  $44  billion. 

He  likes  to  see  predictable  earnin 
and  revenue  growth  over  a  five-ye 
period.  He  also  prefers  companies  wit! 
strong  balance  sheet — to  wit,  debt  1<    * 
than  65%  of  equity.  At  any  given  tii    «( 
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I  a  world  where  there's  a  different  kind  of  threat  every  day,  you  need  a  different  kind  of  security. 

?w  threats  can  blow  right  through  any  firewall  or  anti-virus  software.  That's  where  we  come  in.  Our  dynamic  protection 
!lps  you  conduct  business  safely  in  the  face  of  ever-changing  threats  and  increased  nsk.  From  proactive  research  and 
vard-winning  software  to  24/7  protection  and  response  services,  our  solutions  detect,  prevent  and  respond  to  online 
tac-Ji;s  and  misuse.  No  matter  who  you're  up  against.  To  learn  more,  call  800-776-2362.  Or  visit  www.iss.net/ad/forbes. 


Security 
Systems" 


Think  it's  easy  becoming  a 

generic  drug 

in  America? 

Think  Again. 


Coruidtent  labeling 


Ad<)ured  quality 
Purity  check 


Same  drug 


,'Rigoroiu  manufacturing 
dtandardd 


■  Performance  evaluation 


FDA  ensures  that  your  generic  drug  is  safe  and  effective.  All  generic  drugs 
are  put  through  a  rigorous,  multi-step  approval  process.  From  quality  and 
performance  to  manufacturing  and  labeling,  everything  must  meet  FDA's 
high  standards.  We  make  it  tough  to  become  a  generic  drug  in  America  so 
ifs  easy  for  you  to  feel  confident.  Call  1-888-INFO-FDA 
or  visit  our  website  at  vvww.fda.gov/cder/  to  learn  more.  |^l 
Generic  Drugs:  Safe.  Effective.  FDA  Approved.    usFoodandonisAdm.n,stration 
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Ahlsten  owns  about  125  stocks,  byt  h« 
no  dreamy  sentimentalist  about  his  pal 
tions.  Last  year  the  fund  had  a  42%  chui 

Ahlsten  is  happy  to  dump  stocks  i 
cash,  if  he  can't  see  anything  worth  bu 
ing.  His  cash  position  rose  as  high  as 
in  the  first  half  of  2002  but  is  now  ba( 
15%.  He  thinks  that  economic  recov( 
will  be  slow  and  the  market  rebound  w 
be  led  by  health  care,  retail,  financial  sx 
vices  and  technology  stocks. 

Technology,  led  by  Intel,  makes  up  17 
of  Ahlsten's  portfolio.  Recently  he  h 
bought  retail  stocks — Target,  Costco  a: 
Home  Depot.  Are  these  all  simon-piu 
Target  sells  clothing  made  in  low-wa 
countries,  Costco  squeezes  small  fam 
stores  out  of  business,  Home  Depot  k 
trees  to  fill  up  its  lumber  bins.  But  hey,  r 
body's  perfect.  Neither  is  there  any  co 
pany  that  has  both  flawless  financials  ani 
low  stock  price.  You  have  to  make  trat 
offs.  The  fund's  estimated  avers 
price/earnings  multiple  for  2003  is  16. 

The  table  (p.  170)  lists  five  sto< 
Parnassus  holds.  We've  added  five  tl 
don't  violate  its  social  criteria.  AH  hav 
five-year  average  return  on  equity  of 
least  15%,  debt/equity  less  than  65%  a 
a  price  no  more  than  ten  times  cash  fli 
(net  income  plus  depreciation). 

INSIDE    TRACK 


A  Different 
Mandate 

Parnassus  Equity  Income  had  a 
14%  annualized  return  from  its 
inception  in  1992  until  March  1998. 
Then  it  shifted  gears— from  a 
balanced  fund  to  an  equity  income 
fund.  Why  the  change?  Parnassus 
management  claims  that  it  saw 
greater  long-term  opportunity  in 
dividend-paying  stocks  than  in 
bonds.  Since  this  metamorphosis 
the  fund  has  generated  an  annual- 
ized total  return  of  8.6%  versus 
-3,3%  for  the  S&P  500  and  7,6%  for 
the  Merrill  Lynch  U.S.  Corporate/ 
Government  Master  Bond  Index. 
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At  a  turning  point 

^  Membership  in  the  European  Union  has  brought 

Portugal  improved  infrastructure,  growth  and 

investment. 

Now  a  new, 

reforming 

administration  is 

determined  to 

meet  the 

challenge  of 

securing  the 

nation's 

economic  future. 


Since  committing  itself 
to  political  and  economic 
integration  with  Europe  in 
1986,  Portugal  has  been 
one  of  the  fastest-grow- 
ing industrial  economies. 
The  European  Union  has  funded  the 
ongoing  modernization  of  the  nation's 
transportation  infrastructure,  and 
trade  has  expanded. 

While  traditional  industries  such  as 
textiles,  footwear,  wood  products, 
beverages,  porcelain  and  glassware 
remain  the  base  of  the  economy, 
the  automotive  sector  and  services- 
particularly  tourism-have  become 
increasingly  important. 

A  parliamentary  democracy  since 
the  mid-1970s,  Portugal  is  a  founding 
member  of  NATO  and  a  supporter  of 
strong  European  ties  with  the  United 
States.  Last  year's  replacement  of  a 


socialist  administration  with  the 
pro-business  government  of  Jose 
Manuel  Durao  Barroso  is  seen  as  in- 
creasing opportunities  for  U.S.  trade 
and  investment. 

Prime  Minister  Durao  Barroso 
has  proven  himself  determined  to 
sweep  away  any  remaining  obstacles 
to  Portugal  becoming  a  modern,  com- 
petitive economy. 

He  has  begun  to  reverse  a  fiscal 
crisis,  inherited  from  the  socialists, 
insisting  there  Is  simply  no  alterna- 
tive to  his  remedy  of  "shock  therapy. " 
Public  spending  has  been  reduced, 
value-added  tax  has  been  raised,  tax 
cuts  delayed  and  structural  reforms 
implemented  in  labor  legislation, 
social  security  and  local  government 
expenditures.  Further  reforms  are  on 
the  way. 

Continued  on  page  2 
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FAMILY  FIRM  SIMOLDES  OPENS  NEW  FACTORIES  AND  FORECASTS  A  BIG  RISE  IN  TURNOVER 


t- 


s  Portugal's  automo- 
tive industry  has  grown 
into  a  biUion-doilar 
business  over  the  past 
decade,  the  compo- 
nents sector  has  as- 
sumed a  position  of  major  impor- 
tance in  the  national  economy. 

The  sector  is  primarily  focused  on 
exports,  with  around  75%  of  output 
currently  sold  abroad,  mainly  to 
Germany,  France  and  Spain.  Por- 
tuguese-produced parts  are  to  be 
found  in  virtually  all  European- 
produced  vehicles. 

Portugal  is  among  the  world's 
leaders  in  the  manufacture  of  plas- 
tic molds,  and  its  companies  are 
recognized  in  the  sector  for  their 
quality  control,  experience,  com- 


Mold  makers 
on  the  move 


Vice  President  of  Simoldes  Rui  Paulo  Rodrigues 
and  Antonio  Rodrigues,  President  and  founder. 


petitiveness  and  investment  in  cut- 
ting-edge technology. 

The  Simoldes  Group  is  generally 
considered  to  be  Portugal's  largest 
moldmaker.  A  family  firm,  Simoldes 
has  grown  into  a  company  with  a 
global  presence  as  a  tool  supplier, 
and  as  a  module  and  parts  supplier. 
With  ambitious  plans  for  further 
expansion  this  year  and  new  con- 
tracts already  signed,  Simoldes  is 
forecasting  huge 
growth  up  to  2005. 
Rui  Paulo  Ro- 
drigues, the  com- 
pany's Vice  Presi- 
Jj[  dent,  puts  the  size 
of  the  enterprise  in 
;,g  perspective:  'The 
Jl  average  big  com- 
pany in  toolmaking 
in  the  United  States 
has  a  turnover  of 
$21  million.  We 
have  a  turnover  of 
$85  million-just  in 
toolmaking. " 


right) 


Tool  and  plastics  sales  together 
are  forecast  to  grow  1 5%  this  year 
to  $440  million.  "By  2005,  we  will 
be  a  $750  million  company,  with 
$590  million  in  interior  plastics  and 
$160  million  in  the  tools  division," 
says  Mr.  Rodrigues. 

In  addition  to  the  company's  op- 
erations in  Portugal,  Simoldes  has 
factories  in  Brazil,  France  and  Ro- 
mania, and  commercial  and  engi- 
neering offices  in  France,  Germany, 
Sweden  and  the  U.K.  Its  customers 
include  major  names  such  as  Ford, 
Chrysler,  Magna  and  Lears. 

This  year,  Simoldes  is  investing  al- 
most $50  million  in  new  factories  in 
Poland  and  China.  Two  new  facto- 
ries in  Gliwice,  Poland,  will  supply 
tools  for  Volkswagen  and  make  plas- 
tic interior  parts  for  assembly  plants 
opening  in  eastern  Europe,  such  as 
a  joint  venture  by  PSA/Peugeot- 
Citroen  and  Toyota,  starting  in  the 
Czech  Republic  in  2005.  A  new 
factory  in  China  will  focus  on  tool 
production  in  Shanghai. 


Turnover  forecast 
$  millions 
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"We  need  to  be  competitiytl  ff 
that  obliges  us  to  go  to  the  E^ 
and  Asian  countries,"  sayij  mi 
Rodrigues.  'There  are  a  lot  Cj  jjo 
mands  from  our  customers  toi  un 
countries  with  low  labor  coSj  jj 
we  want  to  be  their  partners,^  1,(1 
first-tier  suppliers,  we  have  3 1^1 
near  them-although  our  head 
ters  will  always  be  in  Portuga 
"We  will  also  be  expandini 
commercial  relations  with  ouJ 
tomers  in  France,  Spain,  Geril 
Sweden  and  the  United  SI 
through  our  Advanced  Custj 
Service.  We  will  create  an  ■ 
neering  office  in  Detroit  this| 
and  we  will  increase  our  ca|]j 
in  France." 


Continued  from  page  1 

Deputy  Prime  Minister  Jose  Luis 
Arnaut  says  Portugal  is  at  a  turning 
point,  and  the  changes  being  made 
by  the  government  are  an  investment 
in  the  country's  future,  aimed  at 
achieving  a  new  level  of  develop- 
ment and  progress. 

"We  intend  to  create  a  new  mod- 
el for  social  and  economic  develop- 
ment, based  on  the  expansion  of  Por- 
tuguese companies  and 
their  exporting  capabil- 
ities," Mr.  Arnaut  says. 
This  will  involve  "pro- 
found adjustments  in 
Portuguese  society. 

"Even  if  it  implies 
some  sacrifices  in  the 
short  term,  it  is  es  >■?'  r. 
to  create  the  neces.ai  v 
conditions  for  Portuy. 
to  engage  in  a  strong  d;,^ 
economic  comeback." 

The  government's  stralo'jy 
strengthen  competitiveness  anc  t 
ciency  in  order  to  achieve  long-term 
growth.  A  broad-based  product!"ity 
and  growth  program  aims  to  "^ihance 
production  and  promote  investr.  ent, 
innovation  and  use  of  research  and 
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development.  Easier  access  to 
financing  and  reduction  of  red  tape  are 
among  current  initiatives  to  improve 
the  business  environment. 

New  legislation  aims  to  create 
a  more  flexible  labor  market  to 
satisfy  the  needs  of  both  local  and 
foreign  investors.  And  moves  are  be- 
ing made  to  improve  the  effective- 
ness of  the  fiscal  administration  by 
tightening  up  on  tax  fraud  and  eva- 
sion. 

Reforming  the  public  ad- 
ministration is  one  of  the 
government's  major  chal- 
lenges, and  decisions  have 
been  taken  to  check  the 
trend  of  recent  years  in 
which  the  public  sector  has 
grown  larger  and  more  ex- 
pensive but  not  necessarily 
more  efficient. 
The  government  is  determined  to 
'  fiieve  better  value  for  taxpayers 
.  fo  reduce  what  it  regards  as  the 
;i  erimes  excessive  involvement  of 
.he  siace  in  citizens'  lives. 

'The state sflo jld  not,  and  cannot, 
try  to  substitu      01  private  entities 
■:  doing  what       /  know  how  to  do 
best,"  says  Mr        aut. 


Fancy  footwork  has  made 
Portugal  a  world  leader 


Portugal's  footwear  industry  is 
the  second  largest  in  Europe.  Fo- 
cused primarily  on  foreign  mar- 
kets-more than  100  million  pairs 
a  year  are  sold  abroad-it  ranks 
among  the  sector's  top  ten  ex- 
porters in  the  world. 

The  industry  has  un- 
dergone huge  develop- 
ment in  Portugal  over 
the  last  1 5  years  and 
has  won  recognition  for 
the  quality  of  its  prod- 
ucts, quick  response 
capacity  and  invest- 
ment in  the  most  ad- 
vanced technology. 
Around  90%  of  its  exports  go  to 
countries  in  the  European  Union. 

The  largest  Portuguese  footwear 
group  is  Aerosoles  Portugal,  which 
produces  and  sells  around  5  million 
pairs  of  shoes  a  year  in  Europe,  ac- 
counting for  4.4%  of  Portuguese 
annual  footwear  exports.  The 
group  has  experienced  very  strong 


growth,  with  turnover  rising  fnl 
$94  million  in  1999  to  $135  mitf 
in  2001. 

The  company  has  develope  I 
from  a  purely  industrial  enterf| 
to  a  commercial  one  and  is  in 
process  of  expandir 
retail  chain.  It  aims 
have  almost  300  stc 
ead  across  varioi 
^jropean  countries 
2006. 

'This  represents 
about  1 0%  of  our  bi 
ness,  and  it  is  also  i 
advertisement  for  c 
brand,"  says  Artur 
Duarte,  the  company's  Preside 
Opening  such  an  extensive 
chain  of  shops  across  Europe  i 
unusual  strategy  for  a  Portugu 
company.  "It  is  a  large  investr 
and  a  big  risk, "  says  Mr.  Duart 
"but  this  is  the  stage  we  have 
reached,  and  it  is  an  importar 
part  of  our  commercial  strate 
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FROM  NEIGHBORHOOD  PHARMACY  TO  WORLD  MARKETS,  ATRAL-CIPAN  NOW  OPERATES  IN  MORE  THAN  130  COUNTRIES 


birit  of  exploration  lives  on 


he  Atral-Cipan  Group 
has  focused  on  interna- 
tional markets  almost 
from  its  beginning. 
Starting  as  a  small  phar- 
macy in  1947  in  a  hum- 
ighborhood  of  Lisbon,  it  rapid- 
anded  the  scope  of  its  activi- 
om  drug-packaging  to  become 
•gest  producer  of  antibiotics  in 
jal.  Today,  Atral-Cipan  oper- 
1  more  than  130  countries. 
le  Portuguese  market  was  too 
"  says  Sebastiao  Alves,  the 
s  Chairman.  "In  1949,  we  were 
ly  operating  as  a  laboratory  in 
and  Asia.  Within  four  months 
it  year,  we  were  covering  all 
the  Middle  East,  all  the  way 
ngkok,  coming  back  through 
Pakistan. 
The  year  af- 
ter, we  were 
doing  the 
same  thing 
in  South  and 
Central  Am- 
erica." 

The  Unit- 
ed States, 
the  world's 


Atral-Cipan  produces  a  wide  range  of  pharmaceutical  products. 


biggest  consumer  and  producer  of 
medicines,  was  an  obvious  market  for 
Atral-Cipan,  which  exports  raw  ma- 
terials to  the  country-mainly  deriv- 
atives of  the  antibiotic  Tetracycline, 
and  some  finished  products. 

'The  American  market  represents 
an  unlimited  opportunity  for  the  Por- 
tuguese pharmaceutical  industry- 


40%  of  world  consumption  is  there, " 
says  Mr.  Alves.  "We  are  preparing  new 
lines  of  products  for  this  market. " 

The  group's  approach  to  providing 
the  best  in  quality  and  services  is  to 
focus  on  permanent  innovation,  tech- 
nological development  and  the  re- 
search of  new  products.  Its  products 
are  approved  by  the  FDA  and  European 


authorities,  and  its  customer  list  in- 
cludes a  large  number  of  multina- 
tional companies. 

Atral  sells  a  wide  range  of 
pharmaceutical  products,  both  for 
human  and  veterinary  use.  Exports 
represent  35%  of  its  sales,  and  this 
percentage  is  expected  to  increase 
considerably.  Cipan,  which  has  its 
own  fermentation  and  chemical  syn- 
thesis facilities  and  sterile  rooms,  re- 
searches new  products  and  new  tech- 
nological development  processes, 
and  exports  95%  of  its  production  so 
as  to  be  present  in  the  five  continents. 

As  well  as  exporting  its  own  prod- 
ucts, the  Atral-Cipan  Group  collabo- 
rates with  countries  through  tech- 
nology transfer  in  the  manufacture 
of  pharmaceutical,  biochemical  and 
chemical  products.  Countries  in  which 
manufacturing  plants  have  been  es- 
tablished include  Finland,  Brazil, 
Spain,  Egypt,  Iran  and  India. 

"The  Portuguese  have  been  all 
over  the  world  since  the  16th  cen- 
tury, and  we  have  tried  to  follow  in 
their  tracks, "  says  Mr.  Alves.  "For  us, 
the  products,  niches  and  markets 
seem  to  be  sufficient  for  the  next 
ten  years. "  '"'  'y 


oiej  Portugal  is  the  country's  biggest  shoemaker. 


France,  where  Aerosoles 
ed  24  retail  outlets  in  three 
1,  the  company  has  seen  sig- 
ant  growth  in  turnover  and 
.  Meanwhile,  in  Germany, 
e  Aerosoles  shoes  are  distrib- 
through  a  company  based  in 
mtwurg.  growth  of  around 
was  being  forecast  for  2002. 
Duarte  describes  Aerosoles  as 
oduct-driven"  company.  He  be- 
5  Its  strengths  are  on  the  tech- 
creative  and  development 
3nd  in  its  flexible  and  efficient 
trial  base. 

■he  entire  basis  of  our  product  is 
:ed  in  a  studio  that  we  have 
a  partner  in  Italy,  and  that  en- 


ables us  to  update  and  modernize 
our  designs  according  to  the  fashion 
and  trends  of  the  market,"  he  says. 
"We  have  23  different  factories 
working  on  all  the  Aerosoles  projects 
at  the  moment,  and  that  allows 
a  very  flexible  response  at  times 
when  production  needs  are  higher. 

"One  of  our  strengths  is  that  we 
have  an  industrial  base,"  says  Mr. 
Duarte.  "We  can  experiment  with 
new  things  at  our  own  expense. 
So,  we  have  creation,  supply  and 
industrial  support. " 

Building  relationships  with  other 
countries  that  can  become  produc- 
ers of  Its  products  is  another  as- 
pect of  its  business  the  company  is 


eager  to  develop.  "We  are  making 
some  shoes  now  in  Ukraine,  and  we 
want  to  develop  a  new  relationship 
with  a  Romanian  company,"  says 


Mr.  Duarte.  "We  want  to  reinforce 
our  trade  with  Vietnam.  This  is  alt 
part  of  our  strategic  plan  for  the 
next  three  years." 


InMnBiinM 


General  view  of  Atral-Cipan  facilities 

Cipan  •  Companhia  Produtora  de  Antibioticos,  S.A. 

P.O.  Box  60  ■  2601-962  Castanhieira  do  Ribatejo  •  Portugal 

Tel.:  +  351  263  856  800  ■  Fax:  +  351  263  855  020  •  adm@cipan.pt 


PORTUGAL:  AT  A  TURNING  POINT 


TELECOM 


SHAREHOLDER  VALUE  IS  THE  DRIVING  FORCE  BEHIND  PORTUGAL  TELECOM'S  WINNING  STRATEGY 


Telecom  giant  operates 
a  position  of  strength 


from 


oward  the  end  of 
last  year,  Portugal 
Telecom  (PT),  the 
country's  largest  tele- 
communication and 
multimedia  company, 


made  a  deal  with  the  government 
to  acquire  the  ownership  of  the 
country's  fixed-line  network. 

The  deal  reflects  the  confidence 
of  a  group  with  a  secure  financial  base 
and  a  strategy  focused  on  margins. 


performance,  maximizing  cashflow 
and  reducing  debt. 

PT  believes  that  owning  the  net- 
work will  enable  it  to  create  value 
and  realize  significant  savings.  It 
calculates  that  initiatives  such  as 
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If  you  wariffi  do  Business  in  Portugal, 
M^^got  two  wor^(i^  for  you:  Portugal  Telecom. 


*  ifeii^comilkinications  and  multimedia 
pi'wnich  if  operates.  PT  is  responsible 
._'  Lisbon  and  Oporto  stock  market      Q  •       PortugalTelecom 
lock  Exchange  (NYSE).  ■"* 


sale  of  excess  real  estate  and  a 
tential  cross  border  sale  and  l( 
back  of  the  basic  network  ct 
result  in  a  net  cash  inflow  of  u 
$86  million. 

PT  is  listed  on  the  Euror 
Lisbon  Stock  Exchange,  where 
the  most-traded  company,  and 
the  New  York  Stock  Exchangtj 
provides  a  vast  range  of  servji 
from  mobile  and  fixed-line  telec^ 
munications  to  integrated  co 
rate  solutions,  multimedia  and 
tertainment. 

The  company  maintains  its  I 
ership  in  Portugal's  liberal 
domestic  market.  In  addition  t( 
fixed-line  service,  it  has  80% 
ket  share  in  data  communica. 
48%  in  mobile  and  84%  in  c 
television. 

PT  has  around  18  million  clientln 
eluding  more  than  11  millio 
mobile,  almost  4. 5  million  in  fixed' 
phony  and  almost  2.5  in  multimi 
An  increasing  percentage  of  itsi 
enues  is  derived  from  new  sen;  s 
such  aS'  t 
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Miguel  Horta  e  Costa 
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Telecoi 
day  is|& 
very  strong  position,"  says  W 
Horta  e  Costa,  PT's  President, 
have  been  able  to  meet  all  ou  (nt) 
gets,  and  some  we  have  surpa 
For  instance,  we  said  we  wou 
duce  debts,  and  we  surpasse 
objective.  It  would  be  hard  t( 
a  telecommunication  compa 
Europe  with  such  a  solid  ba 
sheet." 

Shareholder  value  is  the  cc 
ny's  driving  force,  he  adds.  "We 
been  very  aggressive  in  some  i 
lines  of  business,  and  the  cosl^ 
profitability  programs  are  al  I  ^ 
bearing  fruit.  PT  was  one  of  th 
European  operators  to  focus  o 
cashflow  generation  in  recent; 
The  loyalty  from  our  custome 
the  support  from  our  employe 
also  key  to  meeting  our  targe 

PT  has  strategic  alliance  b^j 
partnerships  with  major  com|  pg,^ 
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Training  will  be  an  essential  ingredient  in 
a  more  flexible  labor  market 


more  than  11  million 
in  the  mobile  sector. 


ipe.  "We  believe  that  is  the 
?  should  continue,  choosing 
rs  in  different  areas  for  dif- 
businesses, "  says  Mr.  Horta  e 
"We  are  true  believers  in 
rships." 

company's  main  focus  inter- 
Jlly  is  on  Brazil,  v^here  last 
formed  a  major  joint  venture 
Jain's  Telefonica  Moviles. 
Horta  e  Costa  says,  "We  de- 
some  years  ago  that,  as  a 
-oriented  company,  we  should 
itionalize  ourselves  towards 
:s  where  we  believe  we  have 
titive  advantages,  like  Brazil. 
int  venture  with  Telefonica 
s  in  the  mobile  sector  in 
^ill  be  fundamental  to  drive 


joint  venture, 
iced  last  Octo- 
mprises  1 00%  of 
iroup's  share- 
gs  in  mobile 
companies  in 
and  ranks  as 
jnerica's  largest 
'  operator.  With  almost  1 3  mil- 
itomers,  it  already  enjoys  the 
m  of  being  the  undisputed 
in  a  potential  market  of  more 
1  million  people, 
tugal  Telecom  and  Telefoni- 
both  very  strong  in  the  cel- 
usiness  and  we  believe  we 
ce'the  challenges  that  com- 


PT's  joint  venture 
in  Brazil  is  the 

undisputed  leader 
in  a  potential 

market  of  over  94 
million  people. 


The  government  is  determined  to 
alter  the  balance  between  employ 
ers  and  workers  to  create  a  more 
flexible  employment  market. 

Under  a  new  labor  code,  it  will 
be  easier  for  employers  to  hire 
and  fire  workers,  and 
to  combat  absen- 
teeism. AAaximum  wc' 
ing  hours  will  be  in- 
creased, and  compa- 
nies will  be  able  to  re 
locate  jobs  without 
consulting  employees. 

Mano  Costa,  Chief 
Executive  Officer  of  Se- 
lect Recursos  Humanos, 
backs  the  government's 
approach.  'These  are  changes  no 
government  ever  wanted  to  make, 
but  now  they  have  to,"  he  says. 

There  ought  to  be  more  flexi- 
DUity  rather  than  fixed-term  con- 
tracts. There  must  be  an  alterna- 
tive, and  that  must  be  temporary 
work,  like  in  the  United  States." 

Select  Recursos  Humanos  is 
part  of  the  international  Select 
Group,  a  world  leader  in  the  pro- 
vision of  staffing  services  within 
professional  and  higher-skilled 
sectors,  such  as  information  tech- 
nology, accounting,  education  and 
engineering. 

Mr.  Costa  believes  the  structur- 
al changes  that  have  to  be  made 
in  Portugal  will  drive  up  unem- 
ployment because  the  previous 
socialist  administration  created  so 


petition  in  Brazil  v/ill  bring, "  says  Mr. 
Horta  e  Costa. 

The  company  takes  a  long-term 
view  of  Brazil,  he  adds.  "We  believe 
in  the  potential  of  the  country.  Brazil 
is  very  large-170  million  people- 
with  a  strong  appetite 
for  telecommunications, 
but  very  low  penetration. 
It  is  a  very  promising 
growth  market  for  us." 
Mr.  Horta  e  Costa  be- 
lieves that,  as  a  safe  and 
stable  democracy,  com- 
mitted to  the  EU,  Portu- 
gal has  much  to  recommend  it  as  a 
destination  for  foreign  investment. 
"We  are  a  country  that  has  all  the 
conditions  to  grow  more  than  the  av- 
erage of  the  European  Union.  We 
have  a  number  of  competitive  ad- 
vantages for  attracting  both  invest- 
ment and  tourism,  compared  to 
other  countries  in  Europe, "  he  says. 


many  unnecessary  public-sector 
jobs. 

He  believes  the  situation  de- 
mands investment  in  training.  "A 
lot  of  factories  will  be  closing 
down.  You  cannot  grow  where 

there  is  no  work,  so  we 
have  to  train  people  to 
put  them  into  other  ar- 
eas," he  says. 

Two  years  ago,  Select 
was  bought  by  the 
Dutch  firm  Vedior,  the 
world's  third-largest 
staffing  company  (mea- 
sured by  sales). 

"Portugal  Select  was 
bigger  than  the  Vedior 
Group,  so  we  created  one  group 
with  two  brands,"  says  Mr.  Costa. 
'That  is  why  we  are  big  and  why 
we  are  number  one.  Today,  I 
would  say  we  have  more  than  20% 
market  share  in  Portugal  in  the 
human  resources  field." 

Mr.  Costa  attributes  a  large  mea- 
sure of  this  success  to  the  compa- 
ny's investment  in  its  employees. 
"c...    ,.,„  ►r,^,^^  g,|p  branch 


managers.  We  now  have  a  fully 
motivated  team.  Then  we  helped 
them  to  start  new  businesses. 
Every  year  we  try  to  launch  a  new 
enterprise. 

"Most  recently,  we  opened  a 
new  company  called  Fairplace  for 
outplacement  consultancy,  to  help 
people,  give  them  training  and 
follow  them  through  to  a  new  job 
within  a  year.  I  sent  my  staff  to 
our  company  in  the  U.K.  to  be 
trained  there. 

'Three  years  ago  we  started  a 
business  for  teleresources  for  call 
centers,  and  it  was  a  great 
success.  Then  we  formed  one  for 
IT,  and  it  is  going  well.  We  started 
a  new  department  for  merchandis- 
ing, and  that  is  doing  very  well 
too." 

Mr.  Costa  sees  plenty  of  scope 
for  Select  in  other  parts  of  the 
Portuguese-speaking  world. 
"There  is  a  market  for  us  in  Africa 
and  Brazil.  We  have  done  well  in 
Portugal,  so  we  can  do  well  in 
other  Portuguese-speaking  coun- 
tries," he  says. 
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PORTUGAL:  AT  A  TURNING  POINT 


TOURISM 


DEVELOPMENT  OF  HOTELS,  GOLF  AND  AMUSEMENT  PARKS  ARE  INCLUDED  IN  PLANS  FOR  THE  ALGARVE 


Investment  opportunities  in 
Portugal's  vacation  playgroun 


ft 


hundred  sandy  beach- 
es and  hidden  coves 
have  made  the  Algarve 
Portugal's  vacation 
playground.  Positioned 
at  the  southwestern  tip 
of  Europe,  the  region's  sunny  cli- 
mate and  natural  beauty  attracts 
more  than  5  million  visitors  a  year. 
Careful  planning  is  an  integral 
part  of  tourism  development  in  the 
Algarve  over  the  next  ten  years.  The 
authorities  are  fully  aware  that  the 
region's  unspoilt  environment  is  one 
of  its  greatest  attractions,  and  of  the 
need  to  keep  a  balance  between 
preserving  it  and  making  the  most 
of  the  opportunities  to  develop 
tourism. 

"It  is  a  question  of  identity.  We 
must  be  careful  to  protect  our 
culture  and  heritage,  otherwise  go- 
ing to  the  Algarve  will  be  the  same 
as  going  to  any  other  place  near  the 


sea,"  says  Paulo 
Neves,  President  of 
the  Algarve  Tourist 
Board. 

An  ideal  location 
for  outdoor  sports 
enthusiasts,  the  Al- 
garve offers  oppor- 
tunities to  enjoy  ten- 
nis, horseback  riding,  deep-sea  fish 
ing,  sailing,  v^ndsurfing  and  snorkel 
ing.  It  is  also  Europe's  premier  golf  des 
tination,  boasting  25  first-class  cours 


Sagres:  candidate  for  UNESCO  World  Heritage  Site  status 


es,  with  more  under  construction. 
"Golf  accounts  for  12%  of  fiscal  re- 
ceipts of  tourism,"  says  Mr.  Neves. 
In  addition  to  opportunities  for 


new  hotels  and  golf  courses,  thf 
thorities  are  particularly  eagi 
attract  investment  in  entertaim 
facilities,  such  as  amusement  pi 


Preparing  for  passenger  and  cargo  traffic  to  take  off 


For  a  country  such  as  Portugal, 
where  tourism  and  exports  drive 
economic  development,  air  travel, 
and  transportation  are  of  vital  im- 
portance. Modern  airports  provid- 
ing high-quality  service,  with  the 
capacity  to  accommodate  increas- 
ing passenger  and  cargo  traffic,  are 
an  essential  part  of  the  country's 
infrastructure. 

ANA-Aeroportos  de  Portugal, 
which  is  responsible  for  the  devel- 
opment and  operation  of  the  main 
airports,  is  involved  in  a  significant 
investment  program  of  expansion 
and  modernization. 

The  most  ambitious  project  is  a 
new  international  airport  for  Lis- 
bon at  Ota,  30  miles  from  the  capi- 
tal. Still  in  the  planning  stage,  the 
airport  is  ^>xp^ct.ed  to  cost  around 


Airports  will  play  a  vital  role  in  the  development  of  Portugal's  economy. 
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flight  movements  as  its  predecessor. 

In  the  meantime,  work  is  under 
way  to  extend  capacity  at  Portela. 
The  airport  handles  around  10  mil- 
lion passengers  a  year 
which  ranks  it  31st  in 
Europe,  while  in  terms 
of  cargo,  it  is  27th. 
Flights  at  Portela  are 
29%  intercontinental 
and  71%  European. 

"It  is  a  small  airport 
in  European  terms," 
says  V/alier  Marques, 
ANA'S  President.  "The 
airport  has  to  be  maintained  at  a 
good  standard,  and  we  have  to  reach 
16  million  passengers  by  2014." 


So  far,  investment  in  Lisbon,  and 
at  Porto  and  Faro,  the  two  other 
main  airports  on  the  Portuguese 
mainland,  totals  $120  million.  "In 
the  next  five  years,  we 
will  have  $640  million  of 
investment,  and  this  does 
not  include  the  expansion 
of  Portela, "  Dr.  Marques 
adds. 

The  biggest  current  de- 
velopment is  at  Porto, 
which  is  undergoing  a 
three-phase,  $270  million 
modernization  that  will 
lift  its  passenger  capacity  to  12 
million  by  2004. 

"Porto  is  another  airport  where 


almost  everything  will  be  new, 
says  Dr.  Marques.  The  termii 
being  extended  so  that  arri 
and  departures  are  on  differe 
floors,  and  a  mall  featuring  nr 
retail  outlets  will  be  added. 

"Porto  is  used  not  only  by  th 
Portuguese,  but  by  the  entire  f-j 
west  of  the  Iberian  Peninsula," 
adds.  "It  has  an  economic  infli 
that  attracts  passengers  from  I 
Coruna,  Vigo  and  Santiago,  so 
are  planning  an  airport  of  qual 
that  has  a  capacity  for  much  rr 
than  the  local  demand." 

Improvements  at  Faro-inc 
ing  an  extended  terminal,  im 
proved  navigational  facilities 
redeveloped  approach  roa^s? 
raised  capacity  to  8  million  p 
sengers.  Improvements  are  if 
being  made  at  airports  for  wl 
ANA  is  responsible  in  the  A* 
and  the  Madeira  Islands.       * 

A  joint  stock  company  aw£ 
privatization,  ANA  was  estaW 
in  1999  after  operating  for  m 
than  20  years  as  an  autonomi 
and  profitable  public  corpora 
Today,  its  annual  turnover  is 
than  $215  million,  with  a  net 
it  of  around  $18  million. 
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PORTUGAL:  AT  A  TURNING  POINT 


(  Algarve  offers  a  wealth  of 
orts,  marinas  and  aquariums, 
n  exciting  nightlife,  but  has 
fied  a  need  for  large-scale 
nes  offering  fun  for  families  as 
Dortant  factor  to  compete. 
[lis  is  an  area  in  which  we 
icking  at  the  moment,"  says 


lion  visitors  includes  families.  We 
have  to  provide  entertainment  both 
for  parents  and  children." 

While  the  Algarve's  95-mile  coast- 
line is  washed  by  the  Atlantic  Ocean, 
there  is  a  relaxed  Mediterranean 
atmosphere  that  creates  an  indi- 
vidual character  and  makes  the  re- 


ticated,  professional  and  fully  equipped  for  your  conference  needs. 


eves.  "We  have  5.5  million 
ts  a  year,  but  just  300,000  of 
iplay  golf, 
ligh  proportion  of  those  5.5  mil- 


gion  different  even  from  the  rest  of 
Portugal. 

The  lifestyle  is  relaxed,  the  peo- 
ple friendly  and  the  seafood  superb. 


There  are  plenty  of  places  of  inter- 
est to  visit,  from  the  district  capital, 
Faro,  with  its  medieval  wall  and  beau- 
tiful churches,  to  Sagres,  where  the 
famous  explorer  Henry  the  Navigator 
set  up  a  school  of  navigation. 

Business  travelers  are  another  class 
of  visitor  the  Algarve  seeks  to  draw. 
In  addition  to  its  nat- 
ural attractions  and 
golf,  the  region  has 
two  new  congress 
centers,  making  it 
the  perfect  venue 
for  conferences. 

A  major  boost  will 
be  given  to  Portu- 
gal's image  as  a 
tourist  destination 
when  the  country 
hosts  Euro  2004,  the 
European  Football 
Championship. 

Ten  stadiums  are 
being  built  or  re- 
modeled for  the 
event,  including  one 
in  the  Algarve.  The 
Faro/Loule  Inter- 
Municipal  stadium  will  cost  an  esti- 
mated $45  million  and  is  regarded  as 
an  important  investment  in  the  area's 
tourist  industry. 


The  Algarve  is  served  by  Faro  air- 
port, but  there  are  no  direct  flights  from 
the  United  States.  Most  American  vis- 
itors arrive  in  Portugal  at  Lisbon. 

Easier  access  to  the  area  is  being 
provided,  however,  with  new  high- 
way links  to  Lisbon,  Spain,  and  the 
rest  of  Europe.  The  new  Lisbon- 
Algarve  highway  has  been  open  since 
last  July  and  gives  tourists  the  chance 
to  divide  their  vacation  between 
Portugal's  historic  capital  and  the 
beaches  and  other  attractions  of  the 
south. 

"People  can  come  to  the  Algarve 
from  Lisbon,  they  can  visit  the  golf 
courses  to  the  east  and  west  of  the 
area,  and  they  can  go  back  to  Lis- 
bon whenever  they  want,"  says  Mr. 
Neves. 

At  the  same  time,  improved  trans- 
portation makes  spending  time 
in  both  Portugal  and  neighboring 
Spain  an  attractive  possibility. 

"When  you  visit  Spain  or  Portu- 
gal, you  have  the  opportunity  to 
visit  the  other  country.  We  are  talk- 
ing about  just  a  two-hour  drive  be- 
tween Faro  and  Seville.  This  creates 
opportunities  for  investment  be- 
cause we  are  near  enough  to 
complement  some  areas  of  tourism 
in  Spain."  ""^^ '% 
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loldes  has  carved  out  a  world-beating 
utation  in  two  major  areas:  plastics  and 
(Is.  A  supplier  of  parts  and  tools  to  leading  car 
nufacturers  and  first  tier  suppliers  such  as  GM, 
d,  Daimler-Chrysler.  VW,  Renault,  PSA,  Toyota,  BMW, 
irecia.  Lear  Magna,  Visteon,  Delphi,  Collins  &  Aikman,  etc. 
loldes  represents  a  solid  opportunity  for  any  investor  seeking  to 
ipe  the  future  of  Portuguese  business. 


Talents 

can  be  hard  to  find. 
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vwvw.gnjposimoldes.com.pt 

Tooling  Division:  Simoldes  Ai;os  Lda.,  Zona  Industrial.  Apartado  26 

3721  -909  Oliveira  de  Azemeis,  Portugal 

Tel:  +351-256661600  Fax:  +351-256681460 

geral@sinnoldesacos.pt 

Plastic  Division:  Simoldes  Plasticos  Lda.,  Zona  Industrial,  Apartado  113 

3721-909  Oliveira  de  Azemeis.  Portugal 

Tel:  +351-256661000  Fax:  +351-256661010 
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Difficult  to  discover. 


Companies  know  that  it  takes  people 
with  a  difference  to  reach  outstanding 
levels  of  productivity  and  quality. 

In  Portugal  the  Select  Vedior  Group 

will  help  you  to  find  the  talent  your 
company  needs. 
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PORTUGAL:  AT  A  TURNING  POINT 


MEMBERSHIP  IN  THE  EUROPEAN  COMMUNITY  HAS  HELPED  PORTUGAL  MODERNIZE,  SAYS  SENIOR  STATESMAN 

A  firm  foundation  in  the  EU 


ii  ore  than  a  quarter  of 

a  century  after  he 

"  started  proceedings 

for  Portugal's  acces- 

VV     ^!.  sion  to  what  is  now 

the  European  Union, 

Mario  Soares  has  the  satisfaction  of 

knowing  that  it  has  proved  entirely 

to  Portugal's  benefit. 

"Not  a  single  Portuguese  person 
has  any  doubts  about  that, "  says  the 
former  Portuguese  President  and 
Prime  Minister.  "Portugal  is  a  coun- 
try that  has  greatly  improved  its 
standard  of  living.  We  achieved  eco- 
nomic development  through  the  Eu- 
ropean Economic  Community,  and 
the  results  of  its  monetary  aid  are 
very  visible. 

"Portugal  benefited  by  modern- 
izing in  record  time-f  rom  highways 
to  airports,  from  universities  to  sci- 
entific investigation.  More  impor- 
tant, however,  was  the  revolution 
that  took  place  inside  people's 
heads.  Today,  Portugal  has  people  of 
the  highest  quality  at  every  level 


of  science  and  the 
arts.  We  have  great 
painters,  architects, 
engineers,  scholars, 
scientists  and  musicians.  The  Euro- 
pean Economic  Community  made 
this  possible." 

At  a  time  of  a  worldwide  economic 
downturn,  Dr  Soares  says  that  Por- 
tugal's situation  is  no  worse  than 
that  of  other  countries. 

"It  is  a  peaceful  country  v^th  hard- 
working people  where  foreigners  en- 
joy security  in  their  investment," 
he  adds.  "I  believe  in  Portugal,  and 


The  Mario  Soares  Foundation  promotes  the  study  of 
international  relations  and  contemporary  history. 


I  believe  it  will  overcome  all  its  dif- 
ficulties." 

One  of  the  fathers  of  the 
Portuguese  revolution  in  1974, 
when  the  fascist  regime  of  Marcelo 
Caetano  was  overthrown  and  the 
African  colonies  were  given  their  in- 
dependence, Dr.  Soares,  who  retired 
from  the  Presidency  in  1986,  has  been 
a  dominant  force  in  Portuguese  poli- 
tics for  almost  three  decades. 


He  has  been  a  member  of  thi 
ropean  Parliament  since  1999  al 
President  of  the  Mario  Soares  f| 
dation,  a  nonprofit  organization| 
icated  to  promoting  and  sponsJ 
cultural,  scientific  and  educat 
activities  in  the  fields  of  human  ri 
political  science  and  internat 
relations. 

The  foundation,  set  up  in  i 
backs  research  projects  and  pul 
ing  activities,  and  promotes  initio 
and  debates  through  conferei 
courses  and  seminars  in  poll 
science  and  contemporary  histc 

"In  the  first  place,  it  is  a  I 
pean  project,  but  its  great  obje 
is  the  study  of  international  i 
tions,  mainly  in  areas  related  tc 
tuguese-speaking  countries  ar 
Europe,"  says  Dr.  Soares. 

"We  run  many  courses  on  Eii 
and  the  European  community; 
we  are  in  contact  with  many  . 
pean  cultural  centers.  We 
worked  a  lot  with  human  right 
democratic  institutions." 
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The  Contrarian  By  David  Dreman 

Tunnel  Vision 


HAZARD  FOR  INVESTORS:  ANALYSTS  WITH  BLINDERS. 
They  make  their  recommendations  while  fixing 
their  gaze  exclusively  on  the  companies  or  indus- 
tries they  are  assigned  to  write  about.  They  ignore 
whether  the  sector  they  cover  is  just  plain  overval- 
ued versus  the  market. 

Analysts  will  also  make  the  reverse  mistake.  They  blindly 
follow  the  popular  line  that  an  out-of-favor  sector — like 
tobacco  or  electric  power — is  doomed.  Far  from  being  a  haz- 
ard, this  kind  of  systematic  error  is  an  opportunity  for  value 
investors.  You  can  buy  unpopular  sectors  very  cheaply. 

Yahoo  is  a  distressing 
example  of  the  former 
error — hell-bent  optimism. 
Many  tech  analysts  are  living 
in  the  past,  refusing  to  see  that 
their  starry-eyed,  late- 1990s 
outlook  is  now  absurd.  Yahoo 
was  ridiculously  priced  in 
early  2000,  when  it  hit  $200, 
and  it  is  still  too  expensive  at 
$19.  Today  this  Internet  com- 
pany, which  has  finally  man- 
aged to  eke  out  a  small  profit, 
trades  for  277  times  trailing 
earnings.  Okay,  give  it  the 
benefit  of  the  doubt  and 
exclude  the  charge  for  good- 
will impairment.  It's  still  at 
107  times  earnings. 

The  stock  appears  to  be  good  value  to  Safa  Rashtchy  and 
Jason  Avilio  of  U.S.  Bancorp  Piper  Jaffray.  In  a  recent  report  they 
classify  it  as  an  "outperform,"  the  second-highest  of  four  ratings. 
Why?  Fourth-quarter  revenues  of  $286  million  were  1.5%  ahead 
of  their  expected  number,  the  operating  margin  widened  and 
management  announced  that  it  expected  2003  profit  before 
interest,  taxes,  depreciation  and  nonrecurring  items  to  climb 
43%  to  60%  above  2002's  EBITDA.  Good,  perhaps  spectacular 
growth.  But  does  this  make  a  stock  worth  107  times  trailing  earn- 
ings and  65  times  2003  operating  earnings?  Future  earnings,  after 
all,  are  estimated  to  increase  at  only  a  20%  to  25%  annual  rate. 

Neither  New  York  Attorney  Gencriil  Eliot  Spitzer  nor  the  SEC 
enforcer,  William  Donaldson,  will  ride  lo  your  rescue  if  you  put 
your  faith  in  analysts  who  believe  Yahoo  is  a  bargain. 

Now  for  the  reverse  phenomenon,  the  analyst  who  is  too 
downbeat.  AHiia  Group  (38,  MO),  the  former  Philip  Morris,  is  a 
stock  I  have  been  recommending  in  these  pages  since  1984. 
Two-thirds  of  its  profits  come 
from  tobacco,  the  rest  from  its 


Analysts  tend  to 

focus  on  their  own 

particular  areas, 

ignoring  the  wider 

world.  The  first 

thing  in  assessing  a 

stock  should  be  its 

value  relative  to  the 

broader  market. 


84%  stake  in  publicly  trade 
Kraft  Foods,  the  food  process 
ing  giant  (Oscar  Maye 
Philadelphia  Cream  Chees< 
Oreo).  Merrill  Lynch's  Marti 
Feldman,  a  man  I  happen  t 
think  is  Wall  Street's  bes 
tobacco  analyst,  is  uneasy  aboi 
Altria's  prospects.  While  Feld 
man  rates  Altria's  prospects 
neutral  in  Merrill's  three-tie 
ranking  system,  he  also  labels 
a  high  risk  and  has  lowered  his  2003  earnings-per-share  est 
mate  by  14  cents,  to  $4.57. 

Feldman's  chariness  doesn't  stem  from  litigation,  a  risk  h 
believes  is  receding.  (That  $28  billion  punitive  damage  awar' 
for  a  single  smoker  was  reduced  by  the  judge  to  $28  million  am 
is  being  appealed  by  Altria.)  Rather,  he  is  spooked  by  Phili 
Morris  U.S.'  recent  difficulties  maintaining  the  market  share  ( 
its  premium-priced  Marlboro  cigarettes.  Partly  because  ( 
excise-tax  increases,  cigarettes  have  gotten  insanely  expensiv 
forcing  some  of  Marlboro's  loyal  middle-class  customers  inti 
cut-rate  generic  brands.  Also,  Kraft's  growth  appears  to  be  slow 
ing.  Kraft  sales  last  year  were  $29.6  billion,  up  only  1%  froi 
what  they  would  have  been  in  200 1  if  Nabisco,  acquired  durin 
that  year,  had  been  on  the  books  for  the  full  12  months. 

Feldman  is  simply  not  giving  enough  weight  to  Altria's  lo^ 
price  (8  times  earnings)  and  high  yield  (6.8%).  As  he  nott 
himself,  the  dividend  is  secure.  The  company  has  increased  th 
payout  in  almost  every  year  since  World  War  II. 

I  think  the  analyst's  concerns  with  the  domestic  tobacc 
business  are  overblown.  This  part  of  the  company  accoimts  f< 
only  29%  of  Altria's  profit.  The  foreign  tobacco  business,  whic 
is  1 3%  more  profitable  than  PhUip  Morris'  domestic  operatioi 
will  increase  earnings  at  a  minimum  10%  clip  for  the  foresa 
able  fiature. 

Look  at  all  this  another  way:  Altria's  Kraft  and  other  mim 
holdings  are  worth  $24  per  Altria  share.  That  means  you  are  i 
effect  buying  the  tobacco  component,  which  should  ear 
almost  $3  per  Altria  share  this  year,  for  just  $13.50 — under 
times  earnings.  That's  cheap  even  in  a  world  of  loony  jury  ve 
diets.  It  is  decidedly  cheap  when  the  S&P  500,  at  a  recent  839, 
going  for  15.6  times  possibly  optimistic  2003  earnings. 

My  greater  point  about  Yahoo  and  Altria,  although  they  ai 
in  industries  poles  apart,  is  the  same.  Be  careful  when  analys 
focus  on  an  individual  company  or  industry  in  a  vacuun 
ignoring  valuations  in  the  general  market.  I 
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Yes,  But  By  James  Grant 


Stocks  Triumphant? 


THE  OLD  ADAGE  TEACHES:  "MARKETS  MAKE  OPINIONS." 
In  the  bull  market,  Jeremy  Siegel  published  Stocks  for 
the  Long  Run,  a  book  describing  the  superior  returns 
produced  by  U.S.  equities  since  the  first  administra- 
tion of  Thomas  Jefferson.  Now  comes  the  anti-Siegel. 
In  a  new  analysis,  a  trio  of  London  academics  contends  that 
stocks  do  not  necessarily  excel,  even  over  the  very  long  run. 

"Historical  analysis  can  never  reveal  the  full  range  of  cen- 
tury-long returns  that  might  have  been  experienced  by 
investors,"  write  professors  Elroy  Dimson,  Paul  Marsh  and 
Mike  Staunton  of  the  London  Business  School.  "An  individual 
coimtry  confronts  many  pos- 
sible futures  but  can  report         ««•         ■  .1 

only  one  past  SiBgel  says  stocRs 

Take  an  individual  com-  ^gygjj  j„  ^j,g  |Q„g 

pany.  American  International 
Group,  the  nonpareil  of 
insurance  and  financial  ser- 
vices, has  had  a  brilliant  past. 
And  one  can  imagine  for  it  a 
constellation  of  bright,  shin- 
ing futures.  AIG  was  an  icon  of 
the  recent  boom.  And  I  pre- 
dict that  it  will  be  an  icon  of 
the  next  boom,  too. 

But  in  between  booms     at  OnB  Of  tllG  bSSt  Of 
come  busts.  In  a  bust,  people  ,  .  ..-^ 

mark  to  market  the  mistakes  1116111:  inSlirOr  Alu. 

they  committed  in  the  flush  of 
the  preceding  enthusiasm. 

They  can't  believe  they  did  what  they  did.  And  they  can't  believe 
what  others  did  to  them.  They  swear  on  a  stack  of  Graham  and 
Dodd  first  editions  never  to  become  so  overextended  again. 

Bull  markets,  by  their  nature,  are  forward-looking.  Rising 
stock  prices  heighten  self-esteem,  propagating  the  notion  that 
the  future  is  an  open  book.  And  bear  markets,  by  their  natiire, 
are  backward-looking.  In  a  slump,  the  collective  focus  turns  to 
spilt  milk. 

In  early  February  AIG  announced  it  was  dealing  with  some 
of  its  own  spillage  by  setting  aside  additional  reserves,  mainly  to 
cover  claims  for  casualties  and  misbehaving  directors  and  offi- 
cers during  the  1997-2001  accident  years.  "It's  a  blip,"  insisted 
Chief  Executive  Maurice  R.  Greenberg  of  the  money  involved 
($1.8  billion  aftertax/.  "We  have  $58  billion-plus  of  sharehold- 
ers' equity.  It's  not  a  major  event."  Besides,  it  was  a  historical 
event.  For  2003  Greenberg  forecast  "strong  cash  flow  all 
through  AIG,"  stronger,  probably,  than  the  record  set  in  2002. 
With  that,  a  $55  stock  plunged  to  $50. 

You'd  scratch  your  head  if  you  didn't  understand  what  the 
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run.  Maybe.  But  in 

the  short  run  they 

go  from  overvalued 

to  fearsomeiy 

undervalued.  Look 


economics  profession  is  pleas 
to  call  the  "behavioral"  aspec 
of  the  situation.  Greenberg  & 
one  thing,  the  market  heai 
another.  What  the  marl 
seems  to  have  heard  was  thi 
"AIG  missed!  It  never  used 
miss.  It  used  to  be  a  $100  sto 
Now  it's  a  $50  stock.  Any  d; 
now,  it  could  be  a  $35  stock." 
In  the  past  five  years,  AIi 
per-share  earnings  were:  $1 
$2.34,  $2.52,  $2.02  and  $2.10  ($3.38  before  charges).  The  con 
pany  says  it  expects  to  earn  as  much  as  $3.92  in  2003.  Durii 
the  same  half-decade,  the  stock  traded  as  low  as  $35  and  as  hi] 
as  $104. 

While  AIG  produced  an  admirable  string  of  results,  corpi 
rate  performance  wasn't  the  only  driver  of  the  share  price, 
more  important  determinant  in  the  short  run  is  Mr.  Market,  tt 
incurable  manic-depressive. 

The  authoritative  Schijfs  Insurance  Observer,  while  admii 
ing  of  AIG,  has  long  been  skeptical  of  the  share  price.  "Althoug 
AIG  has  tended  to  emphasize  the  steadiness  of  its  earnings,"  tl 
newsletter  stated  recendy,  "investors  may  now  wonder  whethi 
AIG  is  a  'growth  company'  or  merely  a  company  that  has  grow 
but  is  exposed  to  the  vagaries  of  the  insurance  and  businei 
cycles."  The  chief  observer  at  Schiffs,  David  Schiff,  now  judg( 
the  stock  to  be  approximately  fairly  valued. 

The  question  is  whether  fair  value  is  cheap  enough.  It  isn't 
I  think,  because  extreme  overvaluation  tends  to  lead  to  extremi 
undervaluation,  not  to  sweet  reasonableness.  Having  been  a 
rich  for  so  long,  AIG  ought  now  to  become  unambiguous!) 
cheap.  Not  rich  is  a  start  but  only  a  start. 

Imagine  that  the  market,  like  a  pendulum,  swings  betweei 
the  extremes  of  investment  sentiment — call  them  3  o'clock  an( 
9  o'clock.  "At  3  o'clock,  fear  takes  over  and  it's  full  panic,"  tb 
investor  Robert  G.  Kirby  has  written.  "At  9  o'clock,  greed  take 
over  and  it's  full  manic.  At  6  o'clock  there's  a  point  where  logi 
and  balance  exist  and  where  valuations  make  a  lot  of  sense  ti 
most  rational  people.  Unfortunately,  the  pendulum  doesn' 
spend  much  time  at  6  o'clock."  i 

In  fact,  Kirby  rightiy  points  out,  "the  market  is  screwy  mos 
of  the  time." 

AIG's  advertising  slogan,  "The  greatest  risk  is  not  takin 
one,"  will  be  a  guide  to  living  when  prices  become  screwy 
cheap.  But,  strange  to  relate,  three  years  after  the  bull  died,  the 
aren't  even  close.  I 


'pVj|«f>|:i^    I   James  Grant  is  the  editor  of  Grant's  Interest  Rate  Observt 
^BBK^^.cuin    I   Visit  his  home  page  at  www.forbes.com/grant. 
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You  can't  always  control 

how  they  use  office  supplies,  KHHp^^ ''        ' 

but  you  can  control  overall  costs, 


Better  watch  your  backside,  if  your  company  spends  a  million  dollars  on 

office  supplies  annually,  your  employees  are  contacting  your  supplier  about 

38  times  a  day.  That's  a  big  chunk  of  time.  And  Boise  knows  how  to  cut  it. 

Our  streamlined  system  recognizes  end-users  instantly  and  remembers 

their  preferences.  So  ordering  is  faster  and  easier.  Over  96%  of 

requests  are  completed  in  one  contact.  And  our  unique  Customer  Insight 

Reports^"  help  you  track  all  orders,  so  you  can  control  overall  costs. 

For  proof,  just  call  1-888-B0ISE-88.    Boise.  It  Couldn't  be  Easier.® 
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Absolute  Return  By  Lisa  W.  Hess 

Buy  the  Pacific  Rim 


HISTORICALLY  THE  BEST  BELLWETHER  FOR  ASIAN 
Stocks  is  the  prices  of  commodities,  particularly 
those  used  in  manufacturing.  Those  new  factories 
on  the  Pacific  Rim  consume  a  vast  amount  of  cot- 
ton, rubber,  nickel  and  zinc.  If  the  world  economy 
strengthens,  raw  materials  will  thrive — and  labor-intensive 
Asian  goods  with  them.  Another  factor  helping  commodities  is 
the  Federal  Reserve's  new  militancy  about  squelching  defla 
tion.  Fed  Governor  Ben  S.  Bernanke  announced  in  November 
that  the  central  bank  of  the  world's  largest  economy  would  do 
everything  in  its  considerable  power  to  avoid  Japan's  mistakes, 
which  have  led  to  a  crippling 

deflation  there.  — i,  ,         ft. 

The  Bernanke  speech  had  '  "^'"^  ^  3  linK 

an  electrifying  effect  on  com-      befween  COmmOdity 

modities  overall.  Up  until 
then  commodity  price  growth 
had  primarily  been  restricted 
to  oil  and  gold,  the  result  of 
war  fears.  Since  November  the 
Journal  0/ Commerce-Indus- 
trial Price  index  is  up  11%. 
This  measure,  unlike  such 
others  as  the  oil-heavy  Com- 
modity Research  Bureau's,  is 
tilted  more  to  industrial  com- 
modities. It  shows  clear  evi- 
dence of  climbing  demand. 

But  the  interesting  thing 
about  the  commodity/ Asian- 
stock  link  is  that  a  lag  time  often  is  built  in.  So  the  Morgan 
Stanley  Capital  International  Pacific  index  (excluding  Japan)  is 
down  2%  since  November.  Hong  Kong's  Hang  Seng  index  is 
off  6%.  That  means  a  buying  opportunity  exists  in  Asian  equi- 
ties, which  should  start  catching  up  to  commodities  as  the  year 
progresses. 

Asian  stocks,  in  any  event,  are  cheap.  The  Hang  Seng  trades 
for  15  times  trailing  earnings;  the  S&P  500, 29  times. 

Another  attractive  feature  about  Asia  is  that  its  economies 
are  increasingly  becoming  a  trading  bloc  among  themselves, 
and  don't  always  track  the  economies  of  the  U.S.  or  Europe.  In 
2002  China  supplanted  the  U.S.  as  the  world's  top  exporter  to 
Japan.  Chinese  machinery,  textiles  and  computer  parts  are  the 
major  goods  going  to  Japan.  (While  Japan's  exports  to  the  U.S. 
dwarf  ours  to  them,  we  still  shipped  $57  billion  of  goods  to 
Japan  last  year.) 

How  can  you  play  these  macro  themes  in  Asia?  My  advice: 
Buy  a  couple  of  closed-end  funds.  Top  them  off  with  a  few 
shares  of  China's  largest  meat  producer.  (Note:  My  employer 


prices  and  Asian 

stocks.  Raw 

materials  are  on 

the  way  up 

and  Asian 

equities  are  likely 

to  follow  suit. 
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sometimes  has  positions 
these  securities,  but  the  stoi 
ideas  are  my  own.) 

The  China  Fund  (15,  CHN)  is 
closed-end  trading  at  a  10' 
discount  to  net  asset  valui 
Thus  far  in  2003  it  is  up  11 
following  two  full  years  of  doi 
ble-digit  increases.  Holdi 
include  Guangdong  Kelon  Eli 
trical  and  Cheng  Shin  Rubb 
The  China  Fund's  focus  is 
the  domestic  Chinese  economy,  rather  than  on  the  export© 
Interestingly,  the  fund  has  direct  private  investments  (7% 
assets)  and  the  balance  in  publicly  traded  equities.  The  Chin 
Fund's  annual  expense  ratio  seems  a  bit  steep  at  2.3%  of  asset 
but  is  on  a  par  with  those  of  other  non-Japan  Asia  funds. 

The  other  closed-end,  the  Morgan  Stanley  Asia  Pacific  Fund  (I 
APF),  focuses  on  a  different,  less  popular,  part  of  Asia.  Half  of  itji 
assets  are  in  long-suffering  Japan,  and  that  has  taken  a  toll  ot 
performance.  The  last  year  this  fund  saw  positive  numbers  wai 
in  1999.  The  fund  sells  at  a  16%  discount  to  NAV.  (Its  ne* 
largest  investing  locales  are  South  Korea,  with  1 2%  of  assets 
and  Hong  Kong,  with  10%.)  This  fund  takes  just  1.4%  in  fees. 
The  gamble  here  is  that,  at  long  last,  Japan  will  move  ou 
from  under  the  shadow  of  deflation  and  stagnation.  I  think  thi  1 
will  happen,  and  soon.  One  can  hope  that  the  Bank  of  Japan'  1 
next  governor  (the  current  governor's  term  expires  in  midi 
March)  will  reflate  the  economy  by,  for  instance,  buying  massiv 
amounts  of  yen-denominated  bonds. 

The  third,  and  more  speculative,  way  to  invest  is  in  thi 
largest  pork  and  chicken  producer  in  China,  Peoples  Food  HoW 
ings  (89  cents,  PFHSP),  a  $1  billion  market-cap  company  tha 
trades  on  the  Hong  Kong  exchange.  Peoples  Food  has  been  i 
true  growth  company,  with  earnings  quadrupling  since  1997,  U 
the  equivalent  of  $75  million.  It  is  closely  held:  Two  sharehold 
ers  have  62%  of  it. 

As  China  prospers,  its  citizens  will  increase  the  amount  0 
protein  in  their  diet.  One  of  only  two  Chinese  food  companie 
with  a  national  brand.  Peoples  still  has  only  a  2%  market  shan 
in  pork,  leaving  significant  room  to  expand. 

Last  year  my  recommendations  in  Indonesian  and  U.S 
biotech  stocks  would  have  lost  you  an  average  1 2%.  You  wouI< 
have  lost  a  little  less  by  investing  the  same  amounts  in  the  S8d 
500,  8%.  Hold  on  to  them,  particularly  tobacco  company  HI 
Sampoerna  (33  CENTS.  HMSP)  and  exchange-traded  fund  Biotecl 
Holders  Trust  (87,  bbh).  I 
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TEACH    US    ABOUT 

MANAGING     WEALTH? 


Behind  the  art  is  a  great  deal  of  science 


What  you  don't  see  is  often  the  most  revealing. 
This  is  especially  true  when  you're  faced  with 
the  challenges  of  success.  Overseeing  significant 
assets  requires  both  a  broad  vision  and  detailed 
insight.  Qualities  that  rarely  coexist.  Unless 
you're  working  with  Wachovia  Wealth 
Management.  We  believe  in,  and  practice,  true 
financial  integration.  From  navigating  the 
intricacies  of  ever-changing  tax  codes  to 
managing  the  personal  implications  of  an  estate 
plan.  A  team  of  investment,  trust  and  credit 
specialists,     among     others,     work     closely 


with  you  to  provide  the  most  complete 
perspective  of  your  financial  life.  A  view 
continuously  monitored  and  adjusted  to 
reflect  your  goals,  as  well  as  any  shifts  in  the 
economic  landscape. 

■   ■   ■ 

For  nearly  200  years,  successful  individuals  and 
their  families  have  turned  to  Wachovia  Wealth 
Management  to  help  grow,  preserve  and 
transfer  wealth.  Talk  to  us.  Together,  we  can 
achieve  uncommon  results.  To  arrange  an 
appointment,  call  888-283-9633. 


W^^CHOVIA 

Wealth  Management 

Uncommon  Wisdom 
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Introducing;  the  first  Brand  Increase  Guaranty 
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The  Web  is  the  most  trackable  medium  ever.  Savvy  advertisers 
clearly  identify  their  online   campaign   ROI.   Yet   no   medium 
guaranteed  the   results   of  marketers'   brand  advertising  campaigi 
Until  Now! 
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Forbes.com  guarantees  that  your  campaign  will  increase  one  of  four  bra 
advertising  effectiveness  metrics  as  measured  by  independent  research  fi 
Dynamic  Logic.  Or  your  money  back. 

For  full  details,  contact  Bill  Flatley,  V.P.,  Chief  Advertising  OffiC 
at  212-366-8951    (bflatley@forbes.net)   or  your  local  Forbes. co| 
representative  today. 
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FORBES  LIFE 


THE  CHICKEN  IN  RED  GLOVES  FEINTS, 
ducking  a  vicious  right  from  his  blue- 
gloved  opponent.  He  feints  again — too 
late.  He's  pecked,  and  squawks  in  alarm. 
Then,  in  a  maneuver  that  shows  he's  got 
the  stuff  of  a  true  prizefighter.  Red  presses 
in  close  and  tucks  his  head  up  and  under  his  opponent's 
breastplate,  thereby  gaining  safety  and  buying  time.  He's 
smarter.  But  Blue  is  stronger.  It's  still  any  chicken's  game. 
The  crowd — mostly  farmers — goes  wild.  This  is  no 
ordinary  cockfight.  Missing  are  such  traditional  hall- 
marks as  disjoined  necks,  gouged  eyeballs,  punc- 
tured lungs  and  lush  sprays  of  blood.  Here  the 
strapping-on  of  metal  spikes  or  razors  to  the 
chicken's  feet  and  head  is  prohibited.  The 
cocks,  for  further  protection,  wear  gloves 
covering  their  bony  spurs. 

Welcome  to  Thailand's  Native  Chick- 
en Academic  &  Demonstration  Center, 
an  hour's  drive  south  of  Bangkok. 
Bankrolled  by  billionaire  Dhanin 
Chearavanont,  the  center,  with  its 
computerized  scoreboards,  air-con- 
ditioned box  seating  and  seminar 


Fow 


Chickens  in  gloves?  Cockfights  as  humane  as  boxin|lal 


BY  JOSEPHINE 


10  bi 


-The  sports  patron  at  his 
research  &  development  center. 


SPORI_ 

shrimp,  fish  and  ducklings  annually.  It  was  the 
first  Asian  company  to  use  vertically  integrated, 
Tyson-style  farm-to-market  production  tech- 
niques, both  for  hogs  and  poultry.  Not  quite  half 
its  revenue  comes  from  farms  and  mills  in  China. 

An  organic  upbringing  is  not  accorded  to  the 
run-of-the-mill  broilers  produced  by  CP  in  its 
factorylike  chicken  coops.  But  Dhanin  aims 
eventually  to  offer  Thailand's  free-range,  chemi- 
cal-free fighting  fowl  as  a  specialty  item. 

For  the  present,  his  goal  is  to  give  farmers  an 
incentive  to  protect  the  fighting  cock's  health  and 
unique  genetics.  Some  farmers  have  crossbred 
their  native  birds  with  others  from  the  Philip- 
pines, Cambodia  and  Vietnam.  Result:  Pure-bred 
Thai  fighters  are  becoming  something  of  a  rarity. 
There  is  danger,  too,  of  males  dying  (along  with 
their  genes)  in  cockfighting's  traditional  death 
matches.  The  genes  are  precious,  since  just  10% 
of  males  exhibit  the  aggressive  behavior  needed 
for  combat.  When  these  birds  die,  their  harems 
(typically  up  to  12  hens  each)  go  to  lesser  males. 

In  1998  Dhanin  began  drawing  up  new  rules 
for  cockfights,  borrowing  heavily  from  the  sport 
of  boxing.  "If  it  is  humane  enough  for  humans,  it 
should  be  humane  enough  for  the  chickens,"  he 
says.  Veterinarians  check  for  the  use  of  hormones 
and  steroids,  and  the  contest  is  limited  to  only 
five  rounds  or  a  maximum  of  one  hour  (unlike 
the  traditional  12-hour  death  bout).  A  cock  is 
judged  to  have  lost  if  he  runs  away  or  emits  the 


)al  of  Thai  billionaire  Dhanin  Chearavanont.  Losers  go  great  with  gravy. 


ns,  is  but  one  part  of  a  plan  by  Dhanin,  63,  to  preserve-and 
ince  cockfighting — not  just  for  sport,  but  as  a  springboard 
romote  Thai  exports  of  chicken  meat.  You  could  call  it  the 
»tic  approach  to  poultry. 

\t  present.  Thai  fighting  chickens  stay  home.  Their  tasty 
t  and  high  resistance  to  disease  make  them  ideal  domestic 
.  Compared  with  their  U.S.  counterparts.  Thai  roosters  are 
int  and  graceful:  broad  chests,  lean,  foot-tall  physiques,  rich 
nage  and  red  crowns.  Their  ancestry  dates  from  the  16th 
ury,  when  King  Naresuan  (1555-1605),  a  talented  mOitary 
legist  and  brave  warrior,  conceived  a  yen  for  cockfighting 
bred  the  birds  for  that  purpose. 

Foday  such  fights  are  a  central  feature  of  rural  festivities  and 
(veekly  open-air  markets  where  Thai  farmers  gather  to  trade 
do  business.  Unlike  fowl  farmed  industrially,  fighting  breeds 
n  free,  eating  off  the  land.  They're  low  in  cholesterol.  They 
lo  hormones,  antibiotics  or  chemicals,  says  Dhanin. 
Dhanin's  company,  Charoen  Pokphand  (the  CP  Group),  is 
argest  agribusiness  conglomerate  in  Asia.  Headquartered  in 
iland,  the  group  produces  $9  billion  worth  of  animal  feed, 
ler  chicks,  layer  chicks,  baby  pigs,  breeder  pigs,  fresh  eggs, 


telltale  squawk  of  submission.  The  match  ends  if  there  is  a  bro- 
ken beak,  continuous  bleeding,  too  much  swelling  or  the  blind- 
ing of  an  eye.  In  these  kinder,  gentler  fights,  cocks  walk  away 
alive — albeit  bearing  a  few  bald,  raw  patches  pecked  clean  of 
feathers  on  their  heads  and  torsos. 

"We  want  to  keep  the  birds  alive  and  healthy,"  says  Paiboon 
Buranaragsa,  the  head  veterinarian  of  Dhanin's  Thai  Indigenous 
Chicken  Conservation  &  Development  Association.  Dhanin, 
who  bred  chickens  as  a  boy,  takes  keen  personal  interest,  tweak- 
ing designs  for  nesting  coops  and  suggesting  diet  choices  of 
crickets,  tadpoles  and  worms.  Since  1999  he  has  given  100,000 
cocks  away  to  serve  as  a  breeding  stock.  He  may  be  the  only  bil- 
lionaire who  tends  chickens  in  his  own  yard. 

So  far  only  20  out  of  the  1 ,000  licensed  cockfighting  venues 
in  Thailand  have  agreed  to  adopt  the  new  rules.  But  Dhanin  has 
not  yet  brought  all  his  influence  to  bear.  He  has  enlisted  the  sup- 
port of  Thailand's  departments  of  agriculture  and  development, 
arguing  that  the  export  of  fighting  chickens  can  help  Thai  farm- 
ers better  their  economic  standing.  The  livestock  department 
agrees.  It  estimates  farmers  who  breed  fighters  earn  as  much  as 
$558  a  year  from  poultry,  ten  times  the  average  farmer's  take.  F 
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Harper's  Hottest 


Since  1979  Andrew  Harper  has  been  rating  tl 
world's  exotic  hideaways  (50  or  fewer  rooms),  plus  i 
larger  luxe  hotels  and  resorts.  What  does  he  foresee  f^ 
2003?  Not  much  good  news  for  Asia.  Almost  all  the  region's  best  resorts  have  slipped  in  his  ratings,  thanks, 
thinks,  to  travelers'  fears.  "It  has  everything  to  do  with  security,"  he  explains.  Which  countries  have  taken  up 
slack?  Australia  and  New  Zealand.  They  account  for  three  out  of  his  top  ten  international  resort  hideaways. 

Harper  hopes  sophisticated  travelers  won't  allow  their  wanderlust  to  be  constrained  by  war  with  Iraq — if ; 
when  that  comes.  "I  traveled  during  the  Gulf  war,"  he  recalls,  "and  it  was  fabulous — all  the  services  without  a  1^ 
of  other  tourists  to  bother  you."  Prices  were  slashed,  and  he  was  watched  over,  he  says,  "like  a  hawk." 
For  more  information,  visit  www.andrewharpertravel.com. 

— Alexandra  Kirkmt 


Top  10  International  Resort  Hotels  Phone 


1 

LAS  VENTANAS  Cabo  San  Lucas,  Mexico 

52  624144  0300 

2 

VILLA  D'ESTE  Lake  Como,  Italy 

39  031  3481 

3 

HOTEL  SAN  PIETRO  Posltano,  Italy 

39  089  875  455 

4 

SINGrTA  Kruger  Nat'l  Park,  South  Africa 

27  II  234  0990 

5 

BLANKET  BAY  Glenorchy,  New  Zealand 

64  3  442  9442 

6 

LE  SIRENUSE  Posltano.  Italy 

39  089  875  066 

7 

AMANPURI  Phuket  Island,  Thailand 

66  76  324  333 

8 

LIZARD  ISLAND  Lizard  Island,  Australia 

617  4060  3999 

9 

BUCKLAND  MANOR  Buckland,  England 

44 13  8685  2626 

10     HUKA  LODGE  Taupo,  New  Zealand 


SINGITA  Kruger  Nat'l  Park,  South  Africa 
BLANKET  BAY  Glenorchy,  New  Zealand 


3^ 
4 


LIZARD  ISLAND  Lizard  Island,  Australia 
BUCKLAND  MANOR  Buckland.  England 
HUKA  LODGE  Taupo,  New  Zealand 


VILLA  SAN  MICHELE  i 


7       AMANDARI  Ball.  Indoneat  . 

MERIDIAN  CLUB  Turks  &  Caicc?, 
BOYER "LES CRAYERES"  Remr,  France 


10    WAKAYA  CLUB  Fiji  Islands 
Source:  Andrew  Harper's  Hideaway  Report. 
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Watt's  Up 

A  Sotheby's  sale  in  March  sheds  light 
on  the  great  18th-century  inventor. 

BY  SUSAN  ADAMS 

DOES  THE  NAME  JAMES  WATT  RING  A  BELL?  NOT  THE 
interior  secretary  under  Reagan,  but  the  18th-century 
Scot  who  got  the  idea  for  the  first  steam  engine  from 
his  auntie's  teakettle.  Or  so  the  fable  goes. 

Truth  is,  Watt  did  not  invent  the  steam  engine.  Thomas 
Newcomen,  an  Englishman,  did  that  in  1712.  Watt  perfected  it. 
His  improved,  more  efficient  engine  powered  mines  and  facto- 
ries, making  coal,  tin  and  copper  available  at  lower  prices.  His 
addition  of  sun-and-planet  gearing  (1781)  allowed  engines  for 


papers,  all  proprietary  to  Watt.  The  document  to  be  copied  wi 
placed  on  top  of  a  sheet  of  chemically  moistened  paper,  thi 
rolled  through  a  press,  which  brought  the  ink  of  the  origi 
through  the  thin  sheet^o  it  could  be  read  from  the  other  side 
sounds  clumsy — and  was.  But  it  was  the  only  method  of  co: 
mercial  copying  prior  to  the  advent  of  carbon  paper  and  typi 
writers.  A  desktop  version  of  Watt's  copier  from  the  1790s  is  i 
sale  in  the  Sotheby's  auction. 

So,  too,  is  Watt's  library  of  scientific  books,  written  in  s 
languages  (all  of  which  Watt  could  read)  and  representing  tl 
apex  of  scientific  thought  at  the  time.  An  example:  179 
Zoonomia,  by  Erasmus  Darwin  (Charles'  grandfather),  whi 
observations  prefigure  the  concept  of  evolution.  Sotheby's  p' 
its  auction  price  at  $660  to  $990. 

Though  war  jitters  have  made  the  antiquarian  book  tra 
like  the  rest  of  the  art  market,  cautious,  the  demand  for  scienti: 
work  is  strong.  "Books  from  new  private  sources  have  s^ 
appeal,"  says  Nicholas  Poole- Wilson  of  Bernard  Quaritch,  boi 


Accoutrements  of  genius:  Sotheby's  auction  will  Include  Watt's  personal  library  and  a  selection  of  his  scientific  instruments. 


the  first  time  to  perform  rotary  motions — say,  to  drive  a  wheel. 

Now  a  collection  of  the  inventor's  personal  belongings, 
including  his  library  of  scientific  books,  a  cluster  of  scientific 
instruments  and  a  letter  documenting  the  teakettle  incident  are 
all  coming  up  for  sale  at  Sotheby's  London  on  March  20.  Since 
Watt's  death  in  1819  his  descendants  have  carefully  stored  these 
materials,  meaning  they  are  coming  fresh  to  market  with  an 
undisputed  provenance.  The  sale  is  happening,  according  to 
Watt's  great-great-great-great-grandson  Julian  Gibson-Watt, 
because  of  the  family's  need  to  pay  taxes. 

Son  of  a  merchant.  Watt  was  born  in  1736  in  Greenock, 
Scotland.  At  19  he  went  to  London  to  study  precision-instru- 
ment making,  then  worked  for  the  University  of  Glasgow,  where 
he  devised  his  first  major  steam  engine  improvement:  a  separate, 
exterior  condenser.  In  Newcomen's  original,  heating  and  cooling 
occurred  in  the  same  chamber-:-quite  inefficient.  In  1769  Watt 
secured  a  patent,  the  first  of  many  that  would  make  him 
wealthy.  Not  Bill  Gates  wealthy — but,  by  the  time  he  died,  he 
had  the  equivalent  of  $30  million  in  today's  dollars. 

Then  in  1779  he  invented  the  first  copying  machine.  A  hulk- 
ing thing,  it  roqui    >!  mllers  and  unique  inks,  chemicals  and 


dealers  in  London.  The  fact  that  these  volumes  were  owned 
such  a  famous  man  means  they  might  fetch  prices  roughly  doui 
ble  that  of  books  lacking  such  a  provenance,  says  Jonathan  Hill| 
a  rare-book  dealer  in  New  York. 

Provenance  and  rarity  also  explain  Sotheby's  high  estimate  • 
for  the  ten  scientific  instruments  in  the  sale,  such  as  a  21-incljJ 
brass  telescope  made  circa  1800  by  Jesse  Ramsden,  instrument 
maker  to  King  George  III.  This  piece  normally  would  sell  fo 
about  a  third  of  Sotheby's  estimate  of  $5,000  to  $8,000.  Londoi 
instrument  dealer  Arthur  Middleton  says  even  that's  too  low 
"Try  ten  times  the  normal  price.  I  expect  a  bun  fight  at  the  sale. 

The  single  greatest  relic  may  be  an  1 834  letter  (estimated  ti 
fetch  between  $9,000  and  $12,000)  by  Watt's  cousin  Jane  Camp 
bell,  which  recounts  the  famous  kettle  incident.  She  describe 
how  Watt's  aunt  said  to  her  nephew,  "Jamie  Watt,  I  never  sa\ 
such  an  idle  boy,  take  a  book  or  employ  yourself  usefidly;  for  th 
last  hour  you  have  not  spoken  one  word,  but  taken  off  the  lid  c 
that  kettle  and  put  it  on  again,  holding  now  a  cup,  and  now  a  sil 
ver  spoon  over  the  steam,  watching  how  it  rises  from  the  spou 
and  catching  and  counting  the  drops  of  hot  water  it  falls  into. 
Good  thing  Jamie  ignored  Auntie.  I 
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A  game  molded  around  honor. 

A  company  built  on  integrity. 

I     A  cup  forged  from  both.     | 


.  ..e  Charles  Schwab  Cup  is  back  in  2003,  and  it's  going  to  take  a  full 
season  of  great  performances  to  win  this  points-based  competition 
Inner  takes  home  $1  million^  a  beautiful  trophy  and  all-out  braggini 
ihts.  The  Charles  Schwab  Cup.  It's  serious  business.  J 


r-^"! 


Champions!    chariesscnwAB 


TOUR 


CUP 


charlesschwabcup.pgatour.com 

*$1  million  prize  is  a  tax-deferred  annuity.  Member  SIPC/NY3pv|y002-10749). 


Join  Steve  Forbes  and  His  Team  for  an  Investment  Seminar  at  Sea.. . 
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Alaskan  Grandeur 

June  14-26,  2003  •  Crystal  Harmony 


?teve  Forbes 


HHHI^ 


Don't  Miss  This  Forbes  Experience... 

Explore  the  splendor  of  Alaska,  America's  last  frontier,  with  an  abundance  of 
natural  wonders,  exotic  wildlife,  and  rich  history. 

Savor  the  elegance  of  traveling  in  luxury  aboard  the  six-star  Crystal  Harmony. 
Let  this  proud,  award-winning  staff  pamper  you  with  true  European  service. 

Learn  and  profit  from  the  advice  and  insights  of  top  financial  and 
geopolitical  experts,  including  former  Presidential  Candidate  Steve  Forbes. 

Discover  how  to  get  the  highest  risk  adjusted  returns  by  focusing  on  asset 
allocation  and  investment  style — in  addition  to  individual  stock  selection. 

Get  expert  insight  into  hedging  and  short  selling — use  of  alternative 
investments,  new  tax  strategies,  and  estate  planning  methods. 

Find  out  how  to  protect  your  retirement  fund  while  concentrating  on  ways 
to  increase  your  cash  income  by  30%,  50%  or  even  100%  or  more  with  selected 
preferred  stocks,  value  stocks,  and  corporate  bonds  and  convertibles. 
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San  Francisco  •  Vancouver  •  Sitka  •  Skagway  •Juneau  •  Ketchikan  •  Victoril 


Cabins  start  as  low  as  $6,760  per  couple!  To  receive  a  full-color  conference  brochi 
and  to  reserve  your  cabin  call  800/530-0770  or  visit  www.lnvestmentCruise.c< 

(outside  the  US,  please  call  941/955-0323,  9:00  am  -  5:30  pm  EST)  001 
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FOR  FREE!  www.forbes.com/iedc 


:unning  your  company  is  hard  enough. 

e  Forbes/IEDC  Business  Relocation  Guide  featuring  the  Corporate  Relocation  Calculator 
ovides  a  faster,  snnarter  way  to  make  expansion  and  relocation  decisions.  In  addition  to 
e  Calculator,  this  one-of-a-kind  resource  offers  instant  access  to  relocation  hot  spots, 
)rbes  research,  conference  resources,  a  site  selection  guide  and  links  to  Business 
elocation  Guide  resources. 

s  not  only  easy  —  it's  all  free...  from  Forbes  and  the  International  Economic  Development 
ouncil  —  the  one  source  for  economic  development  information.  Go  to  www.forbes.com/iedc 
id  give  the  Corporate  Relocation  Calculator  a  try  today.  Then  start  packing! 

ontact  Peter  Maltoy  at  212-620-2224  for  more  information. 
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CAPITALIST   TOOL' 


"he  lEDC  Business  Relocation  Guide  featuring  the  Corporate  Relocation  Calculator  is  brought 
0  you  by  lEDC,  Forbes  and  these  featured  relocation  hot  spots: 


Henry  County 


4ew  York  City 
Economic  Development 
Corporation 


VIRGINIA 

Instant  start-ups. 


San   Antonio 
Economic   Development  Foundation 

602  E.  Commerce,  RO.  Box  1628  ■  San  Antonio.  TX  78296 
12101226-1394  •  FAX:  1210)223-3386 
xji.com  •  vvww.sanantonioedf.com 


Charlotte 
USA. 

Life.  In  Balance. 


LONGVIEW 

£l  ONOMIC  DEVELOPMENT  roBPOHSTIOM 

vw.Iongviewedc.com 


Greater 

Baltimore 

Alliance 


irpvacom 

'      X  Greater  Richmond  Parlnershipinc 


HENRICO 

COUNTY 


Maryland 


www.choosemaryland.org 


1  d\i.gp  rEgioNdl  acONOMic 
tvElopviENit  corporatiON 


yiRGINIA 

Is    For    Business 


VIRGINIAS 

HAMPTON 
ROADS^ 


Hamffton  Roatis  Economic  Dottolopmont  Alli»nco 

Cheopeake-NorfoliPorumouih  Suffolk  Vi.gin.1  Bcjch-Iik  OfWiRbi  Cw.iO 
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^  Area  Development 

■^  Michigan  Economic  Development 
Corporation 

www.michigan.org 

^  Automotive 

'^  Acura 

800-TO-ACURA 

www.acura.com 

■^  American  Honda  Motor  Company 

800-33-HONDA 

www.honda.com 

^  Cadillac 

1-800333-4CAD 

www.cadillac.com 

■^  Chevrolet  Corvette 

www.corvette.com 

■^  Chrysler  Crossfire 

www.daimlerchrysler.com 

■^  Hummer 

www.hummer.com 

-^  Infiniti  (2003) 

800-706-9923 

www.infiniti.com 

^Jeep 

www.jeep.com 

-^.  Land  Rover:  Range  Rover 

www.landrover.com 

^  Lexus 

800-USA-LEXUS 

www.lexus.com 

•^  Toyota 

www.toyota.com/tomorrow 

^  Toyota  Motor  Sales  USA 

800-go-toyota 

www.toyota.com 

^  Business  to  Business 

■^  Boise  Office  Solutions 

1-888-BOISE-88 

^  Cendian  Corporation 

l.SOO.Cendian 

www.cendian.com 

^  General  Electric 

www.ge.com 

^  Computer/Technology 
^CDW 

800-778-4239 

www.cdw.com 

^  Fujitsu  PC  Corporation 

1-877-FPCDIRECT 

www.fujitsupc.com 

^  Hitachi  America,  Ltd. 

7-800-hitachi 

http://  global.hitachi.com/inspire 

^  IBM  Business  Cinsulting  Services 

1 -800-1 BM-7080  Exi.  Code  BCS 

www.ibm.com/bcs 

"t  IBM  e-Business  On  Demand 

www.ibm.com/ondemand 

■^  Sharp  Electronics  Corp. 

877-78-connect 

www.sharp-usa.com 

■^  Xerox  Office  Group 

1-877-362-6567 

www.xcrox.com/officeprinting 

^  Xerox  Brand 

1-800-ask-xerox  Ext.  Learn 

www.xerox.com/lcarn 


Forbes  Magazine  March  1 7,  2003 

^Consumer  Products/Services 

■^  Enzyte 

1-877-436-9983 

www.enzyte.com 

■^  Tropicana®  Pure  Premium®  Low  Acid 

1.800.237.7799 

www.lowacidliving.com. 

"^  United  States  Postal  Service 

www.usps.com 

^Financial  Services 

^  American  Century  Investments 

1.877-44-AMCEN 

www.americancentury.com 

■^  Marsico  Funds 

(888)  860-8686 

www.marsicofunds.com 

-^  TD  Waterhouse 

www.tdwaterhouse.com 

■^  T.  Rowe  Price 

IRA 

1-800-831-1450 

www.troweprice.com 

066634IRA. 

^Hotels 

■^  Hilton  Hotels 

www.hilton.com 

^Travel 

^  Asian  Affair  Holidays  (Singapore  Air.) 

www.singaporeair.com/americas 

■^  Expedia.com 

www.Expedia.com 

^Business  Classified 

■^  Academic  Resource  Center 

1-800-951-1203 

www.arrc.org 

^  ARBOC,  Inc. 

1-561-621-7110 

"^  Brana  Fine  Arts 

1-800-275-DALI 

■^  Capital  Asset  Management 

1-800-710-0002 

www.assetprotection.com 

■^  Capital  Solutions 

1-800-499-6179 

www.4capitalsolutions.com 

"^  Cement  Machinery 

1-212-214-0677 

www.cenientmachinery.com 

■^  Condominium  Rentals  Hawaii 

1-800-367-5242 

www.crhmaui.com/forbes 

■^  Delaware  Business  Inc. 

1-800-423-2993 

www.e-incorporate.com 

■^  Greaf  Estates  Auction  Company 

1-800-552-8120 

www.G-E-A.com 

■^  Great  Western  Business 

1-800-999-SAVE 

www.gwbs.com 

'^"  Holiday  Timeshare  Resales 

1-800-704-0307 

www.holidaygroup.com 

■^  InfoUSA 

1-800-555-5335 


~^  In  Touch  Media  Advertising 

1-800-734-3799 

www.intouchmediasales.com 

^  InvestForClosures  Financial 

1-847-289-0269 

www.investforclosures.com 

■^  Marathon  Communications,  Inc. 

1-800-429-6308 

www.marathon.net 

^  Moran  Yacht  and  Ship,  Inc. 

1-954-768-0707 

www.moranyachts.com 

■^  Nationwide 

1-800-995-0049  ext  7675 

^  Pennj  Ta/fc 

1-800-682-6129 

www.GetPennyTalk.com 

-^  Publishers  Group 

1-800-675-6144 

~^  San  D/e^o  Convention  &  Visitors  Bureai 

1-800-4-8  ANDIEGO 

www.sandiego.org 

■^  Sea  Eagle.com 

1-800-944-7496 

www.seaeagle.com 

■^  SigmaTrend 

1-866-299-1935 

www.sigmatrend.com 

-^  Sfeven  Sears  CPAIAttomey 

1-714-544-0622 

www.searsatty.com 

■^  TeleAvionics,  Inc. 

1-310-832-4911 

www.teleavionics.com 

^  r/ie  Loan  Consultants,  Inc. 

1-800-336-3933 

www.viewtlc.com 

■^  The  Unique  Gifts 

1-800-814-7368 

www.uniquegiftsintl.com 

■^  Valef  Yachts  Ltd. 

1-800-223-3845 

www.OlympicsAthens2004Yachting.com 

■^  Vector  Cogen 

1-775-883-4470 

www.vectorcogen.com 

g|  Small  Office/Home  Office 

■^  Xerox  Office  Group 

www.xerox.com/officeprinting 

1-877-362-6567 

-ft  United  States  Postal  Service 

www.usps.com 

1-800-ASK-USPS 

■^.  DellHost 

www.dellhost.com/forbes 

1-866-812-5497 


't  =Web  visit  phone  call  only 
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I  Advertisement 


D'NATAUN  151  ft.  Detta  Motor  Yacht.  Offered  for  charter  for  the 
first  time.  D'NATALIN  will  be  available  this  winter  in  the 
Caribbean  and  the  summer  in  the  Northeast  Coast.  Experience 
the  luxury  of  this  world  class  yacht  first  hand. 


D'NATALIN  II  156  ft  Feadship  Motor  Yacht  accommodations  for 
twelve  guests  in  six  cabins,  including  an  on  deck  master  suite  and 
a  VIP  cabin.  In  the  Mediterranean  for  charters  now.  Also  available 
for  the  "Monte  Carlo  Grand  Prix"  and  the  "Cannes  Film  Festival". 


EXCELLENCE  III  188  ft  Abeking  &  Rasmussen.  Provides 
accommodations  for  twelve  guests  in  six  cabins  and  additional 
cabin  for  staff.  Spending  this  winter  in  the  Caribbean  and  the 
summer  in  the  Mediterranean.  Book  early  to  ensure  your  dates. 
Your  five  star  floating  palace. 


CAPR1 192  ft.  Lurssen  launched  this  year.  Will  be  available  for  selective 
charters  in  the  Mediterranean.  CAPRI  is  equipped  with  a  gymnasium, 
full  complement  of  diving  equipment,  huge  outdoor  areas  and  a 
helicopter  pad.  Central  Charter  Agents. 


s. 


Mofanl&Ai 


1300  S.E.  17th  St.,  Suite  204,  Ft.  Lauderdale,  FL  33316 
Tel:  (954)  768-0707  •  Fax:  (954)  768-0057  •  E-mail:  sales@inoranyachts.com 

www.moranyachts.com 


LADY  SANDALS:  131"  Feadship  MY.  Originally  the  "GALLANT  LADY". 
A  solid  cruiser  ready  to  travel.  Eight  in  four  cabins  including  a  full 
beam  master  suite  with  his/her  baths,  spacious  guest  cabins  and  a 
double  cabin  on  the  bridge  deck.  New  To  Market.  CENTRAL  AGENTS. 


EXCELLENCE  127  ft.  Feadship  Motor  Yacht  launched  in  1986 
under  the  supervision  of  Moran  Yacht  &  Ship  and  maintained  in 
first  class  condition.  Accommodations  for  ten  guests  in  five 
cabins.  WORLD  WIDE  CENTRAL  AGENTS. 


CACIQUE  120  ft.  Christensen  Motor  Yacht.  Attractively  priced  1995 
Model  with  generous  generous  beam.  Four  cabins  provide 
comfortable  accommodations  for  eight.  She  is  an  excellent  value  in 
a  fiberglass,  transatlantic  motor  yacht.  JOINT  CENTRAL  AGENTS. 


MONTE  CARLO:  132'  AMELS.  She  features  accommodation  for  eight 
guests  in  four  large  staterooms.  MONTE  CARLO  is  MCA  certified 
and  can  charter  anywhere  in  the  world.  CENTRAL  AGENTS. 
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lAdvertisem 


Long  Distance 


4.90/minflat-24hrs/day 


In-state  •  out-of-state  •  800 
All  your  calls  only  4.90/min 

1-800-429-6308 
www.marathon.net 


Since  1991  MARATHON 

0IIII.C  133  1    COMMUNICATIONS  INC 


Health/Back  Pain 


BACK  PAIN? 


There  is 
an  ansv/erl 

Send  for  FREE  information 
on  NEW, guaranteed 
seatand  back  supports 
^designed  by  0  leading 
'bad(  pain  specialist. 

I  Posture  Education 

15  Parkway,  Katonah,  NY  10536 
Jwww.postureeducation.com 


CALL  TOLL-FREE  1-800-392-0363 


Art  Work 


Dali  Prints 


AMt^Mtic  Collectijie  Art 

T^  XJyaqm  Gifts 

www.umc\ue0iftsintLcom 


S * p 


Capital  Available 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC.  561-627-7110 


Timeshare 


TIMESHARES 


RARE  DALI  PRINTS 

Ifyoii  imn,  or  ure  considering  the  purchase 
of  a  Salvador  Dali  print.... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  ttian  500  signed  limited 
edition  Salvador  Dali  prints.  Each  print  is  fully 
documented  by  Albert  Field,  curator  of  the 
Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvador  Dali:  A 
Retrospective  of  Master  Prints,"  is  a  must 
for  anyone  interested  in  works  signed  by 
Dali.  Cm  now  and  we  will  rush  you  a  free 
copy  of  "The  SalvadorDali  Collector's 
Newsletter".  ($15  per  issue) 


l-(800)  275-3254 

ask  for  Dept.  FM 

hllp://*ww.daligallcry,i.<m  •  FAX  .■iliM54-2()')() 
Bnuia  fine  Aft-  l5.W2AiiUixhSl..#  lOK-PacirK.  PalisadevC^A  9«)272 


Investments 


save  up  to.. 


70 


% 

off  retain 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 

CALL  (800)  704-0307 


SMALL  ADS  BRING 

BIG 

RESULTS! 

Call:  Media  Options 
1-800-442-6441 

Forbes  Business  Classified 


HOLIDAYGROUP.com 


Forbes 

Subscriber  Service 

To  order,  change  address 

or  other  customer  service, 

call  1-800-888-9896 


Real  Estate  Secured  Investments 
11.9%  to  18.9%  Returns 

InvestForClosures  Financial  has 

created  the  Investor  Disclosure 

Process.  (Pat.  Pen)  Investors  monitor 

the  use  of  their  funds  live  over  the 

Internet.  It's  InvestorTainment®.  We 

use  investor  funds  to  purchase 

distressed  property  nationwide.  The 

properties  are  rehabilitated  and  sold  for 

a  profit-Simple!  Rated  lowest  Risk  by 

Dun  &  Bradstreet. 

Toll  Free 

(877)610-5982 

Office  847-289-0269 

CEO  847-341-4325 

Website  www.investforclosures.com 

Email  info@investoforclosures.com 


Mailing  Lists 


Sales  Leads  &  Mailing  Lisi 


14  Million  Businesses  -  Select  by  geography,  sales  volume 
business  type,  contact  name,  credit  rating,  and  more. 

250  Million  Consumers  ■  Select  by  age,  income,  home  vali 
buying  behavior,  geography,  and  more. 

Customer  Analyzer  &  Prospect  Builder  -  Analyze  your  cu 
customers  &  find  prospects  thai  match.  Free  analysis  &  25  F 
prospects  at  infoUSA.com. 

g!>&us^1-800-555-5335  p,. 


Charge 
your  ad 


Advertise  &  Make  Money... 
isn't  that  the  whole  idea? 

If  you  have  a  business,  product,  service,  or  money-making  idea  that 
;  neec^s  promoting... Forbes  Business  Classified  has  to  be  your  choice  for 
]  rctiifli  on  investment.  Forbes  classified  advertising  offers: 

.#»'■  •  Over  5  Million  readers  per  issue 

•  Forbes  readers  are  high  income  decision  makers 

For  extremely  competitive  advertising  rates 
jmd  versatile  media  packages:  Call  Media  Options  1-800-442-6441 
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Go  Anywhere  Kayaks 


Till 


#  .«'^  W 
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Sea  Eag^flMlatable  Kayaks 


12'  6'  8«a  Eagla  380x 

Just  1  of  15 
Inflatable 
kayaks 
and  boats 


tl' 


Tough,  Stabl9, 

Portable, 

Affordabia, 

See  all  /TIP 

our  boats  at         '    \f^ 

SeaEagle.com 


Because  Sea  Eagle 

inflatable  kayaks 

pack  small  and  weigh  little, 

they  can  be  easily  transported 

anywhere  there  is  water. 

This  makes  them  ideal  for  paddling 

scenic  lakes  or  local  bays,  running 

white  water  rivers,  fishing  out  of  the 

rway  ponds  and  hidden  bayous, 
explonng  scenic  harbors, 
even  playing  in  ocean  surf! 
Visit  SeaEaqle.com  or  call 
for  FREE  32  Pag»  CatBlogI 

1-800-944-7496 

SBflE/IGLEmii 

Dept  FB033B.  19  Columbia,  Port  Jetf.  NY  11777 


">»- 


mr' 


For  informarion  and 

rotes  on  odvertising 

in  the  next  Forbes 

Display  Classified  Section 

Coll  Media  Options 

1-800-442-6441 


Charge  your  ad 

vn 


When  exercise 
is  a  pleasure, 
fitness  is  easy... 

Swim  or  exercise  against  a  smooth 
current  adjustable  to  any  speed  in  a 
unique  pool  measuring  only  8  x  15. 
Enjoy  the  fun  and  convenience  of  the 
world  s  best  exercise  at  home  year 
round.  Ideal  for  swimming,  water 
aerobics  and  rehabilitation.  Compact 
size  makes  the  dream  of  pool  owner- 
ship practical  in  small  spaces.  The 
Endless  Poor  is  simple  to  maintain, 
economical  to  run,  and  easy  to  install 
inside  or  outdoors.  New  system 
reduces  chlorine  use  by  90%. 

Free  DVD  or  Video! 
Call  800-2330741 
Ext  2800 

Visit  as  online  @ 

www.endlesspools.com/2600 
or  write  Endless  Pools,  Inc. 
200  e  Dutton  Mill  Road 
Aston,  PA  19014 


feNDI.FSS  POOLS" 
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Long  Distance  Savings 


FROM  YOUR 

Office  •  Cell  •  Home  •  Hotel 


•lea  minute  U.S.  calls 

•  As  low  as  2e  Internationally 

•  International  calls  from  cells 

•  Same  low  rates  24/7 

•  Toll-Free  customer  support 

•  No  contracts  or  obligations 

•  Automatically  add  minutes 

•  Small  49(  connection  fee 


Cell/payphone  siirdiarges  may  apply  99c  monthly  sendee 
charge  IniOal  min  credit  card  charge  of  Si  5  Rates  subject 
to  change  without  notice  Chech  vwm  getpennytall<  com  (or 
rates'terms  C2003  Net2Phone  inc  W!  nghls  reserved 


Make  U  Calling  Card  Calls  Now! 

1-800-682-6129 

www.GetPennyTalk.com 

We  'II  mall  your  PennyTalk^  Card. 


Education 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor's, 
Master's,  and  Ph.D.  degrees  In  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


Legal  Services 


Award 

Winning 

Book 

Order  Now 


Steven  Sears,  CPA  •  Attorney  at  Law 

949-262-1100  •www.searsatty.com 


Business  Financing 


BANK  SAYS  "NO"? 

We'll  pay  you  cash  for  your 
company's  receivables  within  24 
hours.  Approvals  by  phone. 
Personalized  service.  No  upfront 
fees.  No  collateral  requireci. 
Call  today  to  CASH  $50,000 
minimum  to  $2,500,000. 
It's  more  affordable  than 
you  think. 

Mr.  Weil  800 -499-6179 
or  888-505-7332  for 
recorded  information. 


Auctions 


ABSOLUTE  AUCTION 

Tucson,  Arizona  •  Tues.,  March  25,  2  pm 

No  Minimum,  No  Reserve 

Enjoy  niajinificcnt  city  lij^hts  aiid  360°  mountain  vicw.s. 
Located  in  exclusive  Skyline  Country  Club,  home  of 
numerous  celebrities.  Club  Membership  Available. 


2HatfBatlis 
3  Fireplaces      '"Caretakers  Apartmem    \J1  r:*lL 
Elevator  •  Pool  and  Spa  AUCTION  COMP.      ^ 

3-Car  Garage   •  Media  &  Game  Room   Call  for  a  Color  Brochure 
Sunroom  w/Fanoramic  Views  ■     qa/v    CO    O  I  OT 

Gentleman's  Loimge  &  Bar  I  -oUU-JjZ-O  I  Zl 


www.G-E-A.com  •  704-529-0026  •  Charles  M.  Sote  o  #SE01 2743000 


Meetings 


HASSLi-FREE  MEETINGS 

POINT  OF  CLARIFICATION. 


Our  ad  for  the  Hassle-free  Meetings  Guarantee  program, 
featuring  $99  room  rates,  appears  in  this  issue  in  the  following 
markets:  Dallas,  Denver,  Sacramento,  San  Francisco  and 
Seattle.  The  $99  room  rate  applies  to  select  properties,  not  all 
participating  hotels,  and  is  based  on  space  availability,  for  new 
bookings  only.  For  more  information,  call  800.S44.MEET  or 
log  on  to  sandlego.org/hassle-free. 


Condo  Rentals 


■■■■■■■■••■I  Scorf  1/03  AddttS  Fet 

Beachfront  Condo 

Condomiiiiui:,  Rentals  Hawaii 

www.cfhmQiji  com/forbes 

l-800'J67-5242 


Fori     , 

Subscriber,     vtc 

To  order,  chang;    ..'    , , 
or  other  customi         -e. 
calM -800-88;^ 


isn  t  that  the  whole  idea? 

If  you  have  a  business,  product,  service,  or  money-making  idea  that 
needs  promoting... Forbes  Business  Classified  has  to  be  your  choice  for 
I  return  on  investment.  Forbes  classified  advertising  offers: 

•  Over  5  Million  readers  per  issue 

•  Forbes  readers  are  high  income  decision  makers 
For  extremely  competitive  advertising  rates 

and  versatile  media  packages:  Call  Media  Options  1-800-442-6441 
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[isiness  OpportunitiesM  Business  Opportunities 


Luxury  Yachting 


THOUSANDS 


Businesses  For  Sale  By  Owners 
ationwide.  Preview  Businesses 
For  Free. 

If  Interested  In  Buying  Or 
Sellinq  A  Business  Call 


1-800-999-SALE 

or  visit  www.gwbs.com 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training.  Call  (or  Free 

Information  Package. 

800-995-0049  Ext  7675 


UNMATCHED  RETURNS! 


.  Proven  in  Bull  or  Bear  Markets 
_  Conservative  Approach 
_  4  Years  of  Steady  Growth 
Hands  Free  Broker  Execution 

'  Call  Us:  1(866)  299-1935 


VI^ST  us  ONLINE 

tvHrw.Sigmalrend .  com 


>OUND  INVESTMENT 

;e  a  part  of  a  multi-billlon  $  indu.stry. 

.»,slble  SZO.IKX)  (X)+  monthly  income. 

Residuals.  Turnkey.  Serious  only. 

39.900.00  mvestmenl.  Call  24  hours. 

Toll  Free  (800)  734-3799 

Investment  Groups  Welcome 

AIN200l-O6'J 


IS  THIS  THE  PERFECT 
VHITE  COLLAR  BUSINESS? 


'£L  V DtO  re\eal,s  why  promineni  allomey  kit 
icbce  lor  goldmine  business  providing  low-cost 
vsi]il  protalion.  pnvacy,  tax  reduclion-now 
eds  .Asswiates  nationwide.  You  can  enjoy 
:epnonal  income,  ideal  lifestyle  and  prestige 
iresenting  these  Important  services  to  business 
'ners,  professionals  and  families  in  your  area. 
cal  appointments  available.  You  earn  large 
tial  fees  plus  renewals.  As  few  as  10  dienls 
;lds  as  much  as  $64.(X)0.00  income.  Work  from 
me.  no  overhead,  flexible  hours  you  control.  No 
nchise  fee.  Fast  start.  Full  training  and  support. 
)ven  business  system.  No  special  education, 
ancial  background  or  sales  expenence  required. 
•hour  free  recorded  message:  (800)  653-4497 


Forbes 

Subscriber 
Service 

To  order, 

change  address 

or 

other  customer  service, 

call  1-800-888-9896 


-  INVESTORS  WANTED  ~ 
HOME  POWER  PLANTS 

Save  40-70^0  on  Utilities, 
Patents,  R&D  and  Testing  Complete. 
Have  orders,  $10M  needed  for 
growth  &  production.  NO  lenders. 

Richard  775-720-6670 
www.vectorcogen.com 


$250,000  Profit 

First  year  in  busmess 

if  you  are  a  serious  person  who  wants 

to  make  serious  money. 

We  have  the  program  for  you. 

Investment  only  $16,900 

Call  1-800-675-6144 
You  Will  IVlake  Money 


Airlines  "Cam"  Telecom  Services 


Incredible.  Patented.  Stratospheric 

Broadband  platform  "Using 

Commercial  Airlines  (thousands  in 

sky!)  As  Last-Mile  Wireless  Repeater 

Towers"  Partners/Resellers  Wanted. 

(.110)  832-491 1,  ultratek@juno.com 

www.ieleavionics.com 


e-mcorporate 


•  Incorporate  in  Delaware 

•  U.S.  bank  accounts  opened 

•  Legal  Delaware  address 

Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators,  Inc. 

800.423.2993 


CEMENT 

Machinery  1.2  Million  Ton  PA  Brand 

New  for  Sale  Tel:  2 12-2 14-0699 

www.cementmachinery.com 

Email:  100437.24@compuserve.com 


MONEY  for  loan 
and  leasing  brokersi 


Business  Loans  ■  Equipment  Lease 

OWN  YOUR  OWN 

OUStNSSS  LOAN  COAtPANY 

No  experience  needed. ..We  support  you t 

RECEIVE  A  FREE  i 

45  MINUTE  VIDEOTAPE  SEMINAR  ^^^ 

FULL  COLOR  INFO  PACKET  &  BROCHURE 


CALL  TODAY 

800-336-3933 


D 


The   Loan   Consu  Itaat^,   ioc. 


OFFSHORE 


♦Companies 
♦Banking 
♦Credit  Cards 
♦Privacy 


Capital  Asset 

Ndanageixient 

(800)710-0002        Free  Brochure 

Visa/WC/Amex     v™nwji$se»prc«ectlon.««n 


>ijRent  A  Greek 
^ruising  Palace 


And  sail 
among  the 
"^'>0  Greek 


Also  available  for  Athens  Olympics  2004 
See  Website:  OlympicsAthens2004Yachting.com 

(Iharter  a  motor  yacht,  motor  sailer  or  .sailint;  yacht  (for  6  to  50  guests, 

from  50'  to  200'  and  $700  to  $20,000  per  day  for  entire  yacht  with 

its  full  crew)  from  VALEF  "^'ACHTS,  ai^ents  for  the  largest  fleet 

of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 
'  You  can  plan  your  own  itinerary  with  your  own  captain 

•  Your  f(MK)  with  your  own  chef 

Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 

to... pamper  you. 

VALEF  YACHTS  LTD 

Interniitional  Haickiuiirters:  725  i  Fir  Rtl.,  P.O.B.  >S5,  Ambler,  PA  19002  U.S.A. 
Tel:  (213)611-1621  •(215)611-012.1  •(800)22.1-3815  'Fax:  (215)641-1746 
E-mail:  inl'o(!?valel'yachls.com  •  Website:  VALEFTACHTS com 


For  informamn  an 

roles  on  advertising 

in  the  next  Forbes 

Display  Classified  Section 

Call  Media  Options 

1-800442-6441 


THOUGHTS 

On  the  Business  of  Life 


T 

■  nthis  land  where  one's  religious  c^liation  is  a  matter  ofless-than-lethal  intensity,  it's  hard  to  realize 
H  that  it's  a  matter  of  life  and  very  often  death  to  multimillions  in  India,  Pakistan  and  Bangladesh,  as 
m^^well  as  being  basic  in  Israeli-Arab  warring.  And  for  more  decades  than  London  politicos  like  to  re- 
member, Ireland's  religious  strife  has  been  making  and  unmaking  British  parliaments  and  prime  minis- 
ters. Maybe  it's  not  all  bad  that  lots  of  us  don't  feel  so  dedicated  to  our  respective  faiths  that  we're  willing 
to  persecute  those  not  sharing  our  brand  of  Enlightenment.  — MALCOLM  S.  FORBES  (1972) 


Ireland  is  where  strange  tales  begin 
and  happy  endings  are  possible. 

—CHARLES  HAUGHEY 


The  Irish,  with  their  glowing  hearts 
and  reverent  credulity,  are  needed  in 
this  cold  age  of  intellect  and  skepticism. 

— LYDIA  M.  CHILD 


The  Irishman  in  English  literature 
may  he  said  to  have  been  horn  with 
an  apology  in  his  mouth. 

—JAMES  CONNOLLY 


We  Irish  are  too  poetical  to  he  poets;  we 
are  a  nation  of  brilliant  failures,  but  we 
are  the  greatest  talkers  since  the  Greeks. 

—OSCAR  WILDH 


My  one  claim  to  originality  among 
Irishmen  is  that  I  have  never  made 
a  speech. 

—GEORGE  MOOR 


The  Irish  are  a  fair  people;  they  never 
speak  well  of  one  another. 

—SAMUEL  JOHNSON 


An  Irishman's  heart  is  nothing  hut  his 
imagination. 

—GEORGE  BERNARD  SHAW 


When  anyone  asks  me  about  the  Irish 
character,  I  say  look  at  the  trees.  Maimed^ 
stark  and  misshapen,  hut  ferociously 
tenacious. 

—EDNA  O'BRIEJ 


A  people  so  individual  in  its  genius, 
so  tenacious  in  love  or  hate,  so 
captivating  in  its  nobler  moods. 

—RE.  SMITH,  LORD  BIRKENHEAD 


It  is  often  said  that  in  Ireland  there  is 
an  excess  of  genius  unsustained  by  talent; 
but  there  is  talent  in  the  tongues. 

— V.S.  PRITCHETT 


Irishness  is  not  primarily  a  question 
of  birth  or  blood  or  language;  it  is  the 
condition  of  being  involved  in  the  Irish 
situation,  and  usually  being  mauled 
by  it. 

— c;()NOR  CRUISE  O'BRIEN 


The  Irish  are  often  nervous  about 
having  the  appropriate  face  for  the 
occasion.  They  have  to  be  happy  at 
weddings,  which  is  a  strain,  so  they  get 
depressed;  they  have  to  be  sad  at  funerals, 
which  is  easy,  so  they  get  happy. 

—PEGGY  NOONAN 


A  Text... 

I  can  do  all  things  through  Christ 
which  strengtheneth  me. 

— PHILIPPIANS4:1 

Sent  in  by  Rik  Ramsay,  Searcy,  Ariz.  What's  yoi 
favorite  text?  The  Forbes  Book  of  Quotation 
Thoughts  on  the  Business  of  Life  is  given  1 
senders  of  Bible  texts  that  are  used. 


Ndore  than  14,000  "Thoughts,"  arranged  alphabetically  1 
subject,  are  available  in  a  900-page,  one-volun 
deluxe  edition,  Forbes  Book  of  Quotations:  Thoughts  on  I 
Business  of  Lift:  The  price  is  $40,  plus  $3.50  shipping  ai 
$1  per  item  for  handling  (add  applicable  sales  taj 
To  order,  please  call  toll-tree,  1-800-876-6556. 
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Where  will  the  next  '^* 

■| 

billion  dollar  brand  come  from? 

Will  it  grow  from  within  our  family  of  operating  companies        ^., 
to  join  Marlboro.  Nabisco,  Oscar  Mayer  and  others? 
Will  it  spring  from  Kraft  Foods,  Philip  Morris  USA 
or  an  acquisition  yet  to  come? 

There  are  many  sources  of  future  growth  for 

our  consumer  products  companies,  replenished 
daily  with  innovation  and  product  development. 
And  we're  well  positioned  for  the  next  big  brand  to  come 


from  the  Altria  family  of  companies. 


Altria 


Kraft  Foods 

Philip  Morris  International 

Philip  Morris  USA  T 

altria.com     NYSE:  MO 


©Altria Group,  lrtdr-2003 


You  are  accountable. 

To  your  shareholders. 

And  your  board, 
and  your  employees, 
and  your  customers. 

Who  is  accountable  to  you? 
Who  could  be? 

Who  could  bring  together 

enough  talent 

to  handle  a  major  initiative? 

The  whole  thing 
start  to  finish? 

Who  would  have  the  depth? 


Introducing  IBM  Busjness  CoHSulting  Servi( 

Industry  insight.  Strategy.  Process.  Deployment.  Start-to-finish  accountability.  Delivered  on-site,  outsourced  oron-d( 
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Producing 

and  delivering  business 

communications  seems  simple  enough. 

Why,  then,  do  so  many  companies  so  often 

send  bills  and  statements  to  the  wrong  people; 

deliver  critical  financial  reports  overrun  with 

erroi  s;  mail  important  packages  with  too  little 

or  too  much  postage; 
and  lose  digital  docu- 
ments in  cyberspace? 


•  document  iTidnagement 

•  mailing  sysiems 

•  mail  &  document  security 

•  oulsourcma  solutions 


It  all  adds  up  to  a  logjam  that  prevents  revi 
from  ever  reaching  your  bottom  line. 

Pitney  Bowes  can  help.  We  offer  inte 
solutions  proven  to  significantly  improv 
communication  flow. 

Through  a  combination  of  unique  produd 
high-value  services  (from  innovative  maili 
document  technologies  to  one-to-one  mar 
expertise  to  outsourcing),  we  can  help  yc 
duce  and  deliver  more  effective  business-c 
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^unication  can  lead  to  confusion, 
nue  in  a  big  way. 


Our  document  management 
jtion  helped  BP  accurately  route  vital 
umentation,  thus  speeding  up  the 
hange  of  information  across  80 
ntries.  The  result?  Shortened  billing 
lesand  rapid  receipt  of  payments, 
iing  millions  in  working  capital. 


munications.  And,  in  turn,  generate  remark- 
changes  across  your  entire  business, 
ich  as  greater  productivity  and  efficiency. 
iced  costs.  Tighter  security.  And  new  revenue 


drivers.  All  of  which  can  lead  to  a  sizeable  increase 
in  profits. 

Today,  we're  helping  virtually  all  of  the  FORTUNE 
500®  grow  revenue  and  improve  their  bottom  line. 
To  find  out  how  we  can  do  the  same  for  you,  call 
us  at  1  866  DOC-FLOW  or  visit  pb.com/errorfree 


Pitney  Bowes 

Engineering  ttie  flow  of  communication 


In  China,  8%  of  the  world's  water  has  t#i^^rve 

22%  of  the  world's  people. 

ITT  Industries  helps  make  that  easier  to  live  with. 
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On  the  Cover 

The  New  Drug  War 

The  country's  prescription  drug  bill  keeps 
going  up.  And  you're  going  to  start  paying  for  it 
By  Robert  Langreth 

Top  Gun 

Inside  the  secret  and  violent  world  of  Gaston  Clock, 
maker  of  the  most  popular  firearm  in  U.S.  law  enforcement. 
By  Dyan  Machan 

105   How  to  Play  the  New  IPO  Game 

The  torrent  of  deals  we  saw  in  the  bull  market  has  slowed  to  a 
trickle.  But  the  ones  coming  out  in  a  harsh  climate  tend  to  be 
more  solid  for  the  long  term. 
By  Dan  Seligman 
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software  to  streamline 
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program,  call-handler 
satisfaction  rose 
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Timely  improvements 
even  the  busiest 
CEO  can  appreciate. 
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Biah,  Blah,  Blah;  Blog,  Blog,  Blog 

Arik  Hesseldahl 

Blogging,  the  practice  of  keeping  an  online  diary  readers 
can  sometimes  talk  back  to,  is  moving  out  of  the  domain 
of  the  nerd  and  into  that  of  business.  Market  researchers 
and  industry  watchers  of  all  stripes  are  starting  to  use 
Web  logs  as  a  way  to  alert  their  clients  to  what  has  caught 
their  interest  that  day  and  of  spreading  their  own  influ- 
ence. There  are  now  hundreds  of  thousands  of  Web  logs, 
and  a  star  system  is  emerging.  Forbes.com  highlights  the 
pick  of  the  blogs  of  business,  technology  and  the  media. 

Lifestyle 

When  Good  Hotels  Go  Bad 

Christina  Valhouli 


Fairmont  Soutliampton,  Bermuda.  Big  renovations  turned  one 
vacation  into  a  big  disappointment. 

Earlier  this  year  we  asked  for  your  hotel  horror 
stories.  The  tales  we've  received  ranged  from 
amusing  to  terrifying.  One  reader  reported  finding 
a  corpse  under  his  bed  in  Sao  Paulo;  another,  a 
yowling  cat  trapped  between  mattresses  in  Cincinnati. 
Stories  of  rude  staff  and  extra  charges  appearing 
on  bills  were  legion.  Find  out  how  some  of  these 
virprises  were  dealt  with  and  read  our  primer 
n  how  to  voice  a  complaint  to  get  immediate  action. 
And,  please,  keep  those  hotel  horror  stories 
coming.  Visit  forbes.com/lifestyle. 
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Does  Your  Health  Plan  Cover  Viagra?  Defens 

medicine,"  a  phrase  usually  referring  to  the  warding  off  of  la 
suits,  is  about  to  take  on  a  new  meaning.  It's  going  to  apply 
the  practice  of  dodging  price  controls.  One  battleground  willi 
the  $192  billion  a  year  spent  on  prescription  drugs.  As  Robj 
Langreth  outlines  in  his  story  on  page  84,  the  employers 
have  been  paying  this  bill  are  desperately  coming 
up  with  ways  to  duck  it.  They  want 
patients  to  pay  more.  The  patients,  in  ^^^ 

turn,  will  scheme  with  their  doc-  j""*"^ 

tors  to  get  around  the  rules.  ^^||k  '-"-^ 

For  a  look  at  what's  in  store,     ^^T 
visit  the  Web  site  for  the  Tufts 
Health  Plan  and  look  at  the  "tiers" 
of  pharmacy  coverage,  with  progres- 
sively higher  hurdles,  or  stiffer  copay 
ments,  for  drugs  that  Tufts  finds  over- 
priced or  unnecessary.  The 
annotation    for   Viagra 
says  that  coverage  will  be 
denied  for  female  patients 
and  males  under  1 9.  Tufts  does 
not  want  insured  medicine  to 
turn  up  on  the  black  market,  of 

course,  but  how  it  will  confirm  that  an  ehgible  patient  act 
took  the  blue  pUls  is  hard  to  picture 

Medical  costs  have  already  made  cheats  out  of  us  all.  TT 
politicians  cheat  hospitals  by  fixing  unfairly  low  prices  fi 
Medicare.  The  hospitals  defend  themselves  by  inflating  tl^ 
reports  of  what  services  they  are  providing  or  what  illnesses  thi 
are  treating.  There's  a  whole  science  to  such  upcoding  that  di 
tates  how  far  a  hospital  can  go  without  running  afoul  of  tl 
130,000-page  rule  book.  j 

FamOies  are  counseled  on  how  to  cheat  the  government  oii 
of  nursing  home  costs  by  shuffling  assets.  Drug  companie 
hardened  by  years  of  regulatory  lag  that  cheated  them  out  of  tl 
value  of  their  patents,  are  playing  defensive  medicine  of  thei 
own.  When  a  valuable  patent  expires,  cheap  generics  are  si^i 
posed  to  come  in,  but  the  patent  owners  have  ways  of  sabotagil 
the  competition. 

Doctors,  beaten  up  first  by  Medicare  and  now  by  HMOs, 
getting  even,  too.  I  had  an  interesting  look  at  how  during 
office  visit.  The  doc  explained  that  drug  companies  were  rippii 
off  the  public  with  their  obscene  pricing,  and  so  he  was  doingh 
part  to  level  the  playing  field.  Drug  companies  hand  out  fh 
samples  like  lollipops,  and  Dr.  Robin  Hood  solicits,  and  get 
more  than  his  share.  On  my  way  out  he  handed  me  a  shoppin 
bag  ftill  of  pills,  worth  hundreds  of  dollars.  This  was,  of  couii 
in  mitigation  of  the  doc's  own  bill — $500  for  a  physical.        I 
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BearingPoint  On 
Solving  Client  Needs. 


While  clients  all  have  different 


needs,  they  all  have  one  common 


need — to  be  successful.  At  BearingPoint, 


we  help  our  clients  align  their  business 


md  systems  to  achieve  their  desired  goals. 


Through  business  systems  integration. 


we    help    our   clients    adapt,    compete 


and   grow   their   business.   We   deliver 


solutions  that  get  it  done  and  get  it 


done  right.   How  do  we  do  that?  By         is  power.  Sharing  it  is  empowerment 


providing  clients  more  than  just 


consulting.  By  sharing  practical 


knowledge  to  help  our  clients  gain  a 


competitive  advantage.  Because  the  right 


information  brings  knowledge.  Knowledge 
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What  exactly  is  an  economic  indicator?  Is  it  really  interest  rates  or  cyclical 

market  factors?  Or  is  it  demand?  At  Fannie  Mae,  we  believe  there  is  only 

one  economic  indicator  worth  trusting:  the  American  homeowner. 


♦  ♦♦ 


Because  with  that  homeowner  comes  a  dream.         performance  over  the  last  l6  years,  putting  us 


A  dream  of  growth,  a  dream  of  a  future,  a  dream        among  the  best  of  the  S&P  500  companies. 


of  a  better  life.  For  over  30  years,  we've  helped        We  call  it  disciplined  growth.  The  economic 


more  than  49  million  American  families  live  ,     indicators  are  there.  As  long  as  hardworking 


that  dream.  With  business  innovation  and  strong        American  families  continue  to  dream  of  homes 


management,  we  revolutionized  the  industry,         of  their  own,  we'll  continue  to  invest  in  them.  aj 


making  mortgages   more   affordable   and   the        With   innovation,  expertise,  and   hard   work. 


process  more  efficient.  And  that  has  allowed        As  the  American  Dream  grows,   so  do  we. ' 


us   to   deliver  a   consistently  strong  financial 


f^  FannieMae 

www .  fanniemae.  com 


Fannie  Mae.  All  rights  reserved.  The  house  logo  is  a  rc^nito-d  mark  of  Fannie  Mae 
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Berezovsky  Vs.  Forbes 

In  our  Dec.  30,  1996  issue  we  pub- 
lished an  article  about  the  rise  of  Boris 
Berezovsky,  a  Russian  businessman 
and  politician  with  significant  hold- 
ings in  the  automobile,  oil  and  media 
industries.  Entided  "Godfather  of  the 
Kremlin?"  the  article  described  the  cli- 
mate of  violence  that  surrounded 
Russia's  transition  from  a  planned  to 
a  capitalist  economy.  It  said  that  Bere- 
zovsky had  been  investigated  in  con- 
nection with  the  murder  of  Vladislav  Listiev.  It  also  said  that  Nikolai 
Glouchkov,  a  Berezovsky  ally  and  an  executive  of  the  Russian  airline  Aeroflot, 
had  been  convicted  of  theft. 

Berezovsky  and  Glouchkov  sued  FORBES  for  defamation.  The  suit  was 
brought  in  England,  despite  the  fact  that  only  a  small  number  of  magazine 
copies  were  distributed  there  and  the  subjects  of  the  article  were  in  Russia. 
FORBES  argued  that  the  case  belonged  in  Russian  or  U.S.  courts,  but  lost  this 
point  on  appeal  to  the  House  of  Lords  (in  a  3-to-2  decision).  The  English 
court  ruled  that  under  English  libel  law  the  article's  description  of  the  Listiev 
case  was  tantamount  to  stating  that  Berezovsky  was  guilty  of  murder  and 
that  he  was  a  gangland  leader  running  a  mafia-style  operation. 

On  Mar.  6,  2003  the  resolution  of  the  case  was  announced  in  the  High  i 
Court  in  London.  FORBES  stated  in  open  court  that  ( 1)  it  was  not  the  maga- 
zine's intention  to  state  that  Berezovsky  was  responsible  for  the  murder  of 
Listiev,  only  that  he  had  been  included  in  an  inconclusive  police  investigation  v 
of  the  crime;  (2)  there  is  no  evidence  that  Berezovsky  was  responsible  for  this 
or  any  other  murder;  (3)  in  light  of  the  English  court's  ruling,  it  was  wrong  ; 
to  characterize  Berezovsky  as  a  mafia  boss;  and  (4)  the  magazine  erred  in 
stating  that  Glouchkov  had  been  convicted  for  theft  of  state  property  in 
1982.  Berezovsky  and  Glouchkov  withdrew  their  suit. 
A  full  copy  of  the  statement  in  open  court  is  available  at  forhes.com/berezovsky. 
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Calculating  Cash 

We  at  Crown  Castle  International  ap- 
plaud "The  Ebitda  Folly"  (Mar.  17, 
p.  165).  Ignoring  capital  expenditures  and 
interest  expense  paints  an  incomplete  pic- 
ture. We  shifted  our  public  financial  guid- 
ance in  the  second  quarter  of  2002  away 
from  Ebitda  to  the  measures  "cash  pro- 
vided from  operating  activities"  (which 
includes  interest  and  working  capital)  and 
"free  cash  flow"  (which  includes  capital 
expenditures).  We  are  disappointed  that 
you  chose  to  use  Crown  Castle  as  an  ex- 
ample but  support  your  efforts  to  focus 
on  free  cash  flow. 

JOHN  P.  KELLY 

CEO,  Crown  Castle  International 

Houston,  Tex. 


"The  Ebitda  Folly"  should  have  stai 
that  over  the  last  three  years  Crovi 
Castle's  Ebitda  was  $871  million,  m 
$871  billion  as  we  printed.  "Rankir 
REITs"  (Mar.  3,  p.  104)  failed  to  accoii 
for  stock  splits  for  two  real  estai 
investment  trusts.  Equity  Resident! 
and  Kinico  Realty.  Their  performani 
grades  for  enhancing  the  wort 
and  earnings  power  of  a  proper! 
portfolio  should  have  been  C  and 
respectively. 
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Send  e-mail  to  readers@forbes.com  or  visit 
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An  Autobahn  and  six  weeks  paid  vacation. 
Clearly  Germany  has  its  priorities  straight. 


We  come  from  a  driver-friendly  place.  That's  why  we  build  cars  like  the  911  Turbo.  Yes,  designing 
one  of  the  most  potent,  sophisticated  cars  ever  unleashed  on  the  road  is  a  formidable  challenge. 
But  we  sure  have  fun  on  our  days  off.  Contact  us  at  1-800-PORSCHE  or  porsche.com. 


The  911  Turbo 
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ii.'  i.oes  .:,6.r  tormecrss  software  from  Microsoft  to  be  an 
agile  business.  The  natural  gas  business  is  unpredictable  as  big 
changes  can  happen  rapidly.  BP  Canada  quickly  connected  its 
trading  partners  online  and  can  now  react  to  market  changes  in 
seconds,  with  a  signit:r-tnt  increase  in  efficiency  to  boot. 


O  2003  Microsoft  CorporotioA.  .:.  ughis  reserv»d.  Microsoft  i 
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products  mentioned  herein  niav  be  the  trademarks  of  theifrt 


NECTTHE  LAND 


AND  THE  SEA. 
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u  quickly  link  all  your 
usiness  partners.  Oceans  and  time  zones,  and  different  systems  shouldn't 
sep  your  entire  operation  from  working  as  one.  .NET  connected  software  from 
licrosoft  quickly  connects  data,  devices,  systems,  and  business  processes 
0  all  your  divisions,  partners,  and  locations  can  work  better  together 
)  see  how  more  companies  are  working  with  partners  more  efficiently 


microsoft.com/connectedpartnfer  (^tware  for  the  Agile^nsiness^ 
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SAS®  is  all  you  need  to  kno^ 

Only  SAS  provides  you  with  a  complete  view  of  yc 
customers.  So  you'll  understand  their  needs,  enh< 
their  lifetime  value  and  achieve  greater  competiti^j 
advantage.  To  find  out  how  leading  companies 
reaping  the  rewards  of  SAS  customer  intelligent 
software,  call  1  866  270  5723  or  visit  our  Web  site! 

www.sas.com/customer  Wt 


The  Power  to  Know. 
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itevt  Forbes,  editor-in-chief 

th  all  thy  getting  get  understanding" 


A  New(t)  MacArthur 


U.S.  HAS  MADE  CLEAR  THAT  THERE  V\aLL  BE  NO  DICTATOR- 
in  post-Saddam  Hussein  Iraq.  To  fulfill  that  pledge,  some 
we  should  ha\e  the  equivalent  ot  a  pro- 

ul,  a  governor  general  or  something  a  cut 

e  what  the  British  euphemistically  used 

er  to  as  "an  official  in  residence"  to  over- 
he  transition  phase  to  a  permanent,  more 
locratic  government.  Here  the  powers  of 
post  would  be  informal  but  nonetheless 

Douglas  MacArthur  filled  a  comparable 
ition  brilliantly  in  post-World  War  II 
m.  For  several  years  he  was  a  de  facto 
larch,  pushing  through  major  restructur- 


Emperor  Hirohito  visits  "emperor"  General 
MacArthur  as  U.S.  occupation  of  Japan  begins. 


ings  of  Japan's  industries  and  politics.  In  very  different  ways 
Lucius  Clay  and  John  McCloy  each  performed  something  of  a 
similar  role  in  post-Nazi  West  Germany. 

How  about  Newt  Gingrich  as  our  high- 
commissioner-equivalent  in  Iraq?  He  is 
politically  skillful.  He  knows  history  as  weO 
as  anyone.  He  has  the  absorbent  mind  to 
learn  quickly  what  he'd  need  to  know 
about  the  area,  both  before  and  after  he 
arrived  on  the  scene.  And  experience  has 
taught  him  how  to  be  politically  nimble,  a 
necessity  in  dealing  with  the  treacherous 
political  and  social  currents  over  there. 


Talking  About  Monarchs  . . . 


y  NOT  BRING  BACK  TO  IRAQ  THE  HASHEMITE  MONARCHY 

t  was  murderously  ousted  in  1958?  The  Hashemites  ruled 

well,  just  as  they  have  Jordan.  They  could  provide  the  glue  to 


hold  together  what  will  be  a  three-part  confederation  made  up 
of  Kurds,  Shiites  and  Sunnis.  Also,  such  a  unifying  monarchy 
might  ease  Turkey's  concerns  over  an  independent  Kurdish  state. 


Legal  Locusts  Will  Still  Harm  Health  Care 


SIDENT  BUSH  IS  PRUDENTLY  PROPOSING  THE  IMPOSITION  OF 
s  on  medical  malpractice  awards  for  pain  and  suffering, 
covery  of  actual  monetary  losses,  like  medical  expenses, 
ild  not  be  restricted.)  Doctors  in  those  states  that  have  done 
have  not  experienced  the  insurance  catastrophes  facing.doc- 
;  in  other  parts  of  the  country.  Premiums  for  physicians  in 
ifornia,  for  example,  are  about  half  of  those  in  New  Jersey, 
ionally,  experts  estimate  such  limits  would  cut  premiums  for 
s  by  25%  to  30%. 

But  these  ceilings  are  merely  a  stopgap.  They  deal  with  only 
'  aspect  of  what  greedy  trial  lawyers  and  timid  judges  are  doing 
lestroy  the  American  health  care  system.  Caps  won't  allay  the 
■  that  now  grips  medical  practitioners.  It  is  because  of  that  fear 
I  doctors  order  unnecessary  tests  and  procedures  in  an  attempt 
over  themselves  in  case  of  lawsuits,  and  it  is  the  reason  health 
;  professionals  think  Uvice  about  sharing  information  in  writ- 
er even  verbally,  lest  it  be  used  against  them.  The  free  flow  of 
h  knowledge  and  data  could  be  critical  in  reducing  the  tens  of 


thousands  of  medically  related  accidental  deaths  each  year. 

As  lawyer  Philip  Howard,  who  chairs  Common  Good,  a 
bipartisan  group  dedicated  to  reforming  the  legal  system,  puts  it, 
"Justice  [in  medicme]  today  is  worse  than  random.  Most  errors 
go  uncompensated.  One  in  four  cases  results  in  payments  where 
experts  believe  the  doctor  did  nothing  wrong." 

Irrationally,  and  with  deadly  consequences,  dissemination  of 
lifesaving  information  is  inhibited.  Gratuitous  tests  and  procedures 
waste  an  estimated  $50  billion  to  $100  bUlion  a  year — enough  to 
give  every  American  who  is  uninsured  more  than  $  1 ,000  in  medical 
coverage.  Bottom  line:  The  current  system  is  capricious.  Medical 
mistakes  are  uncovered  haphazardly;  victims  often  go  uncompen- 
sated; and  efforts  to  reduce  hospital  mortality  rates  are  hindered. 

What's  needed,  Howard  and  others  argue  persuasively,  is  a  spe- 
cial medical  court  system.  We  have  similar  courts  for  patent  suits, 
bankruptcies  and  other  specialized  areas.  These  medical  tribunals 
would  be  in  a  position  to  make  sensible,  reliable  and  consistent  judg- 
ments, instead  of  the  malicious,  destructive  rulings  served  up  today. 


Patently  Good  Idea 


E  SUPREME  COURT  RECENTLY  RULED  THAT  CONGRESS' 
mding  copyright  protection  for  yet  another  20  years  does  not 
late  the  Constitution.  The  extension  was  pushed  primarily  by 
ney,  which  didn't  want  any  of  its  old  Mickey  Mouse  cartoons 


entering  the  public  domain.  Now  artistic  works  are  protected  for 
the  lifetime  of  the  creator  plus  70  years;  for  companies,  95  years. 
Maybe  Congress  should  just  be  done  with  it  and  declare  that  a 
cop\Tight  is  forever.  Disney,  of  course,  hasn't  hesitated  to  help 
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itself  to  characters  or  works  in  the  pubHc  domain,  such  as  Pinoc- 
chio,  Cinderella  and  The  Hunchback  ofNotre-Dame. 

The  Disney  situation  is  unusual.  Only  about  2%  of  copy- 
righted work  between  1923  and  1942  continues  to  be  exploited 
commercially.  Stanford  Law  School  professor  Lawrence  Lessig 
has  proposed  a  sensible  compromise.  Borrowing  a  page  from 
patent  law,  wherein  holders  have  to  pay  a  fee  every  few  years  to 
keep  their  patents  current,  Lessig  would  apply  that  principle  to 
copyrights:  After  a  certain  number  of  years,  copyright  holders 


would  have  to  pay  a  nominal  amount  of  money  to  maim 
protection.  If  the  holder  didn't  pay  the  charge  for,  say, 
years,  the  work  would  go  into  the  public  domain. 

Lessig,  who  has  represented  clients  who  tried  to  overturn 
extension,  points  out  that  his  compromise  would  still  "mi 
available  an  extraordinary  amount  of  material.  If  Congress  is 
tening  to  the  fi-ustration  that  the  court's  decision  has  creai 
this  would  be  a'simple  and  effective  way  for  the  First  Branchl^ 
respond."  He's  absolutely  right. 


Tax-Free  Equality 


A  COUPLE  OF  TWEAKS  WOULD  STRENGTHEN  THE  ODDS  OF 
passing  President  Bush's  tax-cut  package.  One  would  be  to  per- 
mit annuity  holders  to  withdraw  dividends  paid  into  their 
accounts,  tax  free.  Another  would  be  to  treat  annuity  with- 
drawals as  capital  gains,  with  a  top  tax  rate  of  20%,  rather  than 


as  regular  income,  which  can  be  taxed  at  rates  twice  as  high. 

Such  changes  would  mollify  the  insurance  industry  and  the  nj! 
lions  of  people  who  have  invested  billions  of  dollars  in  recent 
in  variable  annuities.  After  all,  what  theoretical  justification  is  thci 
for  leaving  these  popular  instruments  out  in  the  (taxable)  cold?  '\ 


The  Big  War,  Which  Begat  Our  Iraq  Wars 


;i 
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The  First  World  War — by  Michael  Howard  (Oxford  University 
Press,  $23).  An  esteemed  historian,  Howard  expertly  and  suc- 
cinctly summarizes  the  Great  War  for  the  layperson.  Conse- 
quences of  that  catastrophic  conflict  still  resound  today:  Iraq 
was  created  as  part  of  the  post- World  War  I  peace  settlements. 

The  author  correctly  notes  that  "behind 
almost  every  sentence  in  the  book  lies  a 
scholarly  controversy  that  still  remains 
unsettled."  Example:  Germany's  notorious 
Schliefifen  Plan  for  waging  a  two-fi'ont  Euro- 
pean war.  Some  scholars  believe  Schlieffen's 
famous  memo  was  simply  a  budgetary  gam- 
bit to  win  more  funds  for  the  army  and  that, 
given  the  existing  logistics  and  technology, 
Berlin's  military  planners  had  no  illusions  of 
being  able  to  knock  out  the  French  quickly. 

Over  the  next  decade,  as  we  approach 
the  centennial  of  this  war,  there  will  be  a 
raft  of  books  and  documentaries.  This  volume  is  an  excellent 
way  to  get  a  grounding  in  this  momentous  subject. 

The  Unquiet  Western  Front:  Britain's  Role  in  Literature  and 
History — by  Brian  Bond  (Cambridge  University  Press,  $25).  With 
this  small  book.  Bond — another  noted  historian — attacks  the  tra- 
ditional wisdom  that  WWI's  Western  Front  was  an  unending  series 


jw*.^ 


Where's  Baghdad?  WWi  Allied  soldiers  fought 
fierce  desert  battles  against  the  Turks  to 
conquer  and  recast  the  Middle  East. 


of  inconclusive  offensives  concocted  by  knuckleheaded  generals.  I " 
feels  most  historians  are  obsessed  with  the  disasters,  overlookiij 
the  fact  that  the  British  Army  transformed  itself  from  a  small  enti,  <■ 
with  19th-century  weapons  and  tactics  into  a  formidable  fightii 
machine  "combining  infantry,  armour,  artillery  and  machinegii 
assisted  by  airpower  and  wireless  comim 
nications  ...  to  which  the  enemy  [by  19^= 
had  no  answer."  But  one  is  still  left  with  ti 
strong  impression  that  the  British  leami 
curve  was  bloody  slow.  On  the  battlefi 
the  Germans  were  usually  ahead  of  t 
British  and  French  tactically,  as  well  as 
the  effective  deployment  of  superior  fia 
power.  Germany's  catastrophic  failure  | 
the  field  was  in  underestimating  the  tank 
Bond  is  on  firmer  ground  when  I 
argues  that  the  war  was  a  necessary  on 
that  Germany  did  indeed  pose  a  morti 
threat  to  Britain.  Fortunately  the  Kaiser  and  his  confederates  vK 
strategic,  economic  and  diplomatic  dummkopfs — gratuitoui 
making  an  enemy  of  Britain;  iniscalculating  the  U.S.'  strength  al 
how  quickly  it  could  be  brought  to  bear;  waging  all-out  offensives 
1918,  instead  of  letting  the  Allies  try  to  push  them  out  of  northe 
France;  and  damaging  their  wartime  economy  with  idiotic  polide 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  L'lnipero-45  Tudor  City  Pi.,  cast  of  Second  Ave.  and  be- 
tween 42nd  and  43rd  .streets.  (Tel:  212-599-3045).  Very  popu- 
lar place  serving  some  of  the^  most  spectacular  Italian  food  in 
the  city  The  homemade  pasta  with  tomato  and  basil  sauce  sets 
the  standard  for  this  classic.  /Mso  try  the  delicious  roast  baby 
goat  and  the  roasted  chicken,  hxpensive  but  worth  every  penny. 

•  Savannah  Steak-7  East  48th  St.  (Tel:  212-935-2500).  Spank- 


ing-new establishment  that  is  sleek  and  beautiful  with  friendl] 
service.  The  staff,  however,  needs  to  get  its  act  together:  Top- 
quality  food  arrives  at  the  table  at  room  temperature.  I 
•  Voyage-117  Perry  St.,  at  Greenwich  St.  (Tel.:  212-255-9191). 
Well  worth  the  trip,  this  is  a  warm,  cozy  place  on  a  cold  night. 
Noteworthy:  truffled  scallops  on  creamy  grits  with  red-eye 
gravy;  New  York  steak  frites;  and  the  chicken  and  dumplings.  F 
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INVESTMENTS.  INSURANCE. 
190  YEARS  OF  WISDOM. 
Always  thinking  aheadT' 


Hartford 
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PATRIOTcompliance  Solution 


COMPLIANCE 
CONSEQUENCES. 


The  consequences  of  PATRIOT 
Act  non-compliance  are 
substantial.  Enormous  fines 
are  being  imposed  that  range 
in  millions  of  dollars.  Not  to 
mention  the  added  scrutiny 
and  negative  publicity.  It's  clear 
you  don't  want  to  be  next. 

Nor  do  you  have  to  be. 

Our  PATRIOTcompliance 
Solution  integrates  your 
existing  customer  and 
transaction  information 
systems  into  a  consolidated 


compliance  system  that 
not  only  detects  unusual 
activity,  but  also  automates 
its  investigation  and  its 
resolution  in  a  timely, 
secure  and  meticulously 
documented  manner. 

PATRIOT  Act  compliance 
is  just  one  example  of 
how  Sybase  is  helping 
today's  enterprises  achieve 
Information  Liquidity: 
a  highly  profitable  state 
where  all  your  information 
is  transformed  into  real 
economic  value. 


For  product  details,  visit 
sybase.com/patriot.      — 
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INFORMATION  LIQUIDITY. 


Sybase 


R.  WHEN     EVERYTHING     WORKS     TOGETHER:" 
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OTHER  COMMENTS 


The  hospitality  of  manners  in  France  is  not 
complemented  by  real  hospitality  of  thought. 

—HENRI  FRfiDERIC  AMIEL 


Integrity  1  est  The  peace  movement  justifiably  questions 
whether  the  Bush  Administration  has  any  staying  power  for 
rebuilding  a  conquered  and  shattered  Iraq.  But  what  kind  of  stay- 
ing power  does  the  peace  movement  have  for  enforcing  U.N.  res- 
olutions while  Saddam  wheels  and  deals  for  year  after  year  after 
year?  It  has  taken  months  of  American  mobilization  in  the  Per- 
sian Gulf  to  persuade  Iraq  to  destroy  even  a  handful  of  missiles. 
The  principled  men  and  women  who  opposed  the  Vietnam 
War  took  their  stand  and  answered  for  all  of  its  implications. 
Whether  their  judgment  was  correct  or  not,  they  never  ducked 
responsibility.  Those  protesters  so  rightly  worried  about  the  toll  of 
war  on  Iraq,  and  so  wrongly  indifferent  to  the  effect  of  assisting  Sad- 
dam's defiance,  remind  me  much  more  of  what  passed  for  a  peace 
movement  before  World  War  II.  The  isolationists,  the  so-called 
America  Firsters,  couldn't  care  less  what  Adolf  Hider  did  and  who 
Hitler  killed,  just  as  long  as  it  was  on  the  other  side  of  the  Atlantic. 
—SAMUEL  G.  FREEDMAN,  associate  dean,  Columbia 
University  Graduate  School  of  Journalism,  USA  Today 

Curing  Health  Care  There's  only  one  cure  for  Amer- 
ica's ailing  health  care  system:  We  must  create  a  reliable  system  of 
medical  justice.  Only  then  can  we  restore  the  trust  essential  to 
making  sensible  health  care  choices.  What's  required  is  not  a  thick 
rule  book,  but  the  key  element  of  any  effective  legal  system:  a  pub- 
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"/  don't  see  this  as  a  rejectici  oj  ail  things  Fr-'nch." 


lie  institution  with  the  authority  to  make  rulings  of  right ; 
wrong.  Who's  in  charge  today?  No  one.  No  judge,  legislature  il 
agency  is  making  deliberate  judgments  of  what  is  reasonable  ca 
and  what  is  not.  No  one  is  making  rulings  of  who  can  sue  | 
what.  No  one  is  balancing  the  needs  of  a  victim  against  the  nee 
of  the  rest  of  society.  No  one  even  acknowledges  the  interest 
the  common  good — that  every  award  to  a  victim  raises  the  co! 
(or  reduces  the  care)  to  sick  people  in  a  comparable  amount. 
—PHILIP  K.  HOWARD,  chair,  Common  Good,  Wall  Street  Joum 

JNO  Substitute  Speech  is  conveniently  located  midw 
between  thought  and  action,  where  it  often  substitutes  for  hot 

—JOHN  ANDREW  HOLM] 


Right  and  Wrong  The  Founding  Fathers  wanted  tl 
term  [for  copyrights]  to  be  14  years,  with  an  additional  14  yei 
if  the  author  were  still  alive.  That  way  we  would  never  end  t 
with  a  system  of  hereditary  privilege,  similar  to  the  print? 
guilds  of  Renaissance  England,  who  tied  up  rights  to  dti 
authors  and  tightly  controlled  what  could  or  could  not  I 
printed  and  who  could  or  could  not  use  literary  material.  1 
America,  land  of  free  ideas  as  well  as  free  people,  this  woul 
never  happen,  they  said.  Well,  it's  happened. 

The  reason  it's  important  is  this:  Publishers  are  in  the  busin( 
of  expanding  capital.  The  writers  who  supply  them  are  in  the  bus 
ness  of  expanding  civilization  itself  Tools  for  expanding  capital  ai 
available  in  many  forms.  Tools  for  expanding  civilization,  on  tl 
other  hand,  are  a  limited  commodity.  They're  resident  in  the  bool 
of  Hemingway  and  Faulkner,  the  movies  of  Disney  and  Capra,  an 
the  songs  of  Kern  and  Berlin.  Give  'em  up.  We  need  'em.  We've  gf 
work  to  do.  It's  not  just  the  right  thing  to  do.  It's  a  right. 

—JOHN  BLOOM,  UPI,  National  Review  Onlii 

Turning  Point  The  Allied  statesmen  who  came  toge« 
in  Paris  in  January  1919  to  make  the  peace  settlement  were  i 
very  different  situation  from  their  predecessors  at  Vienna  I 
1814.  They  were  responsible  to  electorates  still  in  the  grip  of  \ 
fever  whose  passions  and  prejudices  could  not  be  ignored. 
—MICHAEL  HOWARD,  The  First  World  ' 


Material  conditions  in  the  First  World  War  ruled  out  brilliai 
generalship  or  any  quick  route  to  victory  for  two  main  reason 
commanders  were  deprived  of  the  direct  voice  control  of  the 
predecessors  and  of  the  wireless  communications  of  their  su| 
cessors;  and  poor  tactical  means  of  mobility  entailed  that  th  j 
defensive  would  hold  an  advantage  over  the  offensive. 

— BRL\N  BOND,  The  Unquiet  Western  Front 
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ERGER  OF  CAPABILITY  AND  COST.  Unpai-dlieiSHIHIiy      Ul  MUUII  .au.  AUU  lU  lliyi  superior  payload  capabiim 
iffering,  the  new  Legacy  by  Embraer  will  change      and  a  take-off  distance  of  under  6,000  feet.  And  deliver  it 
our  expectations  of  what  a  business  jet  should  be.  Size,      all  with  a  completed  interior  for  only  $20.4  million.  The 
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;e  that  makes  good  business  sense. 
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ibst  and  benefit,  investment  and  return. 
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^^^^Wan  YWARR"       Die  downside:  your  walk  through  the  parking  lot  was  long.  The  upside:  it  gave  you  time  ' 

--^  to  think  about  a  way  to  eliminate  the  high  cost  and  hassles  of  overnight  delivery. 

And  !o  and  behold,  you  found  it:  Canon  imageRUNNER™  technology.  It  lets  you  send  documents  anywhere,  in  any  form,  at  any  time 

over  your  network  or  the  Intcnct.  Instantaneously.  Just  scan  a  document  into  the  imageRUNNER  and  send  it  — to  desktops,  E-m 

addresses,  fax  machines,  dal;ibases  and  file  servers.  All  of  whicl.  results  in  lowered  costs  and  increased  productivity.  So,  take  pride. 

Thanks  to  Canon  know-how.  your  walk  through  the  parking  Ln  is  considerably  shorter.  1-866-25-CANON  www.imagerunner.com      i 
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HAIRMAN 


We  Still  Need  the  President's  Energy  Plan 


FH  THE  HEADLINES  AND  THE  TV  CHATTERERS  DIRECTING 

tually  100%  of  their  time  (and  ours)  to  endless  discussions  of 

probable  war  against  Iraq  and  the  faithlessness  of  some  of 

allies,  there  seems  to  be  no  time  for  consideration  of  Presi- 

it  Bush's  comprehensive  energy  plan.  As  all  energy  problems 

e  international — indeed,  global — aspects,  the  importance  of 

ting  this  plan  enacted  increases  daily. 

We  are  all  familiar  with  the  OPEC  cartel,  which  controls  oil 

duction  in  the  Middle  East,  Venezuela,  Indonesia  and  some 

lean  countries.  In  the  past  OPEC  was  able  to  manipulate  and, 

a  time,  control  oil  prices  worldwide.  Saudi  Arabia,  of  course, 

Tiains  the  world's  largest  oil  exporter  and  has  25%  of  the 

rld's  known  oil  reserves,  a  fact  U.S.  foreign  policy  must 

ays  consider.  But  OPEC  now  has  a  rival.  Russia  has  become 

second-largest  oil  producer  in  the  world.  Its  production  lev- 

;  will  continue  to  rise  as  more  of  its  oil  industry  becomes  pri- 

tized  and,  thus,  more  efficient  and  entrepreneurial. 

It  is  clearly  not  in  America's  best  interests  to  have  Russia 
operate  with  OPEC.  It  was  therefore  gratifying  to  note  that 
issia  increased  its  oil  exports  in  2001,  while  OPEC  cut  its  pro- 
iction  three  times  that  year  in  an  effort  to  raise  world  prices. 
1st  year  a  Harvard  study  concluded:  "If  Russia  continues  to 
iplement  a  pro-market  approach,  it  can  increase  its  share  of 
le  market  and  its  influence  on  market  trends." 

But  why  should  the  U.S.  be  dependent  on  the  vagaries  of 
ireign  oil  production?  With  the  crisis  in  Iraq  and  the  increase 
I  political  tensions  throughout  the  Middle  East,  this  question 
as  become  critical.  The  main  goal  of  President  Bush's  compre- 
ensive  energy  plan  is  to  reduce  or  eliminate  our  reliance  on  fos- 
1  fuels  (coal  and  oil),  which  exist  in  vast  quantities  in  those 
jurltries  not  always  ready,  willing  or  able  to  supply  us.  An  inte- 
ral  part  of  the  President's  plan,  therefore,  is  substantial  funding 
)r  the  research  and  development  of  new  forms  of  energy. 

V^hat  Can  be  Done  at  Home 

iurrendy  the  U.S.  has  a  comfortable  supply  of  electric  power — 
surplus  that  is  leading  energy  companies  to  cancel  some  of 
leir  planned  power-producing  projects.  Indeed,  some  experts 
re  beginning  to  worry  that  the  process  of  fine-tuning  our  pro- 
uction  capacity  may  lead  to  too  many  cancelations.  The 
000-2001  energy  crisis  in  California — largely  caused  by  regula- 
)ry  mismanagement — led  to  soaring  electricity-prices  and  bur- 
ied plans  to  build  or  buy  much  more  capacity.  Now  many  of 
lose  plans  for  building  to  increase  capacity  are  also  being  can- 
ded.  The  President  is  calling  for  a  major  overhaul  of  our  power 


grid  to  ease  the  strain  of  our  ever-increasing  demand  for  elec- 
tricity, to  improve  our  ability  to  deliver  the  needed  energy  and  to 
help  prevent  a  recurrence  of  what  happened  in  California. 

In  addition  to  encouraging  the  development  of  alternative- 
fuel  automobiles,  such  as  clean  hydrogen-powered  and  hybrid 
(gasoline-and-electricity-powered)  cars,  the  President  has  again 
called  for  increasing  U.S.  oil  production.  Sadly,  his  proposal  to 
allow  drilling  in  the  Arctic  National  Wildlife  Refuge  is  still  being 
blocked  by  Democratic  opposition  to  any  drilling  in  wilderness 
areas,  no  matter  how  great  the  national  need.  Only  a  tiny  frac- 
tion of  our  citizens  visit  the  Arctic  areas,  and  by  blocking  this 
drilling  we  are  putting  the  interests  of  those  few  above  the  inter- 
ests of  the  majority.  WTiatever  happened  to  Jeremy  Bentham's 
notion  of  the  greatest  good  for  the  greatest  number? 

The  Administration  is  also  planning  to  rejoin  an  international 
research  project  to  build  an  experimental  fusion  reactor.  Fusion, 
the  process  by  which  the  sun's  energy  is  created,  does  not  gener- 
ate the  radioactive  waste  that  is  a  by-product  of  today's  nuclear 
fission  reactors.  Energy  Secretary  Spencer  Abraham  (see  p.  42) 
has  made  it  clear,  however,  that  the  international  project  will  sup- 
plement— not  replace — U.S.  domestic  fusion-research  efforts. 

A  New  Day 

It  is  to  be  hoped  that  under  its  new  leadership  Congress  will  act  in 
marked  contrast  to  its  decisions  of  2002.  Last  year  the  Democratic 
leadership  produced  a  bill  that  would  have  done  nothing  to 
increase  energy  production  but  would  have  substantially  increased 
governmental  regulation.  The  Democrats  also  wanted  to  require 
oil  refineries  to  use  5  billion  gallons  of  corn-"fed"  ethanol  in  their 
gasoline  each  year  by  201 2.  The  farm  lobbies  were  ecstatic. 

Other  Democratic  provisions  would  have  required  suppliers 
of  electricity  to  generate  10%  of  their  power  from  "renewable 
sources"  (wind,  solar  and  biomass)  by  2020.  This  would  have 
pushed  energy  prices  up — although,  of  course,  the  politically 
correct  authors  of  the  initiative  would  have  exempted  govern- 
ment-owned public  utilities  from  these  requirements,  thus  mak- 
ing these  regulations  meaningless  and  unnecessarily  expensive. 

With  the  Republicans  in  control  of  both  houses  of  Congress 
and  with  nearly  two  years  having  passed  since  President  Bush's 
energy  plan  was  first  submitted,  it  is  time  to  enact  the  entire 
comprehensive  energy  plan  the  President  has  been  uvihi':-,  for  so 
long.  Now,  more  than  ever,  lime  is  of  the  esst .  <  l  ■ . 

Removing  Saddam  Hussein  is  vital,  )f  course.  But  so  is 
assuring  adequate,  reliable,  reasonably  priced  energy  for  our 
reviving  economy.  F 
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his  lui^urious,  only  one  question  remains-sparkling  or  still? 


GITAL  RULES 

licH  Karlgaard,  publisher 


The  Cheap  Decade 


roU  CAN  ANSWER  THE  RIDDLE  BELOW,  YOU'LL  BE  LIGHT- 
irs  ahead  of  the  millions  of  other  poor  suckers  trying  to  nav- 
te  their  way  through  the  turbulent  early  2000s. 

What  do  these  have  in  common:  Google,  Salesforce.com, 
tid  Date,  China,  India,  Wi-Fi  and  (just  to  throw  a  curve)  Max 
hman,  the  17-year-old  Web  designer  I  wrote  about  in  the  last 
ie?  .Answer:  They  are  key  actors  in  what  I  am  calling  the  Cheap 
volution.  CEOs,  listen  up.  If  you  are  on  the  wrong  side  of  this 
olution,  you'd  better  rethink  your  company's  mission.  Quickly. 

Consider: 
Soogle.  This  red-hot  Web  site  search  firm  handles  170  million 
ge  views  a  day  and  has  become  the  fourth-most-visited  Web 
e  in  the  world.  Google  performs  its  Internet  miracle  with  a 
rdware  power  plant  consisting  of  12,000  cheap  servers — basi- 
lly,  mail-order  PCs  without  monitors — that  average  $2,000 
iece.  That's  stunning,  but  the  cost  savings  go  far  deeper.  When 
;erver  breaks,  Google  junks  it,  just  like  an  old  razor  blade,  and 
ps  in  a  replacement.  No  fat  service  contracts.  No  bloated  IT 
-house  "fix-it"  departments.  Google's  cheap  ways  save  90 
nts  on  the  typical  IT  dollar,  according  to  Mike  Nevens,  former 
Md  of  McKinsey's  technology  practice. 
Salesforce.com.  The  promise  of  cheap  Web  services  for  corpo- 
te  enterprises  died  with  the  dot-com  boom,  right?  Look  again. 
Jesforce.com  grew  136%  in  2002  selling  Web  solutions  that 
ake  your  salespeople  more  productive.  Hold  the  phone — 
jesn't  Siebel  Systems  sell  the  same  thing?  Isn't  Siebel  strug- 
ing?  Siebel  is  struggling,  but  that's  because  Siebel's  muJtimil- 
)n-dollar  installations  are  the  equivalent  of  a  $5,000  Savile 
3w  suit.  These  days  CFOs  (who  by  nature  favor  cheap  suits) 
e  saying  no  to  such  spending  levels.  On  the  other  hand  using 
desforce.com  is  like  buying  from  that  Hong  Kong  tailor  holed 
5  at  the  local  Holiday  Inn  who  peddles  three  suits  for  $1,700. 
f  course,  neither  the  suit  nor  the  software  is  the  same  quality, 
it  in  these  times  90%  fianctionality  for  10%  of  cost  might  be  a 
;al  worth  trying. 

"Blind  Date."  With  children  ages  6  and  10,  my  wife  and  I 
:cided  last  year  to  unplug  our  TV  during  weekdays.  On  week- 
ids  we  allow  the  kids  only  approved  DVD  movies.  So  it  is  with 
ime  sense  of  guilt  that  I  admit  to  being  a  closet  fan  of  Blind 
ate — the  raunchy  comedy  on  the  WB  Network  featuring  men 
id  women  on  a  first  date.  Hilarious  are  the  pop-up  cartoon 
ibbles  that  spell  out  what  the  men  and  women  are  really 
linking.  Such  as,  "I'd  rather  clean  catboxes  than  be  with  this 
Neeh,"  or  "It's  11  a.m.  and  she's  had  how  many  gin  fizzes?" 
lows  like  these  are  popular  with  viewers.  They're  extremely 
apular  with  studio  executives,  because  they  can  be  produced 
a  tiny  fraction  of  the  cost  of  Friends  or  24.  Credit  this  TV 


trend  (or  blame  it)  on  technology,  which  has  shrunk  $500,000 
worth  of  film/video  production  equipment  down  to  a  cam- 
corder and  a  PC.  Sure,  the  technical-quality  gap  is  noticeable — 
today.  But  the  quality  gap  will  shrink,  along  with  the  cost  gap,  as 
cheap,  film-quality  digital  schemes  such  as  Foveon's  work  their 
way  into  future  camcorders. 

•  China;  India.  "How  about  those  Mavs!"  says  Roger,  the  perky 
help-desk  guy,  to  my  DaUas  friend  on  the  phone.  My  friend  is 
attempting  to  straighten  out  a  credit  card  problem.  On  the  other 
end  of  the  line  is  Roger,  apparently  an  educated  Brit  who  speaks 
with  a  high-toned  Oxford  accent.  My  Dallas  friend  has  just 
returned  from  England,  so  the  two  get  to  talking.  But  something 
strikes  my  friend  as  odd,  out  of  place.  Why  would  this  educated 
Roger  be  doing  lowly  call-center  work?  So  my  Dallas  friend  asks, 
"Where  are  you,  Roger?"  It  turns  out  Roger  is  calling  from  India, 
and  his  real  name  is  Rogesh.  He  is  working  for  $300  a  month. 
When  Rogesh  completes  his  engineering  degree,  assuming  he 
stays  in  India,  he  can  expect  to  earn  $1,000  a  month.  In  China, 
as  well,  very  sharp  young  men  and  women  aspire  to  making 
$1,000  a  month.  In  go-go  Shanghai  this  feat  requires  an 
advanced  engineering  degree,  but  jobs  for  the  qualified  in  China 
are  plentiful.  Global  companies  such  as  Taiwan's  TSMC,  Amer- 
ica's Cisco  and  National  Semiconductor  and  Germany's  BMW 
are  currently  building  plants  in  China,  hoping  to  tap  this  abun- 
dant, cheap  talent. 

•  Wi-Fi.  France  Telecom  lost  $23  billion  in  2002.  How?  Like 
many  other  European  state-owned  telecoms,  it  had  foolishly 
forked  over  billions  for  3G  wireless  spectrum  a  few  years  ago. 
Whoops.  Now  comes  dirt-cheap  Wi-Fi  and  a  host  of  other  off- 
the-rack  wireless  wonders.  It's  like  the  scruffy  PC  versus  the 
minicomputer  all  over  again. 

•  IMax  Oshman  (a.i(.a.  Fiasii  Kid).  Update:  Max,  partner  Yves  Dar- 
bouze  and  their  global  team  of  ten  Web  designers — average  age 
23,  none  of  whom  has  ever  met  the  others — have  signed  up  a 
new  client:  Stevie  Wonder.  (This  in  addition  to  Bad  Boy  Records 
and  Microsoft.)  Max  and  Yves  are  picking  up  clients  like  crazy. 
They  do  spec  work  for  free  to  quickly  prove  their  worth.  The 
e-gang's  overhead  costs  are  a  few  PCs,  cheap  Macromedia  soft- 
ware and  phone  bUls.  Now,  were  I  a  Madison  Avenue  executive 
competing  with  . . .  a  freaking  high  school  junior! . . .  operating  out 
of  his  parents'  home!  ...  I  think  I  might  head  out  for  a  three- 
martini  lunch  and  never  return. 

What  I've  described  here  are  the  first  few  drops  of  a  storm 
that  will  overtake  more  than  a  few  industries  in  the  next  ten 
years.  Are  you  ready  for  the  Cheap  Decade?  F 


PVlfllP^  I  Visit  Rich  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
^^i^^^i^  I  or  e-mail  him  at  publlsher@forbes.com. 
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Once  upon  a  time. 

there  was  a  company  that  was 

stuck.  Frustrated.  They  were  working 

in  isolation.  Unconnected.  So,  they  bought  an 

Elixir  of  Business  Knowledge.  With  just  one  gulp, 
they'd  get  unstuck.  With  another  sip,  they'd  know  how  to  link 

process  to  process.  Guys  who  were  once  lost  in  the  old  ways,  suddenly  would  laiow 
how  to  streamline  things.  Get  people  and  products  together.  There  was  nothing  they 
couldn't  Icnow.  On  demand.  But,  the  liquid  was  past  its  shelf  life  and  didn't  work. 

AND  THAT'S  WHEN  THEY  CALLED  IBM. 

In  the  on  demand  era,  you  must  know  how  to  connect  every  department  and  person 
in  the  value  chain.  Know  how  to  "sense  and  respond."  These  are  the  areas  where 
IBM  Business  Consulting  Services  is  focusing  its  attention.  They  can  analyze  and 
rebuild  processes  to  unlock  value.  On  budget.  Without  elixir.  Visit  lbm.com/ondemand 


J 
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IBM,  IBM  Business  Consulting  Serviii's,  the  e-business  logo  and  e-business  on  demand  are  either  trademarks  or  registered  trademarks  of 
International  Business  Machinor.  Corporation  in  the  United  Slates  and/or  other  countries,  ©2002  IBM  Corp,  All  rights  reserved. 


(g)  business  on  demand 


MAKERS  A.  BREAKERS 


For  more  financial  stats,  go  to  www.forbes.com/makers. 


The  Midas  of  Black  Gold 


Premcor's  $165 

net  income^  ($mil) 

$90 


CRUDE  PRICES  ARE  RISING,  PUTTING  THE  SQUEEZE  ON  REFINERS. 
So  buy  into  a  refinery  business — if  it's  run  by  Thomas  D. 
O'Malley.  At  the  top  of  the  market  in  February  2001,  veteran 
commodities  trader  O'Malley  made  a  pile  for  himself  and  his  in- 
vestors by  selling  his  last  venture,  Tosco,  to  PhiUips  Petroleum 
(now  Conoco  Phillips)  for  $7  billion.  He  pocketed  $175  million  in 
ConocoPhillips  stock  and  rewarded  public  shareholders 
with  a  19%  annual  return  over  the  decade  while  he  built 
Tosco  into  the  largest  U.S.  refiner  not  attached  to  an  in- 
tegrated oil  company.  When  the  deal  closed  Sept.  14,  re- 
fining margins  were  already  down  and  headed  lower. 
Bad  for  Conoco,  great  for  O'MaOey,  61. 

Barely  four  months  later  he  agreed  to  take  over 
PREMCOR  (25,PC0),  a  struggling  refining  company  that  looks 
a  lot  like  Tosco  did  a  decade  ago.  Brought  in  at  the 
behest  of  Stephen  Schwarzman,  head  of  38%- 
owner  Blackstone  Group,  O'Malley  has 
launched  an  expansion  plan  that  could 
get  a  sizable  boost  if  oil  prices  con- 
tinue to  surge. 

Aren't  higher  crude  prices 
bad  for  refiners?  Not  if  you  run 
the  company  right.  O'Malley 
knows  the  key  to  making  money 
in  commodities  is  keeping  costs 
low  and  eliminating  risk.  In  refin 
ing,  that  means  buying  crude  and 
selling  finished  products  close  enough 
together  in  time  that  you  capture  any     "^^ 
increase  in  raw  material  prices  when  you 
sell.  Maybe  even  pocket  a  little  extra. 


'98 
-$43 


•99 


00      01 


-$69 

'Before  extraordinary  items.  

Sources:  Company  reports;  Multex   _S;| 
via  FactSet  Research  Systems. 


O'Malley  paid  $315  million 
for  a  third  refinery  from  trou- 
bled Williams  Co"^  in  March.  It 
came  onto  Pre!  cor's  books 
just  in  time  for  ti^i  ^'e  in  the 
Middle  East,  which  could  cause 
shortages     and     price 

spikes.  No  problem  for  O'Malley.  "We're  always  ready 
V       pay  the  market,"  he  says.  "And  I  don't  think  ther| 
ever  been  a  situation  where  we  haven't  been  able  to  j 
the  oil."  It  helps  that  his  Port  Arthur,  Tex.  refinery  ll 
a  long-term  supply  agreement  with  Pemex,  the  stal 
owned  Mexican  oil  company,  which  guarantees  a  mil 
imum  profit  margin — and  80%  of  the  crude  need| 
to  run  the  operation. 

About  that  upside  for  investoi] 

Analyst    Jacques    Rousseau,   wil 

Friedman,  Billings,  Ramsey  &  Cl 

in  Arlington,  Va.,  thinks  Prerl 

cor's  earnings  could  surge  pJ 

his  2003  estimate  of  $2.2gJ 

share  if  refining  margid 

rise.    Premcor    earn<| 

$6.70  a  share  before  on  I 

time  charges  in  200| 

Premcor  raised  $82 1  mr| 

lion  in  stock  and  debt  eal 

ier  this  year  to  strengthfl 

balance   sheet   and   mall 


acquisitions. 


-Daniel  Fisht 


Green  Grocer 


Stock  price 

Ml 


THERE'S  ONE  CORNER 
of  the  food  industrv 
that  need  not  worry 
about  those  obesitv 
lawsuits.  WHOLE  FOODS 
MARKET  (51,  WFMI),  a 
health  food  cli.;; 
with  one  unioni/ni 
store  among  143 
outlets,  isn't  losing  its  upper  crust  clien- 
tele during  the  economic 

BB&T's  Andrew  Wolf  sa)  i ! .;:  natural 
and  organic  grocery  industry  us  expanding 
sales  at  an  average  10%  a  year — an^l  'Whole 
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Foods  is  at  the  head  of  that  list.  For  fiscal 
year  2002  (ended  in  September),  sales  rose 
18%  to  $2.7  billion  and  net  income  24% 
to  $84  million.  Whole  Foods  stock  is  as 
pricey  as  its  goods,  at  34  times  trailing  earn- 
ings. The  high  earnings  growth  rate  justifies 
the  multiple.  — Aliya  Stemstein 


Hang  Up 


EVERYONE  IS  WAITING  FOR  A  TELECOM 
turnaround.  Cell  phone  maker  ERICSSON 
(6.  ERICY)  says  it  will  return  to  profitability 
in  2003,  after  two  losing  years.  The 
cdish  company,  whose  stock  has  been 
i  .I'l  red  along  with  those  of  rivals  Nokia 


and  Motorola,  contends  that  selling  se 
vices  will  help  restore  black  ink. 

But  Frank  Maccary,  an  analyst  wit 
CDC  Ixis  Securities,  thinks  Ericssoij 
forecasts  are  too 
optimistic.  The  $9.5 
billion  (market  cap) 
company  has  the 
resources  to  come 
back  eventually.  Yet 
falling  prices,  soft- 
ening sales,  flat 
gross  margins  and 
unfavorable  exchange  rates  are  still  pov 
erful  negatives.  Short  the  stock  an 
cover  at  $4.  — Daniel  Krugt 


1 


Opening  up  new  markets.  Making  new  and  profitable  connections.  Looks  like  you're  on  your  way  with 
FedEx  Express®  International  Services.  With  the  world's  largest  air  cargo  fleet,  you  have  access  to  over 
210  countries.  Good  for  you.  Not  so  good  for  your  competition.  Ready  to  take  on  the  world? 
Don't  worry.  There's  a  FedEx  for  that. 


fedex.com 
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ON  MY  MIND 


By  Spencer  Abraham,  U.S.  Secretary  of  Energy 


Emissions-Free  Politics 

Why  a  Republican  President  wants  to  invest  government  money  in  hydrogen  fuel  cell! 


PRESIDENT  BUSH'S  PROPOSAL  TO  ACCELERATE  THE  RESEARCH 
and  development  of  hydrogen  fuel  cell  vehicles  has  won  lots  of 
praise  but  has  also  attracted  criticism — from  both  ends  of  the 
political  spectrum.  The  knock  from  the  left,  that  we  ignore  near- 
term  issues,  is  the  usual  fare.  Even  though  they  touted  hydrogen 
fuel  cell  technology  for  years,  they  simply  aren't  prepared  to  take 
yes  for  an  answer.  (And  we  didn't 
ignore  immediate  needs — these 
environmentalists  forgot  to  read 
the  part  of  the  Bush  plan  propos- 
ing tax  credits  for  hybrid  cars.) 

Perhaps  the  more  intriguing 
question,  offered  by  conservative 
skeptics,  is  why  a  Republican, 
market-oriented  administration 
would  spend  $1.7  billion  over  the 
next  five  years  to  develop  hydro- 
gen vehicles  and  infrastructure. 
Why  not  let  free  markets,  which 
are  already  investing  in  hydrogen 
technology,  achieve  this  goal 
without  government  involve- 
ment? Private  markets,  after  all, 
have  been  moving  to  lower  car- 
bon energy  sources  for  over  a 
century,  as  evidenced  by  the  shift 
from  wood  to  coal  to  oil  to  nat- 
ural gas.  In  that  context  pure 
hydrogen  is  the  next  logical  step 
in  the  evolution  of  energy. 

While  we  believe  a  hydrogen  energy  future  is  inevitable,  gov- 
ernment should  nevertheless  nudge  markets  toward  that  future 
sooner  than  they  ordinarily  would,  for  several  reasons. 

First,  the  United  States  is  increasingly  dependent  on  foreign 
oil  diat  is,  in  large  part,  controlled  by  a  handful  of  nations  whose 
geopolitical  interests  are  not  always  consistent  with  ours. 

Over  the  long  term  every  $1  increase  in  the  price  of  a  barrel 
of  oU  reduces  GDP  by  roughly  $3  billion.  We  cannot  afford  to 
rely  solely  on  markets  to  safeguard  the  pubHc  interest  in  seeking 
options  to  oil.  It  sjs'ained  oconomic  growth  is  important  to 
society,  then  speeding  iJie  development  of  long-term  alternatives 
to  oil  is  an  appropriate  government  activity. 

Second,  burning  oil  has .-  vironmental  consetiuences.  Pollu- 
tion and  carbon  eniissi.>i,>  .  ent  an  externalii-  — the  econo- 
mist's way  of  saying  thai ;  .a,^  :  j  sending  carbon  ■  » the  atmos- 
phere are  foisting  one  of  Vvcv  costs  of  doing  b.;       ss  onto  the 


"The  government  should  undertake  some  of  the 

higher  risk,  long-term  research,  such  as  esoteric 

hydrogen  production,  that  the  private  sector 

vifould  not  undertake  by  itself." 


rest  of  us.  A  free-market  economist  might  be  inclined  to  rij 
the  imbalance  by  levying  an  energy  or  carbon  tax.  We  reject 
solution.  Just  as  higher  oil  prices  damage  economic  growth 
harm  low-income  Americans,  who  spend  a  disproportionate! 
large  share  of  their  income  on  energy,  a  carbon  tax  would 
both  regressive  and  harmful  to  economic  recovery.  We  have 

rejected  heavy-handed  co: 
mand-and-control  environmeil 
tal  regulations  that  have  marke 
distorting  features  of  their  own. 
Instead  President  Bush  h 
unveiled  a  technology-orientt 
strategy  to  safeguard  the  public 
interest.  He  wants  the  gover 
ment  to  undertake  some  of  tli 
higher  risk,  long-term  researcli 
such  as  esoteric  hydrogen  pro 
duction  and  storage  technologiei 
that  the  private  sector  would  nc 
undertake  by  itself  Moreover,  t^  Jy 
government  will  serve  to  brin 
together  the  various  parties  thi 
must  cooperate  to  set  standard! ' 
that  are  needed  before  consimaei 
will  buy  a  hydrogen  vehicle. 

Government  will  not  bull 
the  infrastructure;  the  private  se(  | 
tor  will.  And  it  will  do  so  becam 
consumers  will  be  demandinf" 
fuel  cell  vehicles  competitive  i 
performance,  safety  and  styling  with  conventional  vehicle;: 
Because  fleets  turn  over  slowly,  the  existing  gasoUne  infrastruc 
ture  will  remain  in  place  for  a  long  time,  allowing  for  investmec 
transition  and  an  orderly  turnover  of  capital  stock.  | 

We  are  mindful  that  government  has  dabbled  in  this  aren 
before,  with  only  mixed  success.  The  Clinton-Gore  Adminis 
tration's  program  lost  its  way  as  a  consequence  of  its  myopi 
focus  on  building  cars  that  Washington  wanted  consumers  ti 
drive,  rather  than  cars  that  consumers  wanted  to  buy.  Our  Hy 
drogen  Fuel  Initiative  is  focused  on  technology  development 
not  on  building  cars.  Thus  the  pitfalls  of  the  earlier  effort  cai 
be  prevented. 

Markets,  operating  alone,  might  eventually  deliver  a  fiiture  o 
near-zero  emissions  and  free  of  foreign  oil.  But  to  capture  the  pub 
lie  benefits  of  greater  energy  independence  and  cleaner  air  soone 
rather  than  later,  we  will  pursue  the  President's  vision.  I 
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American  Persistence 


)ur  process  is  consistent  and  repeatable.  teams  to  find  the  undervalued  opportunities  in  the 


f  only  your  swing  were  that  way. 


marketplace.  The  results  speak  for  themselves.  If 


kfter  30  years  of  managing  fixed-income  investments,  only  there 


ur  method  for  analyzing  bonds  is  dialed  in.  Consistent  were  a  tour 


nd  repeatable,  it's  a  rigorous  screening  process  for   bond 


hat  is  designed  to  allow  our  portfolio-management  investing. 


Overall  Morningstar 

Ratings™ 

Ginnie  Mae 

•  ••• 

Inflation-Adjusted  Bond 

•  •••• 

Tax-Free  Bond 

•  ••• 

>vemU  Momingstar  Ratings'  as  of  12/31/02.  Ginnie  Mae  and  Inflation-Adjusted  Bond  funds  rated  for  the  overall  period  among  265  Intermediate  Government  bond 

mis.  Tia-Free  Bond  fund  rated  for  the  overall  period  among  135  Muni  National  Intern  bond  funds.  Past  performance  is  no  guarantee  of  future  results. 

reestment  retijms  and  principal  values  may  fluctuate  and  redemption  value  may  be  more  or  less  tluin '.  -iginal  cost. 

w  the  most  current  performance  information,  please  call  us  or  visit  our  Web  site. 

yr  each  fund  wtth  at  least  a  3-year  history,  Monungstar  calculates  a  Monimgstar  Rating"  based  on  a  Momingstar  Risk-Adjusted  Rehim  measure  that  accounts  for 

iriation  in  a  fund's  monthly  performance  (including  the  effects  of  sales  charges,  loads  and  redemption  fees),  placing  more  emphasis  on  downward  variations  and 

■wardmg  consistent  performance  The  top  10%  of  funds  m  each  category  recpve  5  stars,  tlie  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5% 

■cerve  2  stars  and  the  bottom  10%  receive  1  star  (Each  sliare  class  is  counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately,  which  uuiy  cause  slight  variations 

I  the  distiihution  percentages.)  The  Overall  Mormngstar  Rating  for  a  fund  is  derived  from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-  and 

l-year  (if  applicable)  Momingstar  Rating  metises.  Viefiinds  Irnd  tlie  following  ratings  for  tlie  3-,  5- and  10-year  periods,  respectively  Ginnie  Mae  3, 3, 4  out  of  265, 232, 

36  Intermediate  Government  bond  funds.  Inflation-Adjusted  Bond  5, 5,  NA  out  of  265,  232,  NA  Intermediate  Government  bond  funds.  Tax-Free  Boivi  4.  5, 3  out  of  135, 

19, 44  Muni  National  Interm  bond  funds.  Mommgstar  Rating  is  for  the  investo/share  class  only:  otiier  classes  may  Iwve  different  performance  characteristics. 

lease  call  1-877- 44 -AMC EN  or  visit  vnvw.americancenhiry.com  to  obtain  a  prospectus  with  more  complete  information,  including  charges,  expenses  and 

linimums.  Be  sure  to  read  it  carefully  before  you  invest  or  send  money. 

mencan  Century  Investment  Services,  Inc.  ©  2002  AmeriLan  Century  Services  Corporation 
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I  AM  A  POLICE 
OFFICER. 

I  HAVE  X-RAY  VISION.  I  HAVE  THE  POWER  TO  SEE  A  BANK 
ROBBERY  FROM  ACROSS  TOWN.  I  HAVE  THE  POWER  TO  SEE  ^\ 
HOW  MANY  PEOPLE  ARE  ROBBING  THE  BANK.  I  EVEN  HAVE  Th  IE 
POWER  TO  SEE  WHICH  ONE  IS  WEARING  THE  SKI  MASK.  I  AM  'r 

Bl 


MORETHAN  A  POLICE  OFFICER. 


' 


IS 


AM  A 
lETWORK. 


i/l  THE  X-RAY  GLASSES.  I  AM  A  WIRELESS  NETWORK. 
WE  THE  POWER  TO  SEND  VIDEO  AND  DATA  WITHOUT 
E  USE  OF  WIRES.  I  HAVE  THE  POWER  TO  LINK  A  BANK'S 
RVEILLANCE  CAMERATO  A  SQUAD  CAR  EN  ROUTE  TO  A 
BBERY.  I  HAVE  THE  POWER  TO  SHOW  COPS  WHAT  THEY'RE 
AGAINST  I  AM  HERETO  PROTECT  AND  SERVE.  I  AM  MORE 
AN  A  NETWORK. 


Cisco  Systems 


THIS  IS  THE  POWER  OF  THE  NETWORK.  HOW. 

cisco.com/powernow 
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FOLLOW-THROUGH 


FEBRUARY  5,  2001 


Drug  Pressure 


W 


[HEN  WE  LAST  CHECKED  IN  ON  NOVAR- 
tis  Chief  Executive  Daniel  Vasella,  he 
was  attempting  to  turn  around  the 
struggling  Swiss  drug  firm.  His  moves  have 
largely  paid  off,  and  Novartis  is  racking  up 
double-digit  sales  gains,  thanks  to  its  hot-sell- 
ing blood  pressure  drug,  Diovan,  and  the 
breakthrough  leukemia  treatment,  Gleevec. 
But  Novartis,  with  $20.9  billion  in  annual 
sales,  is  still  smaller  than  Pfizer  and  Glaxo- 
SmithKline.  So  Vasella  has  set  his  sights  on  a 
future  merger  with  Roche  Holding,  whose 
headquarters  are  just  a  couple  miles  down 
the  road  from  Novartis  in  Basel. 

Roche  says  a  merger  makes  no  sense  now, 
but  Vasella  is  tightening  the  screws.  Novartis 
revealed  in  January  that  it  had  raised  its  stake  in  Roche 
from  20%  of  the  voting  shares  to  32.7%.  At  33%,  Swiss  law  would  compel  it  to 
make  an  offer  for  the  rest  of  Roche.  VaseUa  says  he's  patient  and  a  deal  might 
not  happen  for  years,  if  ever.  But  in  the  meantime,  Novartis'  holding  will  make 
it  very  difficult  for  Roche  to  find  a  suitor  elsewhere.  — Robert  Langreth 

MAY  29,  2000 


Impath's  Impasse 


IMPATH  HAS  BEEN  AILING  SINCE  OUR  FAVORABLE  STORY  ABOUT  THE  NEW  YORK 
cancer-testing  lab.  Last  month  Anu  Saad,  who  seemed  like  a  promising  leader 
when  our  story  ran,  resigned  suddenly  after  ten  years  as  chief  executive  officer. 
She  owes  the  company  $250,000  in  expense  reimbursements.  This  after  the 
$226  million  (revenues)  company  lost  its  chief  financial  officer  last  spring. 
Impath's  biggest  problem:  the  long  time  it  takes  to  collect  on  bills — 1 18  days  in 
the  fourth  quarter,  compared  with  the  standard  60  days  for  the  industry.  The 
company  has  few  prearranged  payment  agreements  with  national  insurance 
companies,  and  it's  had  trouble  collecting  for  its  pricey  tests.  In  late  February 
Impath  took  a  $9.9  million  charge  for  bad  debts.  New  Chief  Carter  Eckert  says 
shortening  collection  time  is  a  top  priority.  Impath's  stock  has  fallen  from  $27 
when  our  story  ran  to  $14.  — Emily  Lambert 

SEPTEMBER  2,  2002 

Texas  Hold  'Em 

THERE  WAS  ALWAYS  SOMETHING  FISHY  ABOUT  THE  $775,000  HOUSE  FORMER 
Texas  attorney  general  Daniel  Morales  bought  soon  after  using  a  quintet  of 
politically  connected  pu^otiff  law)'ers  to  negotiate  a  517  billion  settlement  with 
the  tobacco  industry.  Anti  then  there  were  the  strenuous  efforts  those  lawyers 
made  to  squelch  any  civil  investigation  into  how  the/  got  their  $3.3  billion  fee. 
Now  the  cops  are  moving  in:  Morales  was  indicted  Mar.  6  by  the  U.S.  Attorney's 
Office  for,  among  other  things,  using  campaign  funds  to  help  pay  for  his  house 
and  fraudulently  backdating  a  >.  ontracl  with  one  of  his  lawyer  friends.  The  state 
is  still  investigating  those  hiHuir,  dollar  fees.  Daniel  Fisher 


Flashbacks 


85  YEARS  AGO  IN  FORBES/FEBRUARY  16.  19 

Money  Honeys  The  bars  to  wom 

have  been  lowered— first  In  the  West,  where  thi 
are  many  women  bank  presidents  and  vice  pre 
dents,  and  now  in  our  more  conservative  east( 
states.  But  if  we  are  to  have  women  in  our  bani 
let  them  be  women,  not  "near  men."  May  th 
bring  to  their  dally  toil  something  of  gentlem 
and  goodness  and  womanly  strength  that  shi 
make  the  business  of  life  better  for  their  presei 


15  YEARS  AGO  IN  FORBES/JULY  25,  1988 

When  Fiat  Fought  Back 


1 


Demoni 
strafing  that  no  good  industrial  turnaround  sh^ 
go  unpunished,  some  of  Italy's  politicians 
fussing  over  the  Agnelli  family's  $3.8  billion  fo 
tune,  Italy's  largest.  Onll 
ten  years  ago  Fiat,  chairel 
by  Giovanni  Agnelli,  wa| 
in  crisis.  Agnelli  broug 
in    top-notch    manag 
^k  "^^^^^  ment,  including  the  tou^ 

^^|k  ^^^^^  Cesare     Romaiti,     whij 

mH^  ^^^k  invested  heavily  amjl 
stunned  Italy  by  taking  oi 
the  Communist-dominated  unions  and  laying  of 
23,000  workers.  Toughness  worked.  Last  yea 
Fiat,  founded  by  Agnelli's  grandfather  and  stil 
40%  owned  by  the  family,  had  operating  inconn 
of  $2.6  billion  on  revenues  of  $30  billion. 

Giovanni  Agnelli  died  of  prostate  cancer  earlii 
ttiis  year  at  the  age  of  81. 


J 


10  YEARS  AGO  IN  FORBES/AUGUST  2,  1993 

11  aC|  S  Ull  The  recent  talks  between  Iraq  ai 
the  United  Nations  that  would  allow  Iraq  to  expor 
crude  worth  $1.6  billion  (supposedly  to  be  used  11 
pay  for  medical  supplies  and  food)  have  been  si 
pended.  The  reason:  Saddam's  refusal  to  all 
U.N.  inspections  of  two  missile  sites.  But  one 
Iraq  will  resume  exporting  oil.  Just  500,000  h 
rels  a  day  of  Iraqi  crude— or  well  under  1%  of  woi 
demand  of  675  million  bbl./day— is  involved  in  tl 
U.N.  talks.  But  some  London-based  oil  analyst?  | 
say  oil  prices  (recently  around  $19  a  barrel  foi 
Brent  crude  and  $18  for  West  Texas  intermediate] 
could  tumble  to  maybe  $15  a  barrel  if  Iraq  can  per 
suade  the  U.N.  to  allow  it  to  export  this  oil. 

Oil,  recently  near  $38  a  barrel,  is  at  its  highes 
level  in  over  two  years. 
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)ME  ARE   INSPIRED   BY  THE   SHEER  MAGNITUDE   OF   IT  ALL 
HE  VIEW   OUT  THE   WINDOW  AIN'T  TOO   SHABBY   EITHER. 


Disci)\cr  a  comtortahle,  wide-open  space  before  you  ever  goanywhere.  Up  front,  there  are  available  heated,  adjustable 
seats  with  Custom  Leather  seatiiCg  surfaces.,  Atid^if  you  select  the  a\'ailable  second-row  bucket  seats,  you  get  easy  access 


I  ample  third-row  seating.  Fromfhe  family  of  GhevylrlK&s:  The  most  dependable,  longest-lasting  trucks  on  the  road 


Call  SOC-950-2438  or  \Wit  chev^gtm 
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United  We 

Jamie  Dimon  and  his  Bank  One  have 
enjoyed  a  long  honeymoon  with  Wall  Street. 
The  bankruptcy  of  an  airline  could  end  it. 

BY  BERNARD  CONDON 

VEN  IN  THE  DICIEST  MOMENTS  OF  JAMIE  DIMON'S 
long  turnaround  of  Chicago's  Bank  One,  he  never 
lost  what  Wall  Street  calls  the  "Jamie  premium." 
Investors  have  been  v^illing  to  pay  10%  to  40% 
more  for  a  dollar  of  earnings  from  this  star  than  for 
a  dollar  earned  by  the  average  banker.  He  took  over 
Bank  One  three  years  ago  with  great  fanfare  after 
splitting  with  Citigroup's  Sandy  Weill.  But  now  that  Dimon,  47, 
is  done  with  the  tough  repairs  at  the  giant  lender  and  could  use 
that  premium  to  buy  another  bank,  it  may  be  slipping  from  his 
grasp.  Pin  the  blame  on  bankrupt  United  Airlines. 

Bank  One's  credit  card  business  accounts  for  a  third  of  its 
$3.3  billion  earnings  (by  comparison  Citigroup's  card  business 
is  20%).  An  undisclosed — but  big — portion  of  Bank  One's  card 
business  comes  from  the  United  Mileage  Plus  card,  which  gives 
consumers  a  mile  of  credit  for  every  dollar  purchase.  The  ques- 
tion on  everyone's  lips:  With  United  in  Chapter  1 1,  and  possibly 
headed  into  liquidation,  will  cardholders  pull  back  from  spend- 
ing for  fear  they'll  never  get  their  miles? 

Dimon  says  he  has  seen  no  "dramatic  change"  in  spending 
by  Mileage  Plus  customers  so  far.  That  hasn't  stopped  Howard 
Mason  of  Sanford  C.  Bernstein  &  Co.  from  coming  up  with  his 
own  estimates.  He  predicts  Dimon  will  miss  the  consensus  $3.07 
per-share  earnings  target  this  year  by  6  cents,  thanks  to  nervous 
cardholders.  Should  the  airline  liquidate,  the  bank  could  lose  an 
incremental  20  cents  in  per-share  earnings  annually. 

Dimon  is  worried.  When  United  filed  Chapter  1 1  in  Decem- 
ber, he  extended  a  $600  million  loan  to  the  airline,  the  first  time 
the  $277  billion  (assets)  Bank  One  had  lent  to  a  big  bankrupt 
company.  He  recendy  offered  double  miles  to  some  cardholders 
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,  wajt'ed  the  S60  annual  fee  for  others. 
Bv  all  rights,  Dimon  should  have  the  wind  at  his  back  this  year 
V  that  he's  done  with  the  dirty  work  of  writing  off,  selling  off 
1  laying  oflf.  But  it's  not  turning  out  that  way.  Bank  of  America 
announced  plans  to  open  50  branches  in  Chicago  over  the 
rt  three  years;  several  other  rivals,  including  Wells  Fargo,  Wash- 
ton  Mutual  and  Fifth  Third,  are  entering  the  market,  too.  "If 
y  want  to  come  in,  bring  them  on,"  Dimon  retorts. 
Credit  card  competition  is  also  heating  up.  To  escape  a  regu- 
latory crackdown,  issuers  to  risky  subprime  cus- 
tomers, or  to  those  with  damaged  credit,  are  gravi- 
tating instead  to  the  prime  customers  that  Bank  One 
courts.  Dimon  is  fighting  the  newcomers  with  cosdy 
offers — like  a  zero-interest  teaser  for  the  first  year 
and  a  7.9%  rate  after  that.  Not  surprisingly,  his  card's 
net  interest  margin  fell  a  percentage  point,  to  8.7%, 
in  the  past  year. 

All  of  that  has  taken  its  toll  on  Dimon's  stature. 
"The  glow  has  begun  to  wear  off,"  says  Nancy  Bush 
of  NAB  Research. 

Bank  One,  with  $17  billion  in  net  revenue  (rev- 
enue minus  interest  expense),  can  only  grow  dra- 
matically by  buying  another  bank — preferably  one 
with  lower-valued  shares  so  the  deal  won't  be  dilutive. 
A  year  ago  Bank  One  stock  was  valued  at  14  times 
estimated  earnings  versus  10  to  12  for  possible  tar- 
gets like  KeyCorp,  National  City  and  SunTrust.  Bank 
One's  forward  multiple  has  since  fallen  to  1 2,  while  its 
rivals  have  held  their  ground.  Any  more  trouble  out 
of  United  and  you  can  kiss  that  premium  good-bye. 
If  United  liquidates,  Dimon  says,  he  has  a  "con- 
tingency plan"  to  try  to  lure  Mileage  Plus  customers 
to  the  bank's  other  credit  cards.  That  won't  be  easy 
because  of  competitor  cards. 

Dimon  could  lessen  the  blow  from  a  cardjiolder 
pullback  by  buying  in  Bank  One  stock  with  his  $5 
billion  or  so  of  excess  capital.  And  if  the  economy 
picks  up  a  bit  later,  profits  could  get  a  dispropor- 
tionate lift  because  he  won't  have  to  add  to 
reserves — they're  already  at  an  impressive  3.2%  of 

total  loans  versus  1.9% 
Lin6S      for  the  average  bank. 

Dimon  won't  let  the 
multiple  slip  without 
fighting.  If  he  learned 
anything  from  the  wily 
Weill,  it's  the  importance 
of  keeping  a  stock  pre- 
mium to  buy.  And  don't 
forget  that  Dimon  put 
$57  million  of  h  own 
money  into  th  ■  bank 
when  he  took  over.  A 
couple  of  points  on  a  P/E 
ratio  are  acutely  felt.     F 


Worry 


Bank  One  can  still  use  its  "Jamie 
premium"  to  buy— but  it  better  hurry. 

15   P/Eratioi  


'Consensus  estimates  of  current-year  earnings. 

^AmSoulh:  Bank  of  America;  Charter  One  Finan- 

c  clal:  KeyCorp;  National  City;  SunTrust;  Wachovia. 


The  War  Dividend 

How  to  recoup  the  cost  of  an  Iraqi  war. 

BY  LYNN  J.  COOK 

linancing  an  invasion  of  Iraq  would  cause  an  already  hob- 
bling economy  to  fall  on  its  face,  right?  Maybe  not.  Con- 
sider the  war  as  a  hostile  takeover  with  an  upside,  where 
you  eventually  recoup  the  costs— $50  billion  or  so,  not  including 
reconstruction— in  lower,  more  stable  oil  prices  that  result  from 
toppling  Saddam,  lifting  sanctions  and  raising  production. 

Yes,  Saddam  could  still  wreak  havoc,  igniting  his  oilfields  and 
sending  missiles  into  Kuwait  and  Saudi  Arabia,  disrupting  oil  sup- 
plies and  shocking  prices  into 
„„S3s;rre,)  '      the  $80-per-barrel  range,  it 

]i       I  could  take  a  while  to  get  Iraq's 

_  -I pipelines  up  and  running 

I j— Recession     ^^^.^   Imagine  what  that 

would  do  to  the  economy, 

/■•         After  all,  every  10%  increase 
in  the  price  of  oil  shaves  0.1% 

II  off  the  U.S.  GDP,  estimates  the 
Department  of  Energy— $10 

70  75  BO  '85  90  '95  '00  '05E       billion  give  or  take. 

mgmmmmiitt0-      The  good  news  is  that 

so  true:  Every  (0%  drop  in  prices  adds  0.1%  to 

,. .  .nd  the  sooner  the  Iraqis  start  pumping,  the  faster 
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Source:  Sanford  C.  Bernstein  &  Co. 


the  re  ^^^ 

the  ect^^wid  the  sooner  the  Iraqis  start  pumping,  the  faster 
the  plunge  in  per-barrel  prices.  A  quick  war  that  ends  with  a  new 
oil  minister  in  place  by  the  end  of  the  year  would  bump  up  Iraq's 
production  to  4  million  barrels  per  day  by  2006  from  a  current  2 
million,  collapsing  prices  into  the  low  teens. 
That's  according  to  Vera  De  Ladoucette,  Se-  ,- 

nior  Director  of  Middle  East  Research  at  Cam-  ';| 

bridge  Energy  Research  Associates  in  Mass-  ij 

achusetts.  In  this  optimistic  scenario,  another  Ij 

1%-about  $100  billion-would  be  added  to 
the  GDP,  wiping  out  the  war  debt.  Eve 
stabilization  took  until  year-end  2004, 
says,  Iraq  could  begin  seeing  foreign  im 
ment  by  2006,  putting  prices  in  the  low ; 
Of  course,  the  risk  of  unpleasant^ 
prises  remains;  lots  of  collateral  dama( 
infrastructure,  terrorism  and  so  on.  In; 
case,  Iraq  wouldn't  get  to  4  million  barrf 
day  until  2010.  That  would  keep  the  wi 
mired  in  oil  prices  in  the  low-30s,  ( 
pressing  economic  growth  fpx,i,l9J 
while. 


4/00    1/01 


1/02 


\      \ 

1/03  3/03 


FORBES*   March  31,  2003      49 


QUTFRONT 

Missing 
In  Action 

Governments  have  trained 
hundreds  of  thousands  of 
weapons  scientists.  And 
nobody  knows  where  they  are. 

BY  GHANA  R.  SCHOENBERGER 
AND  EMILY  LAMBERT 

THE  SOVIET  UNION  TRAINED  100,000 
weapons  scientists  before  the  Cold 
War's  end.  No  one  knows  exactly 
where  they  all  are.  Toss  in  the  two 
dozen  other  nations  with  active  or 
dormant  nuclear,  chemical  and  bio-  \^ 
logical  weapons  programs,  and  you 
have  a  scary  game  of  "Where  Are 
They  Now?" 

It  only  takes  a  handful  of  white  coats 
to  set  up  a  bomb  factory  or  disease  lab. 
"For  a  few  bucks  and  with  a  few  people 
who  know  what  they're  doing,  [a  state] 
can  really  raise  havoc,"  says  Edward 
Badolato,  an  international  security  expert 
with  the  Shaw  Group.  These  countries 
have  created  the  biggest  threats: 

RUSSIA  Most  of  the  world's  weapons 
scientists  speak  some  Russian,  as  the  Sovi- 
ets had  by  far  the  biggest  program.  After 
the  Cold  War  many  retired;  others  went 
off  to  grow  potatoes.  Hundreds  emi- 
grated, mainly  to  the  U.S.,  Western 
Europe,  and  Israel. 

The  FSB,  a  descendant  of  the  KGB, 
claims  to  monitor  the  former  scientists,  but 
Russia  hands  are  skeptical.  Several  global 
programs,  funded  mainly  by  the  U.S., 
employ  Russian,  Ukrainian,  and  Kazakh 
J       scientists.  The 


\ 


SOUTH  /* 
AFRICA 


were  steered  toward  other 
jobs,  at  universities  or  as  re- 
tail clerks.  The  government 
tries  to  track  the  nuke 
experts,  but  it  can't 
snoop  too  closely  in  a  democracy.  Sev- 
eral dozen  went  mercenary,  hiring 
themselves  out  to  Libya  to  help  build 
bioweapons  factories. 


PAKISTAN  Two  top  officials  in  the  Pak- 
istani program  recently  were  detained  on 
suspicion  of  passing  nuclear  secrets  to  al 
Qaeda.  Pakistani  scientists  are  thought  to 
have  helped  Iran  get  its  nuclear  program 
started  by  building  a  gas  centrifuge  in  the 
1990s,  as  well  as  aiding  North  Korea.  One 
sales  brochure  recently  turned  up  adver- 
,  tising  the  services  of  the 

main  Pakistani  centrifuge 
site  for  equipment  sales  and 
"consulting." 


that  Israel  bombed  in  1981,  as  well 
German  and  British  firms.  Saddam  p'rol 
ably  employs  a  smaO  handful  of  Russian 
scientists.  They're  most  likely 
middle  managers;  if  Saddami 
had  a  top  guy,  he  would  haveai 
•  bomb  by  now. 

CHINA  Tens  of  thousands  of  scientij 

work  on  all  areas  of  weapons  develo] 

ment,  though  some  work  was  suppose 

to  be  cut  back  after  a  1972  biowarfi 

agreement,  which 

China  signed  in 

1984.  It  is  alleged  ,      ' 

to  be  producing  V  f,^^^^^ 

viruses    at    Lop    V^ 

Nor   in   Central      ^*"** 

Asia.  NllMI^C' 


.      PAKISTAN 


7 


NORTH  KOREA  Russia  and  China 
helped  build  North  Korea's  weapons 
program  in  the  1970s  and  1980s.  In  addi- 
tion to  3,000  native  scientists,  the  coun- 
try may  have  2  to  4  Russians  on  retainer 
to  work  on  its  nukes,  of 

....  ,  NORTH       I 

which  It  may  have  one  or      korea  i  ' 

two  small  exemplars.  W        " 

IRAQ  Some  600  bioweaponeers  on  staff. 
Saddam  has  long  ties  to  French  nuclear 
scientists,  some  of  whom  built  the  reactor 


I 


U.S.  The  U.S.  tries  harder  to  track  i 
scientists.  Since  last  year  the  1,000  lal 
working  with  weapons-potential  gern 
have  had  to  register  with  the  Centers  fi 
Disease  Control  or  other  agencies,  an 
every  scientist  who  wants  to  work  on 
bugs  must  get  an  okay  from  the  Dep; 
ment  of  Justice,  which  vets  researchei 
against  intelligence  databases.  Perha] 
100,000  scientists  work  for  the  Pentag( 
developing  weapons  of  mass  destruction! 
Anyone  with  a  nuclear  weapons  security 
clearance  must  file  paperwork  annual!; 
and  alert  the  government  about  all  foi 
eign  travel. 


.^ 


r 


RUSSIA 


% 


N^ 


'V«H^ 


«^ll  !••••' 


U.S.  will  spend 
$39  million 
this  year  on  a 
program  for 
6,000  of  them. 


SOUTH  AFRICA  Dismantled  its  nuclear, 
chemical  and  biological  weapons  pro- 
grams in  1989.  The  1,000  or  so  scientists 


Reality  Show 

WATCH  SADDAM  DUCK  AND  COVER.  THE  SAME 
high-resolution  satellites  that  sell  ground  im- 
ages of  Iraq  to  news  networks  are  now  avail- 
able on  the  Web.  All  it  takes  is  a  PC,  a  broad- 
band link  and  EarthViewer  3-D  software  from 
a  privately  held  company  called  Keyhole.  A 
$79  annual  subscription  earns  you  continu- 
ally updated  shots  from  private  satellites 
hundreds  of  miles  above  the  Earth.  The  im- 
ages are  delayed  a  day  or  two,  so  you  can't 
spot  Hussein's  henchmen  dashing  between 
bunkers,  but  you  might  see  the  effects  of 
shelling  on  his  palaces,  like  Al-Sijood  (left), 
located  on  the  banks  of  the  Tigris  in  central 
Baghdad.  Hey,  it  beats  Survivor.       —C.R.S. 
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Tale  of  Two  Citis 

Relying  on  stock  research  from  Citigroup's 
Salomon  Smith  Barney?  Citigroup's  money 
managers  aren't,  by  michael  maiello 

IF  YOU  WERE  A  RETAIL  CLIENT  OF  CITIGROUP'S  SALOMON 
Smith  Barney  in  2000  your  broker  probably  recommended 
buying  Enron.  The  firm  hsted  Enron  as  one  of  "Ten-plus 
Exceptional  Names"  then,  and  Salomon  analyst  Raymond  C. 
Niles  rated  the  stock  a  "buy"  from  April  2000  to  October  of 
2001— as  the  stock  fell  78%  to  $16. 

But  if  your  money  was  invested  at  another  unit  of  Citi,  its 
high-net-worth  Citigroup  Asset  Management  division,  you  were 
spared  the  Enron  pep  talk.  The  equity  analysts  who  work  at  that 
division  chose  not  even  to  cover  Enron,  deeming  the  company's 
structure  too  convoluted  to  generate  reasonable  forecasts. 

Like  some  other  Wall  Street  houses,  Citi  employs  two  groups 
of  analysts,  and  the  result  is  often  conflicting  advice.  For 
Salomon's  retail  brokerage  customers,  350  analysts  churn  out 
reports.  For  wealthy  investors  at  the  $480  billion  Citigroup  Asset 
Management  division,  headquartered  in  Stamford,  Conn.,  230 
analysts  rate  stocks  on  a  l-to-5  scale.  This  research  is  not  avail- 
able to  hoi  poUoi. 

Since  the  Asset  Management  research  is  not  in  any  public 
database,  it's  hard  to  be  sure  how  good  it  is.  But  if  you  want  to 
take  Citi's  word  for  it,  the  stocks  ranked  "1"  have  averaged  a 
return  of  6%  a  year  since  April  1999,  trouncing  the  -14%  return 
in  the  S&P  500.  The  Stamford  money  managers  are  clearly  free  to 
disregard  what  their  colleagues  at  Smith  Barney  are  saying.  The 
Lionshares  database,  maintained  by  FactSet  Research  Systems, 
shows  that  Citigroup's  mutual  fund  managers  reduced  their 


position  in  Staples  in  the  December  quarter  while  Salomoi 
Smith  Barney  touted  it  as  one  of  its  top  15  stocks  to  holt! 
through  this  summer.  They  chopped  their  stake  in  Exelon  b; 
39%,  even  as  Smith  Barney  had  an  "outperform"  rating  on  thd 
company. 

In  a  written  statement  to  FORBES,  Citigroup  notes:  "It  is  the 
healthy  organization  that  encourages  intellectual  debate  anqB 
allows  for  both  shared  and  dissenting  opinions."  If  you  car 
afford  it,  get  both  opinions.  To  open  a  private  banking  accoun 
you'll  need  $5  million  in  investable  assets.  ¥ 
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Gentlemen,  Start  Your  Feet 

The  latest  trend  in  shoe  design:  ready-to-drive  sneakers. 

BY  DIRK  SMILLIE 


Function  follows  form: 

ANDl  sneaker 

evokes  H2's  grille. 


Shoe  designers  have  long  looked  to 
architecture  and  nature  for  design 
ideas.  Now  they  are  getting  inspiration 
from  a  more  unorthodox  source:  Detroit. 

This  year  as  many  as  20  new  sneakers  will 
sport  automotivelike  touches.  Nike's  Air  Zoom 

52      FORBES"   March  31,  2003 


Ultraflight  ($125)  has  a  thermo-formed  plastic 
outer  shell  modeled  after  the  engine  deck  on 
the  Ferrari  Modena.  Coming  later  this  year:  An 
ANDl  sneaker  ($65)  with  a  wide-soled,  low-to- 
the-ground  design  inspired  by  General  Motors' 
macho  H2.  Meanwhile,  its  Rise  Mid  ($80)  will 


come  coated  in  metallic  auto  paint.  Such 
touches  are  supposed  to  turn  sneakers  into 
"aspirational  objects,"  says  Air  Jordan's  Tate 
Kuerbis,  among  the  shoe  designers  cruising 
the  annual  Auto  Show  in  Detroit  for  ideas. 

But  will  youngsters  who  covet  a  Ferrari  be 
satisfied  with  a  pair  of  sneakers?  Kobetwo,  the 
bullet-nosed  shoe  codesigned  by  Audi  and 
Adidas  for  Los  Angeles  Lakers'  Kobe  Bryant  in 
2001,  was  a  fiasco— perhaps  because  it  looked 
more  like  a  toaster  than  a  roadster. 

Sneakermakers  and  NBA  stars  aren't 
discouraged.  Nike's  Air  Jordan  XVlll  ($175) 
comes  with  side  air  flaps  reminiscent  of  a 
Lamborghini's  air  intakes.  Dada  Footwear's 
Sprezneezie  ($110),  made  for  the  New  York 
Knicks'  Latrell  Sprewell,  will  be  fitted  with  a 
spinning  chrome  wheel.  What  we're  sure  you 
won't  see:  a  sneaker  that  looks  like  a  Taurus.  F 
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Crass  Actions 

Chrysler  bites  back  at  trial  lawyers. 

BY  JOANN  MULLER 


IN  JUNE  2000  A  JUDGE  FOUND  THAT 
three  Texas  lawyers  (or  someone  they 
hired)  had  tampered  with  evidence  in  a 
$2  biUion  suit  blaming  Chrysler  for  a 
deadly  car  crash.  The  judge  slapped  the  San 
Antonio  lawyers  with  nearly  $1  million  in 
sanctions — one  of  the  largest  such  penalties 
in  memory.  Last  August  an  appellate  court 
called  the  lawyers'  conduct  "an  egregious 
example  of  the  worst  kind  of  abuse  of  the 


sel.  Now  he's  about  to  file  a  civil  lawsuit  ac- 
cusing the  three  attorneys  of  fraud. 

Chrysler  is  on  a  crusade  against  trial 
lawyers  it  thinks  have  exploited  the  legal 
system.  In  recent  years  it  has  turned  the  ta- 
bles and  sued  two  class-action  law  firms  for 
making  baseless  claims  against  the  au- 
tomaker. In  one  suit,  Chrysler  won  an 
$850,000  judgment  against  two  St.  Louis 
lawyers  who  had  illegally  taken  confidential 


Hantler  decided  Chrysler  needed  t| 
take  a  stance  after  a  particularly  gaUing  cai 
in  Alabama  in  1993.  A  jury  awarded  tbj 
owner  of  a  ten-year-old  Chrysler  Neil 
Yorker  $225,000  because  the  passenger  si 
vibrated  at  high  speeds.  "That  one  cai 
made  me  realize  that  the  legal  system  ha: 
spun  out  of  control,"  he  says. 

Yet  even  that  pales  next  to  the  leg; 
shenanigans  that  went  on  in  the  Texas 
Hours  after  a  1996  accident  in  which  foi 
children  were  killed  in  a  Dodge  Neon, 
mother  told  authorities  that  her  husban.! 
had  fallen  asleep  at  the  wheel,  and  when  h 
tried  to  regain  control  the  car  rolled  ow 
Six  months  after  DaimlerChrysler  issued 
voluntary  recall  on  the  Neon's  steering  sy 
tem,  the  family  filed  a  suit  against  the  co: 
pany,  claiming  the  wreck  was  caused  by 
failure  of  the  car's  steering  system.  Th 
plaintifi^s  attorneys,  Robert  A.  Kugle,  Roben 
L.  Wilson  III  and  Andrew  E.  Toscano,  all  o 
the  Kugle  Law  Firm,  submitted  an  inspec 
tion  report  and  photographs  showing  th^ 
steering  system  had  malfunctioned. 

That  claim  fell  apart.  Chrysler's  attor 
neys  in  Texas  later  received,  anonymously] 
photographs  and  an  earlier  report  by  a  dif 
ferent  inspector  hired  by  the  Kugle  law  firn 
that  showed  the  steering  system  intact.  Ii 
depositions,  two  police  officers  and  an  am  i 
bulance  worker  testified  that  an  investiga; 
tor  for  the  Kugle  firm  offered  them  bribe? 
to  "forget"  the  mother's  original  statement 

Both  Wilson  and  Toscano  were  sum  i 
moned  before  the  Texas  Bar,  according  t( 
Wilson.  But  he  won't  say  what  happened 
nor  will  the  Bar,  because  proceedings  ar( 
confidential.  VVTiat's  certain:  Both  men  art 
still  practicing  in  Texas,  and  no  disciplinary 


A  court  called  it  an  example  of  the  worst  kind  of  abuse  of  the  legal  system. 


legal  system."  And  now  the  FBI  is  investi- 
gating the  trio's  actions. 

What's  happened  to  the  lawyers?  Not 
much.  Two  are  still  practicing  in  Texas  and 
the  third  moved  out  of  the  country.  Only 
$289,000  of  the  penalty  has  been  paid  to 
Chrysler. 

If  this  gets  your  engint  sp-uttering, 
imagine  what  it  does  to  Chrysler  attorney 
Steven  Hantler's.  "My  company  has  been 
the  victim  of  unethical  conduct!"  bellows 
Hantler,  Chrysler's  assistant  general  coun- 


information  while  they  were  employed  at 
one  of  the  company's  outside  law  firms, 
and  then  used  it  to  file  lawsuits  claiming 
Chrysler  had  defective  antilock  brakes. 

Chrysler  is  also  lobbying  state  and  fed- 
eral lawmakers  to  rewrite  laws  on  product 
liability,  including  asbestos-related  health 
claims,  which  threaten  to  swamp  all  three 
Detroit  automakers.  And  it  is  pushing  states 
to  repeal  laws  that  prevent  automakers 
from  submitting  evidence  that  an  accident 
victim  wasn't  wearing  a  seat  belt. 


action  has  been  made  public.  Wilson,  30 
says  he  and  Toscano  were  junior  employee; 
of  Kugle's  firm,  and  their  salaries  weren't 
tied  to  whether  they  won  the  case.  "As- 
suming a  crime  was  committed,  that  take; 
out  a  big  motive  issue,"  he  says.  Toscano'; 
lawyer  declined  comment. 

Kugle  sold  his  Texas  practice,  and 
Chrysler  believes  he  is  living  well  in  Mexico 
His  law  license  has  been  suspended.  H( 
failed  to  keep  up  with  his  continuing  edu- 
cation rec]uirements.  f 
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Here  are  three  figures  any  CFO  and  CEO  will 
love.  $200  million.  250,000  disability  days.  16% 
fewer  claims.  That's  what  our  safety  programs 
saved  our  clients  last  year.  Those  numbers 
become  even  more  compelling  when  you 
consider  this  fact:  injuries  and  disabilities  can 
comprise  5%  or  more  of  a  company's  costs. 
This  is  where  Liberty  Mutual  can  truly  help.  Over 
the  years,  our  loss  prevention  specialists  have 
developed  a  wide  range  of  safety  programs,  each 
designed  to  not  only  help  businesses  become 
safer,  but  more  cost  efficient. 
We  use  all  the  latest  technologies,  but  the  approach 
itself  goes  back  90  years  to  our  founding  philosophy: 
to  help  people  live  safer,  more  secure  lives.  As  it 
turns  out,  that  includes  giving  companies  a 
sizeable  financial  advantage.  Something  any 
board  member  can  appreciate. 


irS  MORE  THAN  INS 


To  learn  the  top  10  causes  of  workplace  mjuryand  how  they  can  affect  yourooitom  line, 
visit  www.libertymutual.com/toplO.  Or  to  contact  a  representative,  coll  1-800-4UBERTY. 


Liberty 
Mutual 


2U2  Liberty  Mutual  Group 
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Teddy's  Folly 

When  famously  cautious  Forstmann 
strayed  into  an  ill-fated  telecom 
venture,  did  he  break  his  own  rules? 

BY  JAMES  M.  CLASH 


THEODORE  FORSTMANN  HAS  MADE 
a  career  of  being  a  relatively  conserv- 
ative investor.  Whatever  was  hot, 
Teddy  wasn't  interested.  The  leveraged- 
buyout  meister  walked  away  from  frenzied 
bidding  for  RJR  Nabisco  in  1988  once  the 
price  got  too  high.  In  the  1980s  no 
Forstmann  buyout  would  be  financed  with 
the  deal  currency  of  the  day — ^junk  bonds, 
which  he  labeled  "wampimi."  In  the  1990s 
his  New  York-based  Forstmann  Little  &  Co. 
private-equity  firm  specialized  in  buying 
boring  companies  like  publisher  Ziff-Davis 
and  sealantmaker  Thompson  Minwax. 

Then,  as  the  late- 1990s  tech  mania 
raged,  Forstmann  succumbed  to  the  mo- 
ment. He  bought  chunks  of  snazzy  tele- 
com outfits  XO  Communications  and 
McLeodUSA.  Both  filed  for  Chap- 
ter 1 1  last  year.  McLeod  came  out 
of  bankruptcy  in  April  2002  under 
Forstmann's  control;  XO  emerged 
in  January  under  control  of  Carl 
Icahn.  Forstmann  investors  lost 
$1.5  billion  on  XO  alone. 

Forstmann   not   only 
broke  from  his  usual  prac- 
tices, but  he  also  broke  in- 
vestment strictures  laid  out 
for  two  of  his  buyout  fiinds, 
which  made  the  ill-fated 
telecom  investments.  So  says 
Connecticut  State  Treasurer 
Denise  L.  Nappier,  suing 
Forstmann  for  $100  million 
that  she  says  was  lost  by  her 
state's  pension  fund. 

The  Forstmann  funds 
were  forbidden  to  invest 
more  than  40%  in  any  one 
company,  she  charges.  Bui 
Forstmann  put  55%  (or 
$647  million)  of  one  fund, 
and  43%  (or  $854  million)  of 
the  second,  into  XO.  Also,  Con-     tt^^ 
necticut  originally  signed  up 


only  for  buyout  investments.  Nap- 
pier  says,  not  riskier  venture  capi- 
tal ones.  While  VC  returned  more 
than  buyouts  in  the  1990s,  she  says 
Forstmann  had  no  right  to  switch 
styles  to  the  extent  that  it  did. 

Forstmann,  63,  a  Forbes  400 
member  who's  been  linked  to  ac- 
tress Elizabeth  Hurley,  isn't  talking. 
The  State  of  Connecticut  does  admit  it  was 
asked  about  changes  the  firm  was  making 
in  its  investment  style — and  specifically  ap- 
proved an  amendment  permitting  VC-type 
investment — ^but  only  up  to  $400  million. 
Other  Forstmann  investors  are  watch- 
ing with  interest,  says  David  Snow,  editor 
of  PrivateEquityCentral.net.  Ultimately,  if 
Forstmann  has  to  cough  up  money  to 
Connecticut,  he  may  have  to  offer  similar 
reimbursements  to  other  clients.  When  we 
last  warned  about  risks  and  high  costs  of 
private  equity  funds  (FORBES,  Apr.  17, 
2000),  they  were  red-hot:  In  2000,  $190 
billion  gushed  in.  Last  year  they  gathered 
only  $40  billion.  F 

Going  for  the 

flash:  Ted 

Forstmann 

with  actress 

Elizabeth 

Hurley. 


Pet  Peeves 

David  Duffield,  the  retired  founder 
of  software  maker  PeopleSoft, 
and  his  wife  bought  a  miniature 
schnauzer  from  a  breeder  in  1986. 
Duffield  became  so  enamored  of  his 
Maddie  that  he  decided  to  do  some- 
thing to  help  out  pups  without  a  home. 

After  PeopleSoft  went  public  in 
1993,  the  newly  minted  multimillionaire 
began  writing  checks  to  animal  shelters 
and  humane  organizations  and  later 
created  Maddie's  Fund,  with  an  endow- 
ment of  $240  million.  His  goal:  Make 
the  U.S.  a  "no-kill  nation." 

Now  the  grant  process  has 
become  dog  eat  dog.  Duffield's  fund 
requires  all  shelters  in  a  region  to 
apply  for  grants  as  a  group.  But  as 
fund  head  Richard  Avanzino  puts  it, 
"It  would  be  easier  solving  the  crisis  in 
the  Middle  East  than  getting  everyone 
to  work  peaceably  together." 

Stray  Rescue  of  St.  Louis  applied 
for  a  $4  million  grant,  acting  as  lead 
agency  for  12  local  groups.  But  the 
Humane  Society  of  Missouri  refused  to 
participate,  killing  the  deal.  Kathryn 
Warnick,  the  society's  president,  says 
the  guidelines  required  becoming  no- 
kill  in  five  years,  a  goal  she  called  im- 
possible for  an  open-admission  shelter. 
Nonsense,  barks  Randy  A.  Grim,  Stray 
Rescue's  founder,  who  reckons  the 
Humane  Society  did  not  want  its  eu- 
thanasia rates  exposed,  as  required. 

Says  Duffield  of  the  catfighting:  "I 
who  has  the  gold  makes  the  rules." 

—Kiri  Blakeley 


m 
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Server  Wars 

How  00  YOU  DOUBLE  A  $2  BILLION 
server-software  business?  First, 
keep  IBM  in  the  dark  as  long  as 
you  can,  even  if  you  are  Microsoft. 

In  a  few  weeks  the  software  giant 
will  announce  its  strategy  to  boost  cor- 
porate computing  efficiency;  IBM, 
Hewlett-Packard  and  Sun  Microsystems 
have  been  pitching  their  efforts  for 
months.  As  if  to  make  up  for  lost  time, 
Microsoft  will  say  its  approach,  the  Dy- 
namic Systems  Initiative,  will  be  done  in 
just  five  years.  The  others  say  ten. 

About  150  crack  Microsoft  design- 
ers worked  in  stealth  for  two  years  on 
software  aimed  at 
putting  more  intelli- 
gence inside  servers 
and  applications  to 
let  systems  work 
faster  After  the  first 
product  debuts  on 
Windows  Server 
2003  next  month, 
some  4,000  Mi- 
crosofties  will  begin 
building  applications 
for  the  new  server  Outside  developers 
will  be  brought  in  later 

The  new  software  will  need  ever  more 
powerful  hardware  to  work  well,  and  both 
HP  and  Dell  Computer  have  been  work- 
ing with  Microsoft  for  over  a  year  to 
tweak  their  boxes  for  the  new  operating 
systems.  IBM  has  not  yet  had  a  peek.  Nor 
has  Sun,  an  avowed  Microsoft  foe. 

Microsoft  executives  insist  IBM  was 
given  a  chance  to  play  and  bowed  out. 
"IBM  wants  to  keep  the  mainframe  rele- 
vant," says  Bill  L.  Veghte,  vice  president 
of  Microsoft's  server  division,  which  had 
$2  billion  in  revenue  last  year.  While  IBM 
has  thrown  lots  of  consultants  at  the 
problem,  he  says,  "our  approach  is  that 
this  won't  be  solved  by  hardware- 
hardware  is  the  problem."  For  its  part, 
IBM  may  have  decided  not  to  join,  but 
appears  to  have  forgotten  that  move.  "I'd 
find  it  hard  to  believe  anybody  has  gov  a 
closer  relationship  [with  Microsoft]  than 
we  do,"  says  an  IBM  executive. 

—Quentin  Hardy 
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■maf  s  in  It  for  Us?" 

Pilots  at  European  airlines  make  a  lot  less  than  their 
counterparts  in  America.  Guess  who's  opposed  to 
opening  up  the  U.S.  market?  by  ira  carnahan 


DESPITE  ITS  HIGH-FLYING  FREE  TRADE 
rhetoric,  the  U.S.  doesn't  allow  for- 
eign airlines  to  carry  passengers  be- 
tween American  cities,  to  set  up  a  U.S.  sub- 
sidiary or  to  buy  more  than  a  quarter  of  the 
voting  stock  of  a  U.S.  airline. 

Such  restrictions  have  rankled  Euro- 
peans for  years.  But  now,  having  ended  lim- 
its on  airline  ownership  and  investment 
within  Europe,  the  European  Commission 
is  looking  to  spread  free  skies  across  the  At- 
lantic. Adding  to  the  pressure  is  a  recent  Eu- 
ropean Court  of  Justice  ruling  that  parts  of 
eight  European  countries'  bilateral  air 
treaties  with  the  U.S.  violate  European 
Union  law.  Member  nations  are  expected 
to  agree  this  year — perhaps  by  June — to 
bargain  collectively  with  the  U.S. 

To  bolster  its  campaign,  the  EC  com- 
missioned a  study  by  the  Brattle  Group  in 
Cambridge,  Mass.  that  predicts  ending  re- 
strictions would  increase 
transatlantic  travel  up  to 
24%  and  save  consumers 
billions.  Scrapping  controls 
on  foreign  ownership  could 
also  boost  struggling  U.S. 
airlines  by  giving  them  ac- 
cess to  additional  capital, 
partners  and  markets. 

The  economic  case  for 
greater  openness  may  bo 
strong,  but  so  are  the  obsta 
cles.  The  biggest:  organized 
labor.  "What's  in  it  for  us? 
What's  in  it  for  the  Ameri- 


Flight  Pay 

Continental 

$198,000 

Delta 

191,000 

American 

188.000 

KLM 

160,000 

Air  France 

155,000 

British  Airways 

112,000 

Virgin  Atlantic 
LOT  Polish  Airlines 

91,000 
54,000 

Czech  Airlines 

18,000 

Lithuanian  Airlines 

14,000 

2000  urnings  lor  pilots  and  copilots 
Figures  include  btneflts.  payroll  taxes  and 
pensions.        Sources:  ICAO:  Brtnh  Group. 

can  economy  and  American  work  force  ar 
American  business?"  asks  Duane  Woert 
head  of  the  Air  Line  Pilots  Association.  P 
lots  at  major  U.S.  carriers  earn  an  averaf 
$189,000,  compared  with  $18,000  at  Czec 
Airlines,  says  the  International  Civil  Avi; 
tion  Organization  (iCAO).  The  Czech  R< 
public  and  nine  other  low-wage  countri< 
are  scheduled  to  enter  the  EU  in  2004. 

Then  there's  the  U.S.  Department  ( 
Defense,  which  frets  that  foreign-owne 
airlines  can't  be  counted  on  to  participal 
in  the  Civil  Reserve  Air  Fleet,  which  ferric 
U.S.  troops  and  cargo  during  war.  (Soli; 
tion:  Require  any  foreign-owned  airlin 
seeking  to  operate  in  the  U.S.  to  set  up 
U.S.  subsidiary  subject  to  the  same  laws  an 
obligations  as  any  other  American  airline. 
U.S.  airlines,  meanwhile,  favor  free  skies  i 
principle  but  aren't  gung-ho  in  practici 
Why  not?  Some  industry  executives  ar 
preoccupied  with  the  mor 
urgent  issue  of  surviva 
while  others  believe  that  th 
European  airlines  hav 
more  to  gain  than  they  do. 
"The  intellectual  argu 
ment  has  been  largely  won, 
insists  Barry  Humphreys  o 
Virgin  Adantic,  which  prof 
its  from  some  current  lim 
its  but  wants  to  open  a  low 
cost  U.S.  subsidiary.  "W 
now  have  to  convince  tb 
politicians."  And  the  specia 
interests. 


58      FORBES"   M.irch  31,2003 


Heller  Ehrman     Conventional  Thinking 


■^--^ 


*f€>-^-^- \.. 


Lier  symbol  of  the  archetypal  lavtfyer  existS;  may  it  stand  up  arjd  be  known, 
?ller  Ehrman  you  won't  find  heavitystarc^^dattomeys.thinto^' /equally  rigid 
3hts.  Instead,  you'll  find  teams:Of^spiritel^.|ndividtialists-^^i>8p^  the 

cted  to  the  exceptional,  where  the  extraordinary  so^^ns|ire  foLin^. :  ;,,  ^ 


HellerEhril 


ATTORMEYS 


Challenging  the  laws  of  convent;ipn. 
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The  Informer 


infnrmfir(5)fnrhfis. 


My  Fair  Taxes 


Rivaling  the  life  cycle  of  the  17-year  locust,  the  Internal  Revenue 
Service  has  settled  claims  against  Broadway  lyricist  Alan  Jay  Lerner 
(My  Fair  Lady,  Camelot),  who  died  in  1986.  The  feds  accepted 
$730,000  to  cover  $1.8  million  in  unpaid  taxes  going  back  to  1979. 
When  Lerner  died,  at  67,  his  lawyer  said  the  estate  might  be  in- 
solvent. Without  giving  details,  IRS  offer-in-compromise  papers 
state  the  estate's  resources  now  are  greater  than  the  tax  liability 
but  that  seeking  the  fiill  amount  "would  be  detrimental  to  volun- 
tary compliance."  — Janet  Novack  and  William  P.  Barrett 

They  Would  Spoil  the  Party 

A  Raymond  James  Financial  Services  office  in  Atlanta  invited 
would-be  clients  to  dinner-meeting  sessions  about  estate  planning. 
From  the  mailed  pitch:  "Not  intended  for  insurance  agents,  lawyers, 


CPAs,  financial  planners  or  other  industry  professionals.  A  fe 
$2,500  will  be  charged  for  professionals  choosing  to  attend; 
lawyer  who  got  the  invite  at  home  put  it  on  the  Web,  prompt 
other  postings  asking  whether  the  firm  had  anything  to  hidi 
spokesman  cites  problems  •with  rivals  poaching  materials,  but ; 
inviting  lawyers  to  a  no-lawyers-wanted  function  did  not  sugge 
lack  of  carefiil  attention  to  detail.  — J.N.  and  W.l 

Thanks  a  Lot! 

Jeremy  Grantham  of  Boston  money  manager  Grantham,  Mf 
Van  Otterloo  &  Co.  has  made  a  career  out  of  ridiculing  others' 
vestment  foibles.  But  the  recent  fraud-linked  collapse  of  Natic; 
Century  Financial  Enterprises  found  some  Grantham  mut 
funds  holding  $  1 30  million  of  now  near-bust  bonds.  Added  ins 
A  Grantham  fund  set  up  to  contain  National  Century  dam 
stuck  holders  with  tax  on  $8  million  in  capital  gains.  A  spokesn 
says  the  taxes  would  have  been  owed  anyway.        — Seth  Luh 

In  Maryland,  Fluff  Over  Substance 

A  new  study  says  stocks  touted  on  the  old  public  TV  show  V 
Street  Week  with  Louis  Rukeyser  beat  market  benchmarks  by  a  lal 
9%  over  one  year  and  16%  over  two.  Writing  in  the  FinanciaU 
alysts  Journal,  Indiana  State  University's  Eurico  J.  Ferreira  and  131 
versity  of  Central  Florida's  Stanley  D.  Smith  conclude  picks  "w 
more  than  entertainment"  and  "had  significant  information  c( 
tent."  Rukeyser  moved  to  CNBC  last  year  after  Maryland  Put 
Television  all  but  kicked  him  off  his  own  show.  — W.P 

Spam,  a  Capital  Offense 

Internet  access  and  security  provider  New  Edge  Networks. 
Vancouver,  Wash,  had  been  embarrassingly  plagued  by 
unidentified  spammer  impersonating  employees  and  sendi 
phony  e-mail  to  corporate  distribution  lists.  Stated  solutic 
murder.  "This  activity  is  conduct  unbecoming  of  an  Edger,  a 
it  is  snake  behavior,"  personnel  director  Catherine  Gra 
e-mailed  all  managers.  "We  kill  snakes  on  sight."  After  that,  t 
firm  says,  the  spam  ended.  — Dirk  Smil 


Some  getns  from  the  U.S.  Patent  &  Trademark  Office's  latest  annual  list  of  universities  granted  the  most  patents.  —Anne  P.  Mintzand  W.P.I 

SCHOOL/NO.  CF  2002  PATENTS  EXAMPLE  OF  INVENTION 


U.  of  California/43 1 
MIT/ 135 
Caltech/109 
Stanford/ 1 04 
U.  of  Texas/93 
Jolms  Hopkins,  SI 
U.  of  Wisconsin/81 
State  v.  ot  New  YorkyS? 


\MiVi  almond  tre«,  named  "Winters,"  to  help  pollination 
niethod  to  track  motion  of  a  body 


gaif  (luitcr  "tiiiat  has  a  raised  center  of  gravity" 

bed  ssi.;;  i?o«sso''s  that  monitor  its  users  for  researchers 

n*w  Cnuiyxo,]  c^t.npound  to  grow  human  hair,  cut  "stigma" 

tliermal-ciiui'iol  apparatus  tor  body  armor 

now  ras.  ) J.  <  y  jiJaot,  c»i!ed  "Emily,"  with  larger,  more  durable  fruit 

method  oi  typing  data  into  a  computer  using  sensory  gloves 
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Liquid  crystal  television     /\  V^  U  U  O 


Introducing  Aquos,  inspiring  flat-panel"  liquid  crystal  television.  Crystal-clear  innage  quality.  Outstanding 
brightness.And  a  screen  that's  merely  2.5  inches  thin.  Aquos  by  Sharp.  It's  what  TV  will  be.  sharp-usa.com 


be  sharp 


The  incrpdihiy  rpspnnsiy£^     m  3,.S'^L  Precision.  Grace.  And  a  3.5-liter  engine  that  provides  immediate  torq 
the  tap  of  your  foot.  A  double-wish  -one  suspension  that  delivers  precise  handling  at  the  flick  of  your  wrist.  And  to  sc 


i  2  j02  Acjra  Division  of  American  Honda  Motor  Co.,  fnc.  Acura  and  3.SRL  are  trademarks  of  Honda  Motor  Co..  Ltd.  Bose'-  is  a  registered  trademark 
of  Sose  Corporation.  OnStar  is  a  registered  trademark  of  OnStar  Corporation.  Make  an  intelligent  decision.  Fasten  your  seat  belt. 


z 


m> 
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oul,  there's  a  leather-trimmed  interior  with  an  Acura/Bose®Music  System  with  6-disc  CD  changer,  and  available 
r?  service.  For  even  more  information,  swing  over  to  acura.com  or  call  1-800-TO-Acura.     ^^>\l^LJI"i^X 
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Inside  the  secret  and  violent  world  of 


Gaston  G\ock,  maker 


oi  the  most  popular 
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HE  IS  THE  MAN  BEHIND  THE  GUN.  YOU 
don't  mess  with  Gaston  Clock. 

His  most  trusted  associate  allegedly 
tried.  Lured  into  a  dimly  lit  garage  in 
Luxembourg  by  his  colleague  Charles 
Ewert,  the  Austrian  Clock  stopped  to 
look  at  a  sports  car  at  Ewert's  suggestion. 
Suddenly,  a  massive  masked  man  leaped 
from  behind  and  smashed  a  rubber  mal- 
let into  Clock's  skull.  Ewert  fled  to  the 
stairwell.  "I  am  a  coward,"  he  later  told 
FORBES.  With  Clock  off  balance,  the  at- 
tacker landed  another  crushing  blow.  "I 
was  fighting  for  my  life,"  recalls  Clock, 
73,  during  a  rare  interview  with  the  press. 

Springing  up  on  legs  toned  by  miles 
of  daily  swimming,  Clock  thrust  his 
enormous  fist  into  his  assailant's  eye 
socket.  As  the  would-be  assassin  stag- 
gered. Clock  pounded  again,  loiocking  out  a  few  of  the  man's 
teeth.  The  bloodied  at  I  acker  staggered,  then  collapsed  on  top  of 
Clock  "with  his  arms  outstieichcd  like  Jesus  Christ,"  according  to 
John  Paul  Prising,  Luxembourg's  deputy  attorney  general,  who 
brought  attempted  muider  charges  against  the  attacker,  the 
French-born  Jacques  (Spartacus)  Pechcur,  67.  This  was  how  the 
police  found  the  two  men  at  9:30  ,i.ni  mi  InK  ''"'   '  ')99. 


Clock  says  he  lost  a  quart  of  bk 
from  cuts  and  abrasions  and  that  he  5 
fered  seven  head  wounds.  Yet  as  soor 
he  reached  the  hospital  he  summoned 
personal  bankers  at  UBS  and  Banque  I 
rier  Lullin.  The  banks  held  $70  mUlior 
cash,  and  Ewert  had  access  to  it  all. 
12:30  p.m.  Clock  managed  to  move  : 
million  to  a  Swiss  account.  But  by  tl 
Ewert  had  blocked  the  other  $30  mill 
with  a  court  order.  As  he  nursed  his 
juries.  Clock  wondered  how  he  could  h  i 
trusted  the  wrong  man. 

Last  November  Ewert  was  arresi 
and  thrown  into  a  Luxembourg  jail,  aw 
ing  a  Mar.  12  verdict  following  a  thr 
week  nonjury  trial  for  attempted  mure 
If  found  guilty,  Ewert  could  face  up  to 
years  in  jail.  He  maintains  his  innoceri 
claiming  he  was  framed — either  by  one  of  Clock's  lawyers  or  fa 
ily  members  or  by  the  Austrian  government — in  order  to 
cheated  out  of  his  share  of  the  company. 

To  appreciate  the  magnitude  of  this  apparent  betrayal,  c( 
sider  that  the  relationship  between  the  two  men  had  been  a  fac 
in  the  success  of  Clock  CmbH.  Ewert,  a  business  consultant  w 
once  worked  for  the  Luxembourg  stock  exchange,  worked  w 
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i  foj  1 5  years  as  Clock's  little-known  gun  became  the  sidearm 
loice  for  U.S.  law  enforcement. 

The  U.S.  police  business  was  once  dominated  by  Smith  &  Wes- 
and  Beretta.  Then  in  1985  along  came  Clock  with  a  gim  made 
n  a  nylon  resin  that  was  tough  enough  to  be  made  into  most 
5  of  a  pistol  (except  the  carbon  steel  barrel).  The  Clock  was  also 
)lutionary  for  its  simple  design — 34  parts,  compared  with  60 
o  for  the  Smith  &  Wesson  .45  caliber  semiautomatic — and  its 
junce  weight,  to  25.4  ounces  for  the  Smith  &  Wesson.  A  Clock 
oter  e.\periences  a  softer  recoil  because  the  gun's  polymer  frame 
es  slighdy  when  it's  fired.  Clock  fans  include  the  New  York 


month  his  top  lieutenant  in  the  U.S.,  Paul  Jannuzzo,  a  tightly 
woimd  former  New  Jersey  prosecutor  and  12-year  veteran  of  the 
company,  resigned  as  general  counsel  and  chief  operating  officer. 
"Jannuzzo  went  crazy,"  says  Clock,  without  further  explana- 
tion. (A  source  close  to  the  company  says  Jannuzzo  was  frustrated 
and  had  tried  to  quit  before.)  Jannuzzo,  46,  and  Clock  clashed  and 
agreed  to  part  ways  after  the  annual  Shot  Show  gun  convention  in 
Orlando,  Fla.  last  month.  Clock  had  hoped  to  retain  Jannuzzo  as 
his  general  counsel  whUe  assigning  the  operational  duties  to  an- 
other employee.  Jannuzzo  will  remain  Clock's  outside  coimsel  and 
declines  to  comment  on  the  situation,  though  he  earlier  told 
FORBES,  "Mr.  Clock  does  not  shy  away  from  a  fight." 

He  should  know.  Jannuzzo  spearheaded  Clock's  ef- 
forts to  kill  the  Clinton  Administration's  voluntary  gun- 
control  effort  in  2000 — it  was  that  or  face  a  multitude  of 
tobacco-like  government-sponsored  lawsuits.  "Extor- 
tionist," is  how  Clock  refers  to  the  measures  that  would 
have  introduced  an  oversight  committee,  as  well  as  restrict  how 
guns  are  sold.  (The  company's  obstinacy  resulted  in  28  liabil- 
ity suits  filed  by  municipalities  claiming  that 


y  police,  U.S.  Special  Forces,  the  FBI  and  many  international 
titerrorist  units. 

These  days  Clock  CmbH  has  an  estimated  $100  million  in  sales, 
D-thirds  of  it  from  the  trigger-happy  United  States.  A  gun  that  re- 
Is  for  $500  can  be  manufactured  for  $75,  and  die  company  has 
•retax  margin  nearing  60%,  estimates  John  Farnam  of  Defense 
lining  International,  a  LaPorte,  Colo,  small  arms  instructor. 

Success  has  not  made  Clock,  a  highly  secretive  and  taciturn 
in,  any  more  trusting  of  the  people  around  him.  He  has  a  few 
7  high-profile  friends.  Among  them:  Pope  John  Paul  II  and 
■g  Haider,  former  leader  of  Austria's  ultraright  Freedom  Party 
d  a  Hider  admirer.  At  his  lakefront  mansion  in  Velden,  Austria, 
ock's  favorite  room  is  in  the  basement,  where  he  can  control 
i  smallest  detail  of  his  home's  inner  workings,  including  the 
nperature  of  the  tiles  in  his  upstairs  bathroom.  He  flies  his  own 
:ssna  Citation  jet  wherever  he  travels.  "There  are  fewer  crazy 
ople  in  the  air,"  he  says. 

From  his  headquarters  in  Deutsch-Wagram,  near  Vienna, 
ock  has  run  through  seven  U.S.  sales  managers  in  1 1  years.  Last 


Clock  is  responsible  for  murders  committed 
with  its  weapons;  1 1  suits  remain.)  Jannuzzo  also  led  a  suc- 
cessftil  patent  infringement  suit  against  Smith  &  Wesson,  which 
created  a  gun  that  looked  a  lot  like  a  Clock — "I  felt  like  my  wallet 
was  stolen,"  Clock  hisses — and  resulted  in  an  undisclosed  multi- 
million-dollar settlement.  And  Jannuzzo  acted  as  pit  buU  in  noti- 
fying 12  record  labels  that  the  company  objects  to  artists  using  the 
word  "Clock"  in  rap  songs  such  as  Dr.  Dre's  "Bitches  Ain't  Shit," 
mainly  out  of  fear  that  Clock's  name  wUl  become  a  generic  term 
for  handgun. 

Clock  is  now  more  than  ever  a  one-man  show.  His  two  sons, 
Robert  and  Gaston  Jr.,  and  his  daughter,  Brigitte,  have  company 
jobs  but  limited  authority.  When  asked  what  her  role  is,  Brigitte 
cracks  in  Cerman,  "Being  my  father's  personal  slave."  Who  has 
input  into  product  development?  Showing  rare  humor.  Clock 
smiles:  "You  might  call  it  'a  very  small  committee.' " 

And  so  it  has  been  since  the  beginning.  Back  in  1981  Clock  was 
producing  plastic  grenade  shells  for  the  Austrian  army,  in  addition 
to  plastic  curtain-rod  rings.  One  day  he  overheard  two  colonels 
complain  that  no  gun  existed  that  could  meet  their  specifications. 
When  Clock  offered  to  make  one,  they  laughed  at  him. 
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"You  do  not  laugh  at  Mr.  Clock,"  says  Christopher  Edwards, 
the  burly  former  deputy  sheriff  of  Jefferson  County,  Ky.,  who 
now  runs  Clock's  training  program  in  Smyrna,  Ca.  "He  takes 
that  personally." 

Clock  never  doubted  he  could  make  a  superior  gun.  "That  I 
knew  nothing  was  my  advantage,"  he  says.  He  worked  on  his 
weapon  nightly  in  his  basement.  He  test-fired  it  with  his  left  hand 
so  if  it  blew  up,  he  could  still  draw  a  blueprint  with  his  right.  "I 
learned  to  stay  out  of  his  way,"  smiles  his  wife,  Helga.  The  firearm 
surpassed  all  competition,  and  he  received  the  army's  order  for 
25,000  guns  in  1983. 

But  Clock  was  eager  to  grow.  Two  years  later  he  traveled  to 
Luxembourg,  a  country  where  holding  companies  are  not  subject 


to  income  or  capital  gains  taxation.  During  a  chance  encounter  on 
a  street  in  the  city  of  Luxembourg,  Clock  asked  a  businessman  if 
he  knew  someone  who  could  help  hun  expand  his  fledgling  en- 
terprise. "I  am  your  man,"  said  Charles  Ewert,  who  claimed  he 
had  international  connections. 

He  also  had  a  reputation  that  Clock  had  not  been  aware  of. 
Ewert  had  a  habit  of  forming  offshore  companies  to  hold  busi- 
ness interests  for  people  who  requested  that  sort  of  thing,  earn- 
ing him  the  sobriquet  "Panama  Charly."  The  two  agreed  that 
Clock  would  employ  Unipatent,  a  shell  company  Ewert  owned, 
to  hold  the  shares  of  sub.%idiaries  Clock  set  up  to  sell  his  guns. 
Unipatent,  it  turns  out,  had  a  dubious  history.  Ewert  had 
bought  the  shell,  which  was  once  owned  by  Hakki  Yaman 
Namli,  a  Turkish  financier.  Namli  controlled  the  First  Mer- 
chants Bank  in  Cyprus,  and  was  convicted,  along  with  the  bank, 
of  laundering  $450  million  n\  2000.  (The  conviction  was  over- 
turned a  year  later.)  During  the  trial  Namli  insisted  the  bank 
was  owned  by  Ewert. 

Whatever  his  connections,  Ewert  became  a  public  taa;  ot  Clock 
outside  Austria.  Clock  himself  concern r^Ut-tt  ■.-•u  in  inufacturing. 


In  1985  the  company  opened  a  U.S.  subsidiary  in  Smyrna  to  ] 
mote  sales  to  policemen.  Cood  move.  With  the  rise  of  drug-rel. 
crime,  cops  did  not  want  to  be  outgunned  by  criminals  and  \ 
trading  in  their  six-shot  revolvers  for  semiautomatic  pistols. 
Clock  17  held  18  rounds  and,  because  it  was  cheap  to  make, 
competitors  could  beat  it  on  price.  Its  relatively  few  parts 
made  it  simple'to  service. 

Ewert  opened  offices  in  Hong  Kong,  France,  Switzerland 
Uruguay.  Clock  was  pleased  and  told  his  family  and  execut 
that  if  anything  ever  happened  to  him,  they  should  go  to  Ewer 
was  considered  the  eldest  son,"  says  Ewert,  now  49. 

AH  that  changed  in  the  spring  of  1999.  Clock  received  a 
from  a  Geneva  employee  Ewert  had  fired.  He  claimed  that  Ev 
had  siphoned  off  corporate  funds  to  bi 
house  in  Switzerland,  and  hinted  at  ot 
misdeeds.  Clock  brushed  off  the  allegati 
as  sour  grapes.  But  to  put  his  mind  at  rest 
asked  Ewert  for  a  meeting.  That's  when 
got  the  rubber  hammer  in  the  head. 

After  his  recovery  from  the  attack,  CI 
says  he  discovered  that  Ewert  had  crea 
dozens  of  offshore  companies  that  appea 
affiliated  with  the  gunmaker,  all  with  sligl 
different  names  and  addresses.  As  mucl 
$100  million,  Clock's  lawyers  allege,  had  b 
stolen  and  shifted  into  companies  Ewert  o 
trolled.  Beginning  in  1989,  says  Deputy 
Prising,  Ewert  was  progressively  taking  o 
trol  of  Unipatent  and  its  chief  asset,  U.S.-ba 
Clock  Inc.  Clock's  lav^yers  allege  that  Ew 
awarded  himself  new  shares  in  Unipaten 
return  for  $600,000.  Ewert  maintains  throi 
his  attorney  that  he  did  nothing  with< 
Clock's  consent. 

Both  Ewert  and  Clock  claim  ownershi{ 
Unipatent.  Each  accuses  the  other  of  owning  a  phony  set  of  i 
registered  bearer  shares.  "Clock  says  I  have  less  than  5%  of  U 
patent?  Clock  is  a  nut!"  says  Ewert.  A  Luxembourg  court  vvdll ; 
tie  the  dispute. 

Ewert  is  imlikely  to  be  much  of  a  further  irritant.  Even  if  h 
not  convicted  of  attempted  murder,  he  may  face  additional  char 
in  Luxembourg  for  forgery,  embezzlement  and  fraud,  according 
Prising,  whose  investigation  is  still  pending.  Failing  that,  he  co' 
be  extradited  to  the  U.S.  Last  November  he  was  indicted  on  th 
federal  counts  of  wire  fraud  in  Ceorgia. 

Clock  looks  forward  to  getting  back  to  business — mak 
guns  and  fighting  what  Jannuzzo  calls  "dumb-ass  lawsuits."  h 
also  aiming  at  new  markets.  "Saudi  Arabia,  Taiwan,  South  Afr 
and  Hungary  all  have  forces  carrying  40-year-old  guns,"  s; 
Clock's  marketing  director,  Herbert  Weikinger.  But  before 
can  elaborate.  Clock  sends  him  out  of  the  room  for  talking  ( 
of  turn. 

"The  attack  was  the  best  thing  that  happened  to  me,"  s; 
Clock  in  his  heavily  accented  English.  "Otherwise,  I  would  hi 
gone  on  trusting  Ewert." 
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Singapore  Airlines  presents 


SPACE  BED 


The  biggest  bed  in  Business  Class, 


.,/    * 


J. 


f 


SpaceBed  will  be  installed  on  all  flights  from  North  America  by  June,  2003; 
For  information,  fares  and  boolcings  please  visit  wwW.sia-spacebciJ.com 


Experience  the  comfort  of  the  most 
spacious  business  class  bed  in  the  sky. 
Raffles  Class  SpaceBed  offers  you  a 
new  level  of  luxury  with  more  room  , 
to  work,  relax  or  sleep.  All,  of  course, 
while  enjoying  the  inflight  service, 
even  other  airlines  talk  about. 

A 

A  great  wav  to  fly 

SIHGAPORE  AIRLiHeS 


ASTAR  ALLIANCE  MEMBER       „.    ^ 
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Speed  Kills 

With  low  prices  and  long  warranties,  Korea's  Hyundai  has  won  over 
small-car  buyers  and  is  now  trying  to  go  up  the  product  scale.  Rapidly. 


BY  JONATHAN  FAHEY 


Ugly  Future?  Hyundai's  "Outdoor  Life  Vehicle,"  a  concept  shown  at  the  2003  Detroit  Auto  Show.  There  are  no  plans  yet  to  build  it. 


FINBARR  O'NEILL,  THE  FOUNTAIN 
Valley,  Calif.-based  chief  executive 
of  Hyundai  Motor's  U.S.  market- 
ing operation,  has  the  kind  of 
pragmatism  one  might  expect 
from  a  first-generation  immigrant.  His 
father  brought  the  family  to  the  Bronx 
from  Ireland  when  O'Neill  was  10 
because,  as  O'Neill  puts  it,  "he  had  a  farm 
and  wasn't  great  at  farming."  In  New 
York,  O'Neill's  father  drove  a  bus  while 
O'Neill  landed  at  Coiumhi:  TTn<'v  orsity, 
then  Fordham  Law. 

So  O'Neill  is  clear-eyed  about  stUing 
Korean-made  Hyundais  to  AnHricans.  "Wc 
don't  have  a  strong  br.uid,"  he  admits. "  \Ve 
have  limited  resources.  We  have  to  make 


sure  we  spend  money  only  in  the  right 
places,  and  we  cannot  afford  a  mistake." 

Up  to  now  at  least,  O'Neill  and  his 
bosses  in  South  Korea  have  avoided  mis- 
takes and  pulled  off  something  just  short 
of  a  miracle.  After  bottoming  out  in  1998, 
selling  90,000  cars  in  a  15.5  million-car 
market,  Hyundai  quadrupled  sales  to 
375,000  last  year.  That  put  it  ahead  of 
Volkswagen  at  338,000.  Quite  an  accom- 
plishment for  a  manufacturer  whose  ear- 
liest exports  to  the  U.S.,  in  1986,  were 
tinny  and  prone  to  breakdown. 

Emboldened,  O'Neill's  boss,  Mong- 
Koo  Chung,  the  revered  and  regal  chair- 
man of  Hyundai  Motor,  is  now  demand- 
ing even  more.  His  avowed  goal  is  to  sell 


500,000  cars  in  the  U.S.  by  2005  j 
1  million  by  2010,  at  which  point  he 
pects  to  be  the  fifth-largest  carmake 
the  world.  And  he  wants  to  move  up 
price  scale  to  luxury  sedans  and  sport  i 
ity  vehicles,  just  as  Honda  and  Toy 
started  doing  in  the  1980s.  It's  quil 
reach,  says  Rebecca  Lindland,  an  ana 
with  Global  Insight,  a  forecasting  fii 
The  1 -million-unit  goal  would  mean 
creasing  sales  1 3%  a  year  (see  chart,  p. '. 
Nothing  wrong  with  ambition,  1 
Hyundai  is  starting  to  see  problems  in 
here  and  now.  Growth  is  slowing  aire, 
and  Hyundai  is  entering  its  second  y 
with  no  new  or  redesigned  models.  1 
estimated  $3,500  price  advantage  Hyun 
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A  dandy  on  the  boulevards  (...) 

strolling  at  leisure 
until  his  Breguet,  ever  vigilant, 
reminds  him  it  is  midday.  " 


Alexander  Pushkin, 
'Eugene  Oneguin",  1829 


Breguet.  La  passion  laisse  des  traces. 

»A/ristwatch  'Grande  Complication"  in  IS-carat  yellow  gold.  Hand-wound  mechanical  movement.  Hour 
and  minute  dial  off-centred.  B-shaped  small  seconds  hand  on  the  Tourbillon  shaft  Silvered  gold  dial, 
hand-engraved  on  a  rose  engine.  Sapphire  case  back.  Water-resistant. 


i 


wB'stime 

extraordinary  watches  &  jewelry 

Westime:  Westside  Pavilion.  Tel:  888-9westinie 
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models  enjoyed  over  the  competition  has 
shrunk  dramatically,  to  about  $1,000,  as 
rivals  continue  a  brutal  war  of  no-interest 
financing  and  cash  back.  Its  mainstay, 
Elantra,  sells  for  about  $12,400  versus  a 
Ford  Focus  for  $13,300.  General  Motors 
recently  announced  it  would  bring  small 
cars  to  the  U.S.  from  its  newly  acquired 
Korean  operation,  GM-Daewoo,  and  sell 
them  as  Chevrolets. 

"Hyundai  has  to  realize  that  the 
domestics  are  not  going  to  make  room 
for  them  like  they  did  for  the  Japanese," 
warns  industry  consultant  Maryann 
Keller.  The  domestics  learned  the  hard 
way  that  ceding  one  segment  of  the  mar- 
ket, even  a  historically  unprofitable  one 
like  small  cars,  means  ceding  customers 
who  don't  come  back. 

Another  competitor  comes  from 
within  the  Hyundai  family:  Kia  Motors. 
Hyundai  Motor  owns  36%  of  Kia  and  con- 
trols it.  But  Kia  functions  as  a  separate  en- 
tity and  has  enjoyed  its  own  stratospheric 
growth.  The  two  brands  will  soon  share  all 
of  the  same  underpinnings:  They  will  be 
buUt  in  the  same  factories  and  hit  the  same 
segments  of  the  market  at 
the  same  prices.  O'Neill  ac- 
knowledges the  danger. 
"The  biggest  problem  I  see 
is  getting  sufficient  differen- 
tiation between  the  brands," 
he  says. 

Hyundai  has  a  bit  of  un- 
happy history  with  overly 
ambitious  plans.  Hyundai 
Motor  was  once  part  of  the 
giant  Hyundai  chaebol  that 
crumbled  after  trying  to 
grow  too  fast  in  the  late 
1980s  and  early  1990s. 
Mong-Koo  Chung,  the  eld- 
est living  son  of  founder  Ju- 
Yung  Chung,  took  over  as 
chairman  in  1999  as  the 
conglomerate  began  to  split. 
Now  Hyundai  Motor  is  an 
independent  entity,  though 
controlled  largely  by  Chung 
through  affiliates.  Chung 
modernized  the  company's 
plants,  improved  the  quality 
and  styling  of  Hyundai's 
cars,  and  sold  a  10%)  stake  in 


Hyundai  Motor  wants  to 
sell  I  million  cars  a  year  in 
the  U.S.  by  2010.  Forecast- 
ers are  a  bit  less  sanguine. 
Will  Hyundai  wake  up? 


the  company  to  Daimler-       DrGflffl  Ofl 

Chrysler.  The  company 
netted  $1.2  billion  on  rev- 
enue of  $21.8  billion  last 
year,  up  from  1999  revenue 
of  $12.1  billion. 

O'Neill,  once  the  U.S. 
division's  lav^^er,  moved 
up  to  chief  executive  in 
1998.  Sales  had  cratered 
because  of  poor  quality 
and  dealers  were  demor- 
alized, but  Hyundai  vehi- 
cles were  beginning  to 
improve.  O'Neill's  mar- 
keting     solution:      an 
unheard-of       ten-year, 
100,000-mile   warranty 
on   every  vehicle.   The 
warranty  boosted  sales  of  Hyundai's 
higher-priced  vehicles,  like  the  $17,000 
Sonata.  Cleverly,  O'Neill  made  it  non- 
transferable, and  not  many  people  who 
buy,  say,  a  $9,500  Hyundai  Accent  keep 
it  for  ten  years.  The  customer's  ten-year 
warranty  is  really  about  a  five-year  lia- 
bility for  Hyundai,  according  to  Mark 
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Gunning  for  growth:  Fin  O'Neill  is  finding  the  field  crowded. 


Yoon,  a  Merrill  Lyl 
auto  analyst  in  Sebul.l 
O'Neill  has  vis! 
each  of  his  604  dealerl] 
person,  a  rarity  in 
auto  industry.  A  surl 
of  dealer  satisfactiorl 
the  National  Automol 
Dealers  Association  r| 
Hyundai  third,  beh| 
Toyota  and  Lexus. 

The    strategy    frl 

here  is  risky.  HyunI 

plans  to  build  a  linel 

full-size  trucks  and  Sll 

It  is  developing  a  luxl 

channel.  Convinced  oil 

staying  power,  the  col 

pany  just  opened  a  desi 

studio  in  Orange  County,  Calif,  anci 

building  a  factory  in  Alabama  and  a  I 

track  in  the  Mojave  Desert. 

With  a  shaky  reputation  left  ol 
from  the  lemons  Hyundai  sold  17  yel 
ago,  one  mistake  in  any  car  line,  or  evel 
seriously  inferior  vehicle,  could  rock 
whole  brand.  "You  don't  get  into  the  hi 
ury  car  market  because  you  wish  to  | 
there,"  says  Keller.  "You  can  only 
there  if  you  have  a  genuinely  competitj 
product.  I  don't  think  they  do.  And  i  | 
comes  up  short,  people  are  going 
laugh,  and  they'll  never  get  anotll 
chance."  This  is  a  company  that  built 
first  car  in  1976  and  didn't  build  its  oa| 
engine  until  1991. 

Hyundai  executives  promise  tl 
growth  they  are  pursuing  is  nothing  li  j 
the  unhealthy  striving  of  decades  pa 
"We  will  not  expand  for  the  sake 
expanding,"  says  Hyundai  Motor  Pre 
dent  Dong  Jin  Kim.  But  Hyundai  is  tryi 
to  do  in  10  years  what  Toyota  did  in  30 
At  the  recent  groundbreaking  foi 
test  track  in  the  hardscrabble  Antelo 
Valley  of  the  Mojave  Desert,  Chairm. 
Chung  and  several  other  executive 
including  O'Neill,  held  shovels  over 
trough  of  dirt  for  photographers.  At  tl 
signal  everyone  scooped  up  a  dainty  me 
sure  of  sand  and  paused  for  the  camer; 
Everyone,  that  is,  except  Chung.  Tl 
chairman  put  his  head  down  and  start( 
slinging  dirt,  shovelful  after  shovelfi 
oblivious  to  everything  around  him.      ' 
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Preparing  for  terror  Trying  on 
a  gas  mask  in  San  Francisco. 
But  the  real  threat  is  panic. 


ACE  OR  PEPPER  SPRAY  USED  BY  SECURITY  GUARDS 
apparently  sparked  a  deadly  stampede  in  a 
Chicago  nightclub  in  February.  Convinced  that 
they  were  "literally  choking  to  death,"  as  one 
woman  described  it,  party-goers  trampled  21  peo 
e  to  death  in  a  wild  scramble  for  the  exit.  Days  later  the  crowd 
:  a  Rhode  Island  club  apparently  saw  little  to  worry  about  in  a 
)ck  band's  pyrotechnic  display,  even  in  the  first  few  moments 
fter  the  fireworks  ignited  foam  tiles  in  a  suspended  ceiling, 
inety-eight  people  died. 

America  got  a  good  look  at  pyrotechnic  terrorism  in  Okla- 
|oma  City  in  April  1995,  and  another  in  September  2001. 
boner  or  later  we'll  see  chemical,  radiological  and  biological 
backs,  too.  The  technologies  needed  to  produce  the  raw  mate- 
ials  are  readily  available,  and  geopolitical  reality  makes  their 
ventual  use  against  us  inevitable.  We  need  to  do  all  we  can  to 
■rove  that  prediction  wrong.  And  we  need  to  methodically  pre- 
lare  for  a  rational  response  when  it's  proved  right. 

So  far  as  chemical  attacks  go,  the  government's  most  urgent 
isk  is  to  teach  people  to  forget  most  of  what  they've  learned  in 
everal  decades  of  environmental  scaremongering.  Chemicals 
re  much  less  dangerous  than  junk-science  agitators  have  been 
elling  us.  Acute  effects  are  felt  only  when  concentrations  are 
ligh.  Dilution  and  dispersal  are  near-perfect  remedies.  And 
3ng-term  effects  are  far  less  grave  than  the  greens  have  been 
?lling  us. 

What  Tom  Ridge  ought  to  be  explaining — systematically 
nd'persistendy — is  that  a  chemical  attack,  when  it  comes,  will 
1  all  likelihood  require  the  short-term  evacuation  of  a  building 
ir  maybe  a  neighborhood,  not  the  long-term  evacuation  of  a 
ity.  We  didn't  have  to  evacuate  Love  Canal  in  1978,  or  Times 
leach  in  1982.  The  peril  today  lies  more  in  the  panicky  stam- 
lede  an  attack  may  precipitate  than  in  the  chemistry  itself.  The 
conomic  impact,  too,  will  be  more  a  consequence  of  mindless 
ear  than  of  chemically  caused  death  and  injury. 

Much  the  same  is  true  of  radiation.  The  most  likely  radio- 
3gical  attack  of  any  consequence  won't  involve  a  jet  flying  into 
civOian  power  plant.  It  will  involve  the  use  of  conventional 
xplosives  or  incendiaries  to  disperse  a  pea-size 'piece  of  cesium 
ir  something  much  like  it.  The  big,  centralized  depositories  of 
luclear  materials  within  the  U.S. 
re  well  fortified  and  protected; 


Insights  By  Peter  Huher 

Panic  and 
Terrorism 


the  thousands  of  dispersed 
medical  and  industrial  sources 
in  this  country,  and  the  military 
and  civilian  sources  abroad,  are 
far  more  worrisome.  Here 
again,  however,  the  biggest 
short-term  threat  to  safety  isn't 
radiation,  it's  panic,  and  then 
lingering  fear,  which  could  force 
the  long-term  abandonment  of, 
say,  lower  Manhattan  or  Wash- 
ington, D.C.  We  ought  to  be 
teaching  people  that  nobody,  in  fact,  died  at  Three  Mile  Island; 
that  because  of  its  altitude,  Denver  is  a  high-radiation  city  but 
still  a  great  place  to  live;  and  that  almost  everything  ordinary 
people  think  they  know  about  the  insidious  horrors  of  low- level 
radiation  isn't  true. 

The  biologicals  ought  to  be  the  biggest  worry,  yet  they  seem 
to  be  taken  the  least  seriously.  Most  Americans  are  too  young  to 
remember  smallpox,  whooping  cough  and  polio.  The  memo- 
ries aren't  there  because  vaccines  all  but  eradicated  these  dread- 
ful diseases — many  of  us  are  now  at  the  age  when  we  can 
remember  our  sensible  parents  rejoicing  that  they  could  take  us, 
in  the  1950s,  to  the  centers  that  were  distributing  the  early  polio 
vaccines.  To  its  enduring  shame,  our  trial  bar  has  spent  recent 
decades  attacking  the  manufacturers  of  vaccines  and  spreading 
dangerous  falsehoods  about  the  perils  of  being  vaccinated.  As  a 
direct  result  we  now  lack  the  medical-industrial  inft^astructure 
to  mass-manufacture  the  vaccines  we  need,  and  we  lack  as  well 
corporations  willing  to  invest  the  necessary  capital  and  the 
national  will  to  get  ourselves  and  our  children  to  the  vaccine 
clinics.  Our  parents  would  be  ashamed  of  us. 

The  point  has  been  made  time  and  again:  Too  much  fear 
can  be  as  hazardous  and  cosdy  as  too  little;  sometimes  what  is 
most  required  is  the  courage  and  the  wisdom  to  do  less,  not 
more.  The  risks  of  chemical,  radiological  and  biological  attack 
are  all  deadly  serious.  With  that  said,  we  don't  need  more  duct 
tape.  What  we  need,  after  decades  of  paranoia-inducing  mised- 
ucation  about  environmental  hazards,  is  to  bury  the  frivolous 
science  of  Love  Canal,  TMI,  silicone  implants  and  vaccine  litiga- 
tion, then  to  return  to  our  senses  and  prepare  to  deal  rationally 
and  calmly  with  the  serious  "environmental"  hazards  that  most 
certainly  lie  ahead.  F 
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Peter  Huber,  a  Manhattan  Institute  senior  fellow,  is  the  author  of  Hard  Green:  Saving  the  Environment  From 
the  Environmentalists  and  the  Digital  Power  Report.  Visit  his  home  page  at  www.farbes.com/huber. 
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in  Midland,  Mich.,  where  Dow  is  based — drew  attention  i 
Bhopal  matter.  Says  David  Romero,  a  litigation  manage 
securities  law  firm  that  brought  an  unsuccessful  suit  in  thJ 
challenging  Dow's  disclosures  concerning  its  potential  liafi 
"Union  Carbide  had  simply  left  India.  But  Dow  is  an  ac| 
presence  in  the  country."  It  has  joint  ventures  there  thati 
adhesives  and  sealants  as  well  as  agricultural  chemicals. ' 
no  teUing  what  it  might  have  to  cough  up  to  buy  peace, 

India  isn't  the  only  place  where  tort  liability  is  mo 
function  of  deep  pockets  than  of  fault.  Back  at  home  the'' 
Supreme  Court  is  hearing  a  case  in  which  Vietnam  veteij 
want  to  collect  damages  from  Dow  and  other  manufaci 

of  the  defoliant  ^ 
Orange.  The  fa 
any,  would  seem 
with  the  govern; 
for  ordering  upi 
chemical.      But 
Army  cannot  be  si 
so  the  vets  have  fe 
pursuing       chem: 
companies. 
The  Agent  Orange  liability  was  s 
posed  to  have  ended,  once  and  foil 
with  a  settlement  19  years  ago  inv4 
Dow  and  other  manufacturers  chipi 
in  $180  million.  If  the  High  Cci 
affirms  an  appeals  court  decision, 
result  will  be  that  the  settlement 
not  settle  the  matter. 

Then  there  are  the  asbestos  Hal 
ties.  Union  Carbide  owned  an  asbe 
mine  in  King  City,  Calif,  but  cea 
Pointing  a  finger  at  Dow:  The  company  operating  it  in  15 

says  Bhopal  isn't  its  responsibility.  That  Both  Dow  and  Carl 
doesn't  stop  demonstrators  from  trying       ^^^j  asbestos  for  f 

to  make  it  so,  both  here  and  abroad.  ...  .        . 

msulation     m     tl 

chemical  manufacturing  plants  but  not  since  the  1960s.  U.S. 
law  is  such  that  money  can  be  extracted  from  any  corporal 
with  even  a  remote  connection  to  asbestos,  and  on  behalf  not 
of  sick  people  but  of  people  who  merely  worry  about  getting  s 
How  deep  is  this  liability  pit? 

In  March  2002,  a  year  and  a  half  after  Michael  Par 
became  Dow's  chief  executive,  the  company's  Securitie 
Exchange  Commission  filings  declared  that  future  asbestos 
bilities  were  impossible  to  calculate.  | 

Parker  didn't  last  long  as  chief  executive.  In  December 
board  brought  back  former  chief  William  Stavropoulos  to  rep 
him.  A  month  later  the  company  took  an  $828  million  pr( 
charge  for  asbestos.  Stavropoulos  told  analysts  the  company 
pects  the  one-time  charge  should  settle  the  issue  once  and  for 

The  sad  truth  is  that  in  the  chemical  business  no  liabilit 
ever  setded  once  and  for  all.  Dow,  which  ran  up  a  $338  mil) 
loss  last  year  on  $27.4  billion  in  revenue,  could  be  in  for  more 
appointing  earnings.  , 
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Dow's  Pocket 
Has  a  Hole 

Deep-pockets  tort  litigation  means 
that  a  chemical  company  can  never 
put  liabilities  to  rest 


,  BY  PHYLLIS  BERMAN 

IS  THERE  NO  END  TO  THE  LEGAL  LIABILITY  A  CORPORATION 
incurs  for  making  chemicals?  There  probably  is  no  end, 
indeed,  and  the  sickly  stock  price  of  Dow  Chemical,  at  $26 
down  13%  so  far  this  year,  is  testimony  to  the  problem. 

Dow  made  the  mistake  in  February  2001  of  buying  Union  Car- 
bide, the  company  that  owned  51%  of  an  operation  in  India  that 
suffered  a  catastrophic  poison  gas  leak  in  1984  in  Bhopal.  Warren 
Anderson,  then  chairman  of  Union  Carbide,  was  placed  under 
house  arrest  after  he  arrived  in  India  to  deal  with  the  situation. 
Soon  after  he  was  released  he  left  India.  From  that  point  on 
Carbide  executives  from  the  U.S.  were  careful  not 
to  set  foot  in  India.  The  accident  (or  deliberate 
sabotage  by  a  disgruntled  Indian  employee,  ac- 
cording to  Carbide's  version  of  the  incident),  killed 
3,800  people,  according  to  the  Indian  government's 
count.  Carbide  settled  resulting  litigation  in  1989, 
agreeing  to  pay  $470  million.  That  was  supposed  to 
be  the  end  of  the  matter. 

It  wasn't.  Indian  citizens  raised  a  ruckus,  and 
in  1991  the  Supreme  Court  of  India  reinstated 
the  criminal  portion  of  the  case  against  Carbide 
and  Anderson,  while  reaffirming  the  civil  settlement.  This, 
notwithstanding  the  fact  that  the  Indian  subsidiary  was  inde- 
pendently managed  and,  under  Indian  law,  the  U.S.  parent  could 
not  interfere  in  its  operation  without  government  approval. 
Union  Carbide  stopped  doing  business  in  the  country,  sold  its 
interest  in  the  company  that  owned  the  factory  site  and  agreed 
that  the  proceeds  would  be  used  to  build  a  hospital  in  Bhopal. 
The  criminal  case  in  India  is  still  pending.  And  so,  too,  is  a  law- 
suit against  Union  Carbide  in  U.S.  District  Court  in  New  York 
brought  by  Indian  groups  and  individuals,  demanding  that 
Union  Carbide  clean  up  the  Bhopal  site. 

Dow  says  it's  insulated  from  Carbide's  Bhopal  liabilities  by 
virtue  of  how  it  structured  its  acquisition.  Even  so,  last  October 
it  was  reported  in  the  Indian  press  that  the  country's  Central 
Bureau  of  Investigation  was  seeking  its  government's  permis- 
sion to  name  Dow  instead  of  Carbide  in  the  criminal  proceed- 
ings. Dow  says  it  has  received  no  formal  indication  that  the 
government  is  following  through  on  this  threat  and  that  it 
doesn't  expect  any  legal  action. 

A  series  of  demonstrations  staged  in  2002  and  2003 — 
including  ones  at  Dow  Chemical's  annual  meeting,  at  an 
awards  ceremony  in  Houston  and  again  at  a  Christmas  party 


in  Midland,  Mich.,  where  Dow  is  based — drew  attention  t|{ 
Bhopal  matter.  Says  David  Romero,  a  litigation  managei 
securities  law  firm  that  brought  an  unsuccessful  suit  in  th< 
challenging  Dow's  disclosures  concerning  its  potential  lial 
"Union  Carbide  had  simply  left  India.  But  Dow  is  an  ai 
presence  in  the  country."  It  has  joint  ventures  there  that  ]| 
adhesives  and  .sealants  as  well  as  agricultural  chemicals 
no  telling  what  it  might  have  to  cough  up  to  buy  peace. 

India  isn't  the  only  place  where  tort  liability  is  m^j 
function  of  deep  pockets  than  of  fault.  Back  at  home  the 
Supreme  Court  is  hearing  a  case  in  which  Vietnam  vetel 
want  to  collect  damages  from  Dow  and  other  manufactu 

of  the  defoliant  A! 
Orange.  The  fa 
any,  would  seem 
with  the  govern 
for  ordering  up 
chemical.     But 
Army  cannot  be  s] 
so  the  vets  have  tj 
pursuing       cheit; 
companies. 
The  Agent  Orange  liability  was  (I 
posed  to  have  ended,  once  and  foii 
with  a  settlement  19  years  ago  in  wj  j[ 
Dow  and  other  manufacturers  chip 
in  $180  million.  If  the  High  C( 
affirms  an  appeals  court  decision,! 
result  will  be  that  the  settlement 
not  settle  the  matter. 

Then  there  are  the  asbestos  liai 
ties.  Union  Carbide  owned  an  asbe 
mine  in  King  City,  Calif,  but  cea 
Pointing  a  finger  at  Dow:  The  company  operating  it  in  H 

says  Bhopal  isn't  its  responsibility.  That       Both  Dow  and  Carl 
doesn't  stop  demonstrators  from  trying       ^^^j  asbestos  for  p 

to  make  it  so,  both  here  and  abroad.  ...  .        . 

msulation     m     tl 

chemical  manufacturing  plants  but  not  since  the  1960s.  U.S, 
law  is  such  that  money  can  be  extracted  from  any  corporal 
with  even  a  remote  connection  to  asbestos,  and  on  behalf  not 
of  sick  people  but  of  people  who  merely  worry  about  getting  s 
How  deep  is  this  liability  pit? 

In  March  2002,  a  year  and  a  half  after  Michael  Par 
became  Dow's  chief  executive,  the  company's  Securitie; 
Exchange  Commission  filings  declared  that  future  asbestos 
bilities  were  impossible  to  calculate. 

Parker  didn't  last  long  as  chief  executive.  In  December 
board  brought  back  former  chief  William  Stavropoulos  to  repl 
him.  A  month  later  the  company  took  an  $828  million  pre 
charge  for  asbestos.  Stavropoulos  told  analysts  the  company 
pects  the  one-time  charge  should  settle  the  issue  once  and  for 

The  sad  truth  is  that  in  the  chemical  business  no  liabiliti 
ever  setded  once  and  for  all.  Dow,  which  ran  up  a  $338  milli 
loss  last  year  on  $27.4  billion  in  revenue,  could  be  in  for  more  c 
appointing  earnings. 
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to  help  a  community  rebound? 


That's  why  Samsung  teamed  up  with  Best  Buy  to  benefit 
the  Magic  Johnson  Foundation.  It  raises  funds  for  community- 
based  organizations  dealing  with  HIV/AIDS  education  and 
prevention  programs  as  well  as  other  community  health, 
education  and  social  issues  for  inner-city  residents.  Programs 
include  scholarships,  mentoring,  new  technology  centers  for 
underserved  communities  and  national  health-awareness 
campaigns.  It's  a  deserving  cause  that  we're  proud  to  support. 
For  more  information  about  Samsung's  Four  Seasons  of  Hope, 
visit  www.fourseasonsofhope.com. 

Sponsored  by  Samsung  with  Best  Buy. 

The  Four  Seasons  of  Hope.  Because  no  one  should  ever 
go  without. 
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Backseat  Driver  By  Jerry  Flint 


Diesel  Murder 


UDOLF  DIESEL,  WHO  I>A^ENTED  THE  DIESEL  ENGINE, 
probably  was  bumped  off  by  the  German  secret  ser- 
vice. His  turn-of-the-century  engine  was  key  to  the 
new  German  weapon,  the  U-boat.  In  1913  he  headed 
for  England  to  talk  business  with  the  British  admi- 
ralty. He  got  on  the  Channel  ferry  but  he  did  not  get  off.  His 
body  was  never  found.  Is  there  a  message  here  for  us  today? 

The  dream  of  this  era  is  a 
replacement  for  the  gasoline 
engine.  Electric  cars  failed.  They 
have  no  range.  Hydrogen  fuel 
cell  cars  are  in  the  very  distant 
future.  The  lefties  already  are 
calling  them  an  environment- 
destroying  sellout  to  big  busi- 
ness. Hybrids  combining  gaso- 
line and  electric  engines  work, 
but  so  far  we've  seen  them  only 
on  small  cars  that  already  get 
high  mileage. 

The  hot  talk  now  is  about  diesels.  In  western  Europe  40% 
of  car  sales  are  diesel  and  the  fraction  is  growing.  In  the  U.S., 
Volkswagen  sells  some  diesel  cars,  Mercedes  is  going  to  bring  in 
a  diesel  E  Class  luxury  sedan  and  Chrysler  will  equip  a  few 
thousand  Jeep  Liberty  models  with  European  diesels.  This 
could  be  the  start  of  something  bigger. 

Americans  are  more  familiar  with  the  tractor- 
trailers  hauling  freight.  All  engines  are  diesels.  And  the  extra- 
large  heavy-duty  pickups — Chevys,  Fords  and  Dodge  Rams — 
that  can  haul  loads  up  to  12,000  pounds  often  are  powered  by 
diesels,  though  the  engines  are  made  by  Isuzu,  Cummins  or 
International  (Navistar  is  the  parent  holding  company). 

The  advantage  of  the  diesel  engine  is  a  30%  improvement  in 
mileage.  Volkswagen  brags  that  the  small  cars  it  sells  here  get  49 
miles  per  gallon  with  diesel  engines  against  31mpg  with  a  com- 
parable gasoline  engine,  and  that's  nearly  60%  better. 

But  Detroit  confronts  some  obstacles  pushing  diesels  here. 

•  Every  American  has  had  a  bad  experience  with  diesels, 
driving  behind  a  city  bus  or  an  18-wheeler  and  getting  a  lungful 
of  black  smoke.  The  diesels  sold  here  in  the  fuel  crisis  two 
decades  ago  were  underpowered,  noisy,  smelly  and  slow  to 
warm  up  in  cold  weather.  One  more  thing:  When  you  fill  the 
tank  with  diesel  and  get  some  on  your  hands  or  clothes,  too 
bad.  It's  black  oil — smelly  and  hard  to  get  off. 

•  They  are  heavier  than  gasoline  engines  and  more  expen- 
sive to  build.  I  figure  $1,300  to  $2,000  more  per  engine, 
although  the  Europeans  have  kept  the  price  of  some  diesel  cars 
close  to  that  of  gasoline  cars  to  help  sales. 

•  There  are  troublesome  emissions:  oxides  of  nitro 


From  boats  to  cars:  Rudolph  Diesel  and  a 
German  U-boat,  circa  1916. 

gen  and  little  particles  of  oil  that  we  can't 
eliminate  yet  (nor  can  the  Europeans  to 
our  standards).  The  soot  could  be  can- 
cer-causing. The  Europeans  don't  worry 
much  about  that,  but  then  their  lungs  may  be  so  full  of  toxi  I 
releases  from  Gauloise  cigarettes  that  they  wouldn't  notice 

•  General  Motors  and  Ford  don't  make  diesels  here.  Thi 
means  they  would  have  to  farm  out  engine-making  or  g( 
through  a  very  costly  program  of  developing  and  building  i 
new  engine.  These  are  unpleasant  options 

The  pro-diesel  crowd  says  the  new  diesels  are  nothing  lik( 
the  old  ones.  They  are  smooth  with  lots  of  power  and  don' : 
smell  or  clatter.  This  may  be  true.  The  new  diesels  have  lots  o;| 
torque,  meaning  low-end  grunt.  They  take  off  fast.  And  th( 
advocates  blithely  wave  away  the  poOution  problems  by  saying 
those  problems  will  be  solved,  which  is  a  lot  of  blithe  waving. 
Detroit  engineers  aren't  convinced  it's  doable. 

Diesels  don't  make  economic  sense  to  Americans,  not  with! 
our  lower  fuel  prices.  Even  that  little  Volkswagen  diesel  with  the 
big  fuel  saving  has  a  $1,300  engine  premium,  meaning  a  four- 
year  payback.  I  can  see  a  market  for  diesels  in  standard-size 
pickup  trucks  and  the  largest  sport  utility  vehicles,  the  1 5-miles- 
to-the-gallon  guys.  A  30%  increase  (to  20mpg)  would  be 
impressive  here.  Absent  a  huge  increase  in  friel  prices,  I  don't  see 
drivers  of  sedans  switching  to  diesels  just  so  they  can  boast  that 
they  are  making  a  minuscule  reduction  to  the  theoretical  threat 
of  global  warming. 

In  Europe  you  can  understand  the  appeal  because  heavily 
taxed  gasoline  runs  $4  to  $5  a  gallon.  A  15%  price  advantage  on 
diesel  coupled  with  the  30%  mileage  gain  means  that  diesel  fuel 
costs  one-third  less  per  mile  than  gas. 

Volkswagen  and  Chrysler  will  push  diesels  because  they 
have  the  technology  and  Germans  love  their  diesels.  Fine.  But 
there  are  other  choices.  The  Japanese  are  still  improving  their 
hybrids.  And  I  believe  we  can  achieve  improvements  in  tradi- 
tional ways:  lighter  vehicles  and  more  efficient  engines. 

Diesels  are  on  the  radar  now.  But  just  remember 
what  happened  to  poor  Rudolph  when  he  tried  to  share  his 
knowledge.  F 


^ 


t 
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Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile 
industry  since  1958.  Visit  his  home  page  at  www.farbes.com/flint.  i 
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Your  business. 
Your  needs. 

Your  choice. 


t's  high  time  someone  in  the  software  industry  started  listening  to  your  needs.  And  standing  up  for  your 
ights.  Like  the  right  to  have  month-to-month  licensing.  And  the  right  to  no  upfront  payments.  That's  why 
ve  offer  FlexSelect  Licensing^'^  to  all  our  customers.  This  revolutionary  approach  to  licensing  is  based  on 
Joing  business  on  your  terms,  not  ours.  So  you  can  have  just  the  software  you  need,  just  when  you  need 
t.  Check  it  out  today.  And  find  out  how  FlexSelect  Licensing  is  raising  more  than  just  eyebrows  in  the 
loftwore  industry.  It's  raising  standards.  ca.com/flexselect 


Introducing  FlexSelect  Licensing' 


Computer  Associates® 


3  2003  Computer  Associates  International.  Inc.  (CA).  All  rights  reserved. 
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By  Cheryl  Salerno 


usiness  continuity  planning  (BCP).  In  boardrooms  across  the 
country,  senior  executives  have  come  to  recognize  the  impor- 
tance of  establishing  and  documenting  a  sound  contingency 
plan  for  their  organizations.  If  you're  among  them,  you  may  be  won- 
dering whether  the  strategies  and  technologies  that  currently  safeguard 
your  business  applications  are  as  robust  as  they  should  be. 


It  IS  a  notion  worth  considering.  Just  as 
information  technology  (IT)  has  changed 
the  way  companies  conduct  business 
over  the  last  decade,  so  has  the  concept 
of  BCP  evolved  to  meet  the  risks  and  chal- 
lenges these  changes  invite.  So  why  do 
some  executives  still  make  the  mistake  of 
leaving  this  vital  initiative  off  the  company 
agenda?  For  many,  it  is  due  to  an  anti- 
quated idea  of  BCP  as  those  strategies  rel- 
evant only  to  "disaster  recovery"  —  i.e., 
maintaining  business  operations  in  the 
face  of  some  unforeseen  tragedy  that 
may  or  may  not  transpire:  a  hurricane,  an 
extended  power  outage,  a  fire.  But  plan- 
ning professionals  know  that  this  tradi- 
tional idea  of  BCP  no  longer  represents 
the  true  focus  of  the  applications  and 
strategies  available  to  organizations  today 
In  a  marketplace  driven  by  IT  "availability" 
is  now  the  name  of  the  game. 

SunGard  Availability  Services,  based  in 
Wayne,  PA,  is  a  leading  provider  of  Infor- 
mation Availability  solutions,  enabling 
more  than  10,000  clients  worldwide  to 
maintain  access  to  their  business-critical 
information.  Using  technology  hardened 
facilities,  networking,  consulting  and  tech- 
nical expertise  —  the  result  of  nearly  25 
years  of  industry  leadership  —  SunGard 


can  plan,  build  and  manage  the  solu- 
tions that  keep  people  and  informa- 
tion connected  to  an  organization's 
mission-critical  applications. 

Not  all  information  is  created  equal. 
Some  applications  require  continuous 
uptime,  while  others  can  be  unavailable 
for  as  many  as  48  hours  without  nega- 
tively impacting  the  organization's  bottom 
line.  Identifying  critical  applications  and 
establishing  priorities  can  be  a  challenging 
and  time-consuming  process.  SunGard 
assists  businesses  in  their  efforts  by  offer- 
ing a  complete  continuum  of  solutions  to 
address  all  needs,  regardless  of  an  orga- 
nization's information  requirements.  The 
company's  products  and  services 
embrace  the  entire  spectrum  of  informa- 
tion availability  from  managed  hosting  and 
networking  services  to  high-availability 
solutions  to  disaster  recovery  services. 

SunGard  consultants  spend  more 
than  350,000  hours  each  year  develop- 
ing plans  for  clients  in  virtually  every 
industry.  As  one  of  the  world's  largest 
business  continuity  and  software  devel- 
opment organizations,  SunGard  offers 
organizations  real-world  experience  that 
ddresses  every  need  in  the  Information 
Availability  continuum  —  from   risk 


assessment  to  technology  recove 
strategies  to  true  information  availabili- 
Clients  can  choose  to  partner  wi 
SunGard  to  create  an  entire  program 
use  their  expert  assistance  to  fill  in  tf 
gaps.  SunGard  also  offers  a  solid  line 
software  applications  that  take  tH 
guesswork  out  of  building  informatic| 
availability  strategies.  SunGard's  so 
ware  gives  clients  flexibility  in  matchir 
their  own  business  processes,  as  wi 
as  guidelines  to  see  them  throu 
every  facet  of  the  planning  process. 

While  SunGard  continues  to  offi 
tried-and-true  strategies  aimed  at  reco"! 
ery,  the  company  focuses  its  service 
on  providing  clients  continuous  avat 
ability  of  services  —  a  proactive  rath' 
than  reactive  approach  to  information 
availability.  By  giving  organizations  th 
tools  and  plans  necessary  to  keep  the 
mission-critical  applications  up  an 
running,  regardless  of  the  situatior 
recovery  becomes  a  moot  point. 

So  when  senior  executives  ponder  th 
efficiency  of  their  current  BCP  strategies 
they  would  be  wise  to  ask  themselves 
"What  poses  the  greatest  threat  to  m' 
business?"  Is  it  wind?  Rain? Terrorism 
The  real  answer  lies  in  what  all  of  thesi" 
things  might  bring  —  that  is,  a  loss  o 
critical  applications  and  the  inability  t(|i' 
conduct  business.  Keeping  informatioi 
available  is  what  SunGard  does  bestf 
With  SunGard's  products  and  services 
executives  will  have  one  less  issue  t( 
ponder  in  regard  to  business  efficiency! 


t"!  • 


^  Your  applications  are  baclced  up,  but  if 
they  canH  be  used  to  run  your  business, 
ft^     tliey  might  as  well  be  here. 


■-%' 


^.*  *  -«  ^  . 


//' 


oducing  Information  Availability.  It's  business  continuity  and  more. 


cal  business  continuity  solutions  go  to  great  depths  to  back  up  applications,  networks 
business-critical  information.  But  what  they  don't  do  is  protect  your  organization's 
5SS  to  it  all.  That's  where  a  SunGard  Information  Availability  strategy  comes  in.  Information 
liability  goes  beyond  business  continuity  by  combining  technology,  redundant 
[Structure  and  technical  expertise  to  help  keep  people  and  information  connected  — 
natter  what.  No  company  has  more  ways  to  help  keep  your  business  in  business  than 
Gard.  Take  our  Information  Availability  Challenge  at:  www.availability.sungard.com/iac 
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DRUGS 


You'll  reach  for  a  $7,000  drug  if  it  makes  you  feel  good— 

and  if  someone  else  is  paying. 

But  what  if  the  money  comes  out  of  your  own  pocket? 


The  New 


I AKE  A  GLANCE  AT  THE  PRESCRIPTION 
drug  coverage  you  had  a  year  or  two  ago.  If  you  had  a  good  job,  the  plan  probably  covered  80% 
or  more  of  anything  a  doctor  scribbled  onto  a  prescription  pad.  Money  was  no  object. 

Look  back  fondly.  Now  get  out  your  wallet. 

Soon  your  employer  or  your  medical  insurer  is  going  to  change  the  rules.  If  the  drug  you 
want  is  expensive,  and  if  its  advantages  over  cheaper  alternatives  are  not  clear  and  convincing, 
you  will  pay  the  difference.  The  difference  we  are  talking  about  could  run,  over  your  lifetime,  to 
many  thousands  of  dollars,  if  the  drug  in  question  treats  a  chronic  condition  like  high  blood 
pressure  or  asthma.  You  want  Vioxx  for  joint  pain?  Pay  for  it  yourself  Biogen's  new  bioengi- 
neered  treatment  for  psoriasis  ($7,000)?  It's  on  you.  That  Enbrel  treatment  for  rheumatoid 
arthritis  advertised  on  TV?  You  can  have  it  if  you're  willing  to  chip  in  most  of  the  cost. 

This  new  world  of  price-sensitive  insurance  is  going  to  be  a  bitter  pill  for  doctors,  for 
patients  and  especially  for  drug  companies.  That  they  will  sooner  or  later  be  forced  to  swallow 
it  is  a  consequence  of  the  inexorable  rise  in  outlays  for  medicine.  The  country's  prescription 
drug  bill,  $82  billion  in  1996,  climbed  to  $192  billion  last  year,  according  to  IMS  Health.  It  could 
double  again  by  20 II .  The  employers  and  government  budgets  now  picking  up  most  of  the  bill 
without  much  second-guessing  of  doctors  are  not  going  to  go  along  anymore. 

Says  Alan  Hillman,  professor  of  health  care  management  at  the  University  of  Pennsylvania: 
"We  are  heading  for  a  collision  between  middle-class  pocketbooks  and  the  drug  industry." 

"It's  already  a  crisis.  It's  hurting  the  bottom  line,"  says  General  Motors  health  czar  L.L. 
(Woody)  Williams.  Drugs  now  account  for  31%  of  the  $4.5  billion  a  year  General  Motors 
spends  on  health  care.  Verizon  Communications  expects  to  spend  $600  million  on  drugs  in 
2003.  At  Eastman  Kodak  prescription  drugs  will  eat  up  $100  million  of  the  company's  $320 
million  health  budget  this  year.  "Employers  can't  sustain  this,"  says  Karen  Ignagni,  president  of 
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DRUGS 


ip     Bangs  for  the  Buck 


Here  are  some  drugs  that  have  stood  the  test  of  time,  along  with 
some  expensive  new  ones  regarded  as  particularly  effective.  These 
should  be  less  likely  to  be  the  target  of  insurance  cost-cutters. 


the  American  Association  of  Health  Plans. 

For  the  past  half-century  employers  who  provided  health 
insurance  blithely  funded  most  drug  costs,  often  requiring  just  a 
small  contribution  from  the  patient  for  even  the  most  expensive 
new  treatments.  Imagine  what  your  office  parking  lot  would  look 
like  if  your  employer  covered  90%  of  the  cost  of  all  workers'  cars 
and  let  everyone  choose  whichever  model  he  wanted. 

Hard  decisions  are  coming.  The  first  tentative  attack  on  any- 
thing-goes  prescribing  is  to  impose  a  mild  financial  punishment 
on  patients  who  get  high-priced  medicines.  More  than  half  of 
big  employers  have  adopted  three-tier  copays.  At  Kodak  a 
patient  can  get  a  30-day  supply  of  many  generic  (that  is,  off- 
patent)  drugs  for  $5,  but  pays  $20  for  a  "preferred"  brand-name 
drug.  The  copay  kicks  up  to  $30  for  "nonpreferred"  brands  such 
as  Zocor  (for  cholesterol)  and  Clarinex  (for  allergies).  The  push 
for  generics  is  gaining  steam,  with  generics  accounting  for  about 
half  of  all  prescriptions,  compared  with  19%  in  1984.  West  Vir- 
ginia has  experimented  with  eliminating  copays  for  generic 
antibiotics  for  state  workers;  it  has  saved  money  by  nudging 
people  away  from  Cipro  and  Zithromax. 

The  carrot-and-stick  approach  scales  up  from  there.  Honey- 
well has  nonsedating  antihistamines  like  Allegra  in  its  top  $40- 
copay  tier  for  many  nonunion  employees.  Humana  has  moved 
half  of  its  commercial  customers  to  a  four-tier  copay  scheme, 
charging  patients  a  higher  than  usual  portion  of  the  price  for 
big-ticket  biotech  drugs  like  human  growth  hormone;  it  is 
unveiling  an  even  more  radical  scheme  that  gives  consumers  set 
"allowances"  for  each  category  of  drugs  this  year.  Benefits  con- 
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AIDS  drug  cocktails 

Merck,  Pfizer,  others 
$12,000 

Transformed  AIDS  treatment. 


diuretics 

Various  companies 
$36 

Old  "water  pills"  are  as  good  for 
heart  as  new  blood  pressure  pill 

Fionase' 


GlaxoSmithKline 
$672 

Steroids  beat  antihistamines 
for  nasal  hay  fever. 

fluoxetine 

Various  companies 

$408 

Prozac,  now  off  patent,  is  as  gooc 

fighting  depression  as  newer  varti 


a 


If 


1 


sultant  Towers  Perrin  says  a  dozen  of  its  large-company  cliend  * 
are  considering  a  controversial  strategy  called  "reference  pric 
ing,"  in  which  insurers  may  reimburse  up  to  the  average  prio|ie 
for  each  class  of  drugs  after  a  copay,  but  no  more. 

WellPoint  Health  Networks  is  just  fed  up  with  anything-goei( 
drug  spending.  "If  the  drug  is  1.5%  better,  they  should  price  ii  le 
1.5%  more,  not  10  times  or  100  times  more,"  says  Robert  Seid<  v 
man,  WellPoint's  chief  pharmacy  officer.  This  insurer  requirei  a 
doctors  to  call  for  permission  before  prescribing  expensive 
arthritis  remedies  like  Vioxx,  Celebrex  and  Enbrel. 

How  generous  will  Medicare  be  in  covering  drugs?  Som< 
inkling  of  the  likely  outcome  ft"om  Congress  can  be  seen  in  hov 
governments  pay  for  drugs  under  Medicaid,  the  health  insur- 
ance for  poor  people.  Several  states,  including  Michigan  anc 
Florida,  have  adopted  preferred-drug  lists  for  Medicaid  patients 
limiting  access  to  some  brand  names  judged  to  be  of  lesser  ther- 
apeutic value  or  to  drugs  ft-om  firms  that  refuse  to  grant  the  stat( 
deeper  discounts;  Michigan  restricts  such  popular  brands  a; 
Celebrex,  Vioxx,  Zoloft  and  Celexa  (for  depression)  and  Zyrte< 
(for  allergies).  The  drug  industry  is  challenging  these  cutbacks  ir 
court.  But  taxpayers'  pockets  are  only  so  deep.  | 

The  pharmaceutical  industry  is  also  fighting  a  public  relation! 
battle.  "It's  easy  to  target  [drugmakers]  as  the  big,  greedy,  soulles; 
international  pharmaceutical  industry  and  forget  about  the  valut 
we  produce,"  says  Novartis  Chief  Executive  Daniel  Vasella.  Thai 
value  is  indisputable.  Columbia  University  economist  Frank  R 
Lichtenbcrg  finds  that  every  additional  dollar  spent  on  newei 
drugs  reduces  other  medical  costs  by  $3  or  more.  Putting  an  AIDJ 


II 


Gleevec 


L  $25,000* 

Leukemia  pill  induces  remission 
in  93%  of  early-stage  patients. 


i 


[ 


Herceptin 

Genentech 
$15,600 

Targeted  breast  cancer  drug 
extends  survival  at  least  five  months 

Flovent ' 

GlaxoSmithKline 

$800 

Inhaled  steroids  are  the 

mainstay  of  asthma  control. 

insulin 

Aventis,  Eli  Lilly,  others 
$600-$i.300 

Keeps  children  with  diabetes  alive. 


Powerful  cholesterol  control  that's 
cheaper  than  some  competitors. 


iovastatin 

Various  companies 
$430 

Old  Merck  cholesterol  drug 


(Mevacor)  prevents  heart  attacks 


iow-dose  aspirin 

Various  companies 

$36 

Slashes  heart  attack  risk. 


metformin 

Various  companies 
$400 

Generic  Glucophage  prevents 
nasty  diabetes  complications. 


Various  companies 
$1,400 

Gold  standard  for  severe  pain. 


Bisperdai 

Johnson  &  Johnson 
$1,020 

This  and  other  newer  anti- 
psychotics lessen  side  effects. 

Bituxan 

IDEC/Genentech 
$12,000 

Shrinks  tumors  in  over  half  of  those 
with  non-Hodgkin's  lymphoma. 

Zyvox 

Pharmacia 
$1,200 

First  totally  new  antibiotic 
class  in  35  years. 


I 

»s  are  per  year,  except  Rituxan  Is  for  a  4-week  course,  Herceptin  is  for  a  24-week  course.  Zyvox  is  for  a  2-week  oral  course.  Prices  are  approximate  and  vary  according  to  dose. 

se  brand  names  were  chosen  as  representative  examples  of  their  class:  other  brands  may  have  similar  attributes. 

■ces  The  Medical  Lener:  New  England  Journal  of  Medicine:  other  medical  journals:  Drugstore.com:  Johns  Hopkins  antibiotic  guide;  companies. 


ient  in  the  hospital  costs  $1,500  a  day.  A  protease-inhibitor- 
ed  drug  cocktail  at  $12,000  a  year  is  a  comparative  bargain. 
:  now  comes  Roche  Holding  with  a  breakthrough  AIDS  drug, 
seon,  that  will  likely  run  $20,000  a  year.  The  HMO  review 
irds  aren't  going  to  deny  a  patient  Fuzeon  if  other  drugs  have 
ed.  But  they  may  refuse  to  pay  for  it  as  a  first-line  therapy. 
The  people  who  condemn  pharma  as  big  and  greedy  often 
'e  another  crusade  they  are  fighting.  They  see  the  root  cause 
ligh  drug  prices  as  marketing.  Drugmakers  spend  $2.3  bil- 
1  a  year  on  ads  aimed  at  consumers,  up  from  virtually  noth- 
,  in  1990.  This  is  on  top  of  the  money  they  spend  sending 
000  salespeople  out  to  call  on  physicians  and  the  $12  billion 
rth  of  free  samples  they  hand  out.  (The  numbers  come 
m  market  researchers  NDC  Health,  IMS  Health  and 
■ispan.)  But  if  the  anti-free-market  types  think  that  the 
ion's  newfound  attention  to  price  will  quell  the  advertising 
ume,  they're  probably  going  to  be  in  for  a  surprise.  It  is 
t  too  hard  to  get  doctors,  who  have  not  a  nickel  of  their 
n  at  stake,  to  prescribe  lavishly.  Persuading  patients  to  dig 
0  their  own  pockets,  in  contrast,  is  going  to  demand  some 
ense  salesmanship. 

The  next  generation  of  drug  ads  might  look  more  like  car 
i — with  prices  and  comparisons.  GlaxoSmithKline  sells 
inase,  a  nasal  steroid,  for  hay  fever.  Its  latest  newspaper  ad  tells 
ients  that  Flonase  may  be  a  better  deal  for  them  than  antihis- 
lines  like  Allegra,  because  the  latter  might  not  be  covered  by 


their  insurance  plan,  while  Flonase  will  be.  Knocking  the  other 
fellow's  product  as  a  bad  buy?  That  would  have  been  almost 
unthinkable  in  the  drug  business  a  few  years  ago. 

Adding  ammunition  for  cost-cutters  are  recent  studies  show- 
ing that  some  heavily  promoted  brand-name  drugs  aren't  as  safe 
or  as  effective  as  was  commonly  believed.  For  years  doctors  and 
patients  thought  Wyeth's  Prempro  estrogen  replacement  ($427  a 
year)  helped  protect  the  heart.  Last  summer  a  government  study 
showed  that  the  drug  in  fact  slightly  increases  the  risk  of  heart  dis- 
ease, breast  cancer  and  stroke.  The  study  could  provide  cover  to 
any  insurance  carrier  looking  to  trim  costs  by  raising  copays  for 
this  item.  Also  out  last  year:  a  study  with  devastating  conclusions 
about  blood  pressure  medicine.  It  seems  that  some  newer  drugs 
like  calcium  channel  blockers  fail  to  outperform  older  diuretics 
that  cost  a  fraction  as  much.  The  category  consumes  more  than 
$10  billion  a  year  of  the  country's  health  budget.  How  long  before 
the  cost-cutters  take  a  whack? 

Ultimately,  the  only  way  to  rein  in  rising  drug  costs  is  to  get 
patients  and  doctors  more  involved  with  purchasing  decisions. 
The  problem  is  how  to  do  this  without  harming  the  poor  or 
elderly,  hurting  the  industry  that  develops  breakthrough  cures 
or  infuriating  the  middle  class.  Mindful  of  the  backlash  against 
HMOs  in  the  1990s,  insurers  and  employers  are  moving  slowly 
this  time.  There's  wide  agreement  that  big  change  is  coming, 
eventually;  no  one  agrees  what  it  should  be.  The  one  certainty: 
You  will  cough  up  more  for  your  pills  in  the  future. 
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andidates  for  Cutbacks  ^ 

11  these  drugs  make  sense  for  some  patients,  but  they  have 
strikes  against  them.  Some  are  expensive  and  offer  only  modest 
improvements  over  old  remedies  (or  placebos).  Some  are  contro- 
versial for  their  side  effects  or  price.  Some  are  too  often  pre- 
scribed inappropriately,  so  the  insurer  may  impose  restrictions. 
Lastly,  some  are  costly  biotech  drugs  that  relieve  symptoms  but 
don't  save  lives.  In  the  coming  penny-pinching  era,  get  ready  to 
pay  more  for  drugs  like  these. 


Amevive 


Biogen  \ 

$7,000  to  $10,000 

Helps  20%  to  40%  of  patii  I 
with  severe  psoriasis. 

Celebrex 


Pharmacia/Pfizer 

$900 

Doesn't  beat  ibuprofen  for 

arthritis  pain  relief;  some 

safer  on  the  stomach. 

"l..  .  i 

annex 


Schering-Plough 

mo 

)roven  advantage  agair, 
•"allergies  over  Claritin,  now 
available  without  prescrip     | 

trepan  XL 


Johnson  &  Johnson 
$900  4J 

Once-daily  incontinence  mr^il 
causes  less  dry  mouth  ths 
twice-daily  generic— at  si> 
times  the  price. 


High  Blood  Pressure 

Old,  cheap  drugs:  diuretics,  which  reduce  the  kidney's  abihty  to 
hold  water.  They're  off  patent  and  dirt  cheap.  There  are  newer 
drugs:  calcium  channel  blockers  such  as  Pfizer's  Norvasc;  alpha 
blockers  such  as  Pfizer's  Cardura;  and  drugs  (called  ACE  inhibitors) 
that  interfere  with  the  angiotensin-converting  enzyme — a  group 
that  includes  AstraZeneca's  Zestril,  which  just  lost  its  patent.  But 
it  turns  out  these  new  drugs,  which  cost  up  to  $500  a  year,  are  no 
better  at  reducing  blood  pressure  and  preventing  cardiovascular 
complications  than  diuretics.  That  is  the  finding  of  an  eight-year, 
$120  million  government  study  of  42,218  Americans.  Indeed,  Car- 
dura was  so  inferior  that  its  portion  of  the  trial  was  halted  two 
years  early.  "Everyone  was  stunned,"  says  Ira  Salom,  an  internist  af- 
filiated v«th  Mount  Sinai  School  of  Medicine  involved  in  the  study. 
"Nobody  expected  a  clean  sweep  for  the  diuretics." 

Adds  Dr.  Curt  D.  Furberg  of  Wake  Forest  University,  who 
chaired  the  committee  overseeing  the  huge  study:  "If  everyone 
were  switched  to  diuretics,  we  would  have  60,000  to  70,000 
fewer  cases  of  heart  failure  and  stroke  each  year." 

Pfizer  and  AstraZeneca  say  that  since  most  hypertension 
patients  ultimately  need  more  than  one  drug,  the  trial's  focus  on 
one  drug  versus  another  is  misplaced.  "We  view  this  study  as 
very  positive,"  says  Pfizer's  Michael  Berelowitz,  a  worldwide  vice 
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president.  "It  shows  unequivocally  that  patients  on  calciuri* 
channel  blockers  do  equally  well"  as  those  on  other  drug! 
Another  defense  of  the  new  drugs  comes  from  an  Australia'  ^ 
study  finding  that  one  ACE  inhibitor,  enalapril  (sold  by  Merck  a  « 
Vasotec),  is  slighdy  better  than  diuretics. 

Big  pharma  is  not  about  to  fold  its  tent.  Norvasc  sales  ($3. 
billion  in  2002)  have  hardly  budged  since  the  study  came  oui  «i 
Many  drug  companies  that  once  promoted  ACE  inhibitors,  sud'  2t 
as  Merck,  are  now  pitching  a  newer  class  of  blood  pressure  drug?  k 
called  angiotensin-receptor  blockers.  This  class  has  few  side  efied 
and  can  be  helpful  in  preventing  strokes  and  kidney  complica'![ 
tions.  It  has  not  been  definitively  proven  to  be  more  effective  fo'  * 
ordinary,  uncomplicated  blood  pressure  maintenance  than  di  ' 
uretics  or  generic  ACE  inhibitors. 


Arthritis  ^ 

Co,stly  research  into  the  mechanism  of  inflammation  led  to  Cox 
2  inhibitors  for  arthritis,  including  Merck's  Vioxx  and  Pharma 
cia's  Celebrex.  Celebrex  and  Vioxx  cost  about  $2.50  a  pill— up  ti 
$900  a  year.  Generic  painkillers  like  ibuprofen  cost  one-sixth  a 
much.  The  new  drugs  generally  aren't  better  at  reducing  pair 
their  main  benefit  is  that  they  have  a  lower  propensity  to  caus 
ulcers.  While  this  complication  affects  less  than  5%  of  patients 


li 


k 


\ 


uman  growth 
rmone 


nentech,  Pharmacia,  o1 
6,400 

Often  used  as  antiaging  eli)dl! 
despite  lack  of  good  evidence. 

Lexapro 


Forest  Laboratories 

$770 

No  proof  it's  much  better  than 

Forest's  antidepressant  Celexa. 

which  loses  exclusivity 

in  2004. 

Meridia 


Abbott  Laboratories 


lesity  drug  works,  but  can  s\,.„j 
increase  blood  pressure,  heart  rate. 

Nexium 


AstraZeneca 
$1,400 

Very  slim  advantage  over  o.. 
patent  heartburn  pill  Prilosec. 


Norvasc 


Pfizer 


luretics  treat  blood  pressu 
just  as  well,  at  one-fifth  the  pi 

Plavix 


Bristol-Myers  Squibb/ 


—o  pnce  for  small  edge  ov 
in  preventing  second  heart  at.. 


Prempro 


Wyeth 


eful  for  symptoms,  thi 
estrogen-replacement  thera] 
can  raise  heart  attack  and  breast 
cancer  risk. 

Sarafem  


Galen  Holdings 
$1,000 

Antidepressant  for 
premenstrual  syndrome 
contains  same  ingredient  as 
generic  Prozac,  at  twice  the  price. 


lerap^HB 
id  breast 


Singulair*  (for  allergies) 


Merck 


lovel,  but  we  re  still  awaiting 
proof  it  beats  antihistamines. 

Vioxx 

Merck 
$900 

Stomach-friendly  painkiller 
overused  for  ordinary  aches; 
ossible  heart  risk  (Merck  denies). 

Zelnorm 


Novartis 
$400 

Helps  31%  to  44%  of  women 
with  irritable  bowel  syndrome; 
placebos  helped  17%  to  39%. 

Zithromax 


Pfizer 
$44 

Insurers  are  exasperated  with 
doctors  who  prescribe  fancy  antibi- 
otics like  this  when  not  needed. 


ices  are  for  one  year  of  use.  except  Amevive  is  for  three-month  course,  Zelnorm  is  for  three  months,  Zithromax  is  for  six-pill  course.  'This  does  not  refer  to  its  well-known  use  for 
ihma.  Sources:  The  Medical  Letter,  WellPoint  Health  Networks:  New  England  Journal  of  Medicine;  Drugstore.com;  companies. 


ar,  Cox-2  pills  now  account  for  almost  half  of  all  prescriptions 
r  anti-inflammatory  drugs,  according  to  NDC  Health. 

The  makers  of  Cox-2  drugs,  which  racked  up  $4.5  biHion  in 
102  sales,  offer  this  defense:  Drug-induced  ulcers  caused  by 
uprofen  and  other  older  medicines  cause  107,000  hospital- 
itions  and  16,500  deaths  a  year.  "And  the  problem  is  you  never 
low  which  patient  [is  at  risk],"  says  Novartis  boss  Vasella. 

The  insurers  may  offer  this  compromise:  We'll  pay  for  the 
pensive  treatment  if  the  patient  is  elderly  or  has  a  history  of 
Dmach  ailments.  Nevertheless,  the  drugs  are  often  prescribed 
precisely  those  patients  who  are  at  the  least  risk  of  getting  an 
cer — young  and  middle-aged  adults  with  routine  pain  from 
rains  and  strains.  A  survey  by  drug  benefits  manager  Express 
xipts  found  that  65%  of  patients  getting  prescriptions  for  the 
ox-2  drugs  had  no  risk  factors  for  ulcers. 

Moreover,  Celebrex  may  not  be  as  gende  on  the  tummy  as 
IS  been  thought.  Pharmacia  has  been  unable  to  prove  that 
debrex  can  avoid  the  most  serious  side  effect  of  the  older 
ugs;  bleeding  ulcers.  The  company's  own  8,000-person 
ady — pitting  Celebrex  against  two  older  drugs,  ibuprofen  and 
clofenac — failed  to  show  a  statistically  significant  difference  in 
e  incidence  of  ulcer  complications.  Pfizer,  which  is  acquiring 


Pharmacia,  says  the  study  failed  because  patients  on  the  older 
drugs  dropped  out  of  the  study  early  because  of  stomach  pain.  It 
plans  new  studies  to  definitively  prove  Celebrex's  benefits. 

Heartburn  ________ 


AstraZeneca's  famed  purple  pill,  Prilosec,  and  other  so-called 
proton-pump  inhibitors  are  the  most  effective  heartburn  drugs 
ever  invented,  so  potent  that  Prilosec  has  been  nicknamed  "pur- 
ple crack."  Proton-pump  inhibitors  are  the  top  drug  category, 
with  2002  sales  of  $13  billion.  A  lot  of  those  pills,  skeptics  say, 
went  to  people  who  have  little  more  than  a  few  bouts  of  heart- 
burn and  could  get  by  on  generic  versions  of  Zantac. 

"Drug  marketers  have  convinced  every  American  who  belches 
occasionally  and  has  a  Utde  heartburn  after  their  third  cannoU  that 
they  must  immediately  begin  taking  the  little  purple  pQl,"  says 
family  practitioner  Mark  Ebell,  deputy  editor  of  the  journal  Amer- 
ican Family  Physician.  One  recent  University  of  Michigan  study 
looked  at  71  patients  with  chronic  heartburn  whose  symptoms 
were  controlled  by  Prilosec- type  drugs  and  concluded  that  41  of 
them  could  be  switched  to  a  cheaper  drug — or  no  drug  at  all. 

Doctors  deserve  blame  for  blincUy  prescribing  the  purple  pill 
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as  a  panacea  for  stomach  problems.  Many  medical  experts  rec- 
ommend that  patients  with  ulcerlike  symptoms  be  tested  for  the 
presence  of  ulcer-causing  bacteria  and  then  treated  with  a  short 
regimen  of  antibiotics  and  proton-pump  inhibitors  to  cure  the 
infection.  But  according  to  a  survey  for  the  Kanter  Family  Foun- 
dation, 59%  of  general  practitioners  would  simply  prescribe  pro- 
ton-pump inhibitors  indefinitely  without  the  bacteria  test. 

AstraZeneca  says  patients  need  the  most  potent  drugs 
because  only  one-third  now  have  their  symptoms  fully 
relieved.  Meanwhile,  its  main  patent  on  Prilosec  recently 
expired.  It  has  devised  a  new  purple  pill,  Nex- 
ium,  and  says  that  Nexium  is  better  at  healing 
erosions  of  the  esophagus.  Chronic  erosions 
could  lead  to  Barrett's  esophagus,  which  could 
predispose  you  to  cancer  of  the  esophagus,  which 
might  kill  you.  But  don't  be  surprised  if  your 
insurer  makes  you  pay  for  Nexium  yourself. 

Infections 


Show  up  in  your  doctor's  office  with  a  viral  chest  cold 
and  there's  a  good  chance  he'll  prescribe  an  antibiotic 
(useless  against  viruses)  and  send  you  on  your  way.  This 
not  only  wastes  money,  says  Aetna  Chief  Executive  Dr. 
John  Rowe,  but  it  causes  side  effects  and  speeds  the  emer- 
gence of  resistant  strains  of  bacteria.  Even  if  you  do  have  a 
bacterial  Ulness,  it  may  be  a  mistake  to  automatically  go  for  a 


What's  a  Life  Worth? 


pricey  new  antibiotic  such  as  Bayer's  Cipro.  A  recent  paper  in 
Archives  of  Internal  Medicine  found  that  only  24%  of  wo: 
with  urinary  tract  infections  were  getting  the  recommended  fin 
line  antibiotic  in  1998,  which  currently  costs  $12  for  a  course 
therapy,  while  29%  were  getting  much  more  expensive  brani 
name  drugs  like  Cipro,  which  cost  up  to  $90  for  a  course 
therapy.  Baye.r  (and  some  well-regarded  doctors)  dispute 
study's  conclusion  and  say  that  using  Cipro  often  makfl 
sense  because  the  resistance  to  the  old  drugs  is  growing, 


The  Cost  of  a  Lifesaver 

Gleevec,  the  treatment  from  Novartis  f( 

'5pa!sp   /        chronic  myelogenous  leukemia,  costs  $25,000l 

plus  a  year  and  is  a  lifesaver.  The  insuranc^l 

company  will  not  turn  you  down.  A  trickier  cas.| 

is  presented  by  Bristol-Myers  Squibb's  $1.89  bit 

lion  (sales)  blood  thinner,  Plavix.  A  mix  of  PlavijI 

and  aspirin  is  moderately  better  than  aspirin  alomi 

at  preventing  heart  attacks.  Plavix  costs  $1,300  il 

year.  Giving  it  to  every  heart  attack  survivor  for  i 

year  would  save  lives  at  a  net  cost  to  society  of  x 

much  as  $177,000  for  every  year  of  life  saved,  ac 

cording  to  a  recent  New  England  Journal  of  Medl 

cine  analysis.  Worth  it,  if  you've  got  the  bucks.  Bu) 

not  necessarily  a  bill  that  the  federal  government  will  foo' 

for  Medicare.  f 


It  seems  crass  to  put  a  price  tag  on  human  life,  but  society  does  that  every  time  a  decision  is  made  about  funding  health  care 
Economists  calculate  a  drug's  cost  by  adding  the  price  of  the  pill  to  the  cost  of  treating  side  effects.  Next,  they  subtract 
savings,  such  as  prevented  surgeries  and  emergency  room  visits.  Then  they  divide  net  costs  by  the  number  of  "quality- 
adjusted"  life-years  the  drug  adds.  Here's  how  some  stack  up  on  this  cost-benefit  scale.  Costs  are  high  because  doctors 
often  have  to  treat  scores  of  patients  for  years  with  pricey  therapies  to  save  one  year  of  one  person's  life.  —R.L 


Treatment 

Price  per  year 

Cost  per  year  of  life  gainedl 

Folic  acid  for  women  of  child-bearing  age 

$6 

s-'^   m 

(  1 

Pneumonia  vaccine  for  the  elderly 

13 

-r 

AIDS  drug  cocktails 

12.000 

15.000-20.000 

Eli  Lilly's  Xigris  (when  used  only  for  the  severest  cases  of  sepsis) 

6,8002 

20,000 

Driver's-side  air  bag 

1,0003 

27,000 

1 

Kidney  dialysis 

35,000- 

45.000 

50.000 

Cholesterol-busters  for  heart  patients 

850 

50,000  or  less 

1 

Cox-2  inhibitors  Celebrex  or  Vioxx  for  arthritis  patients  at  average  risk  for  ulcers 

900 

185.000^ 

Bristol-Myers'  Plavix  instead  of  aspirin  for  heart  patients 

1.300 

114.000 

] 

Cholesterol-busters  for  middle-aged  women  with  high  cholesterol,  but  no  heart  disease 

850 

150,000-600,000 

i 

Eli  Lilly's  Xigris  (when  used  for  less  severe  sepsis  conditions) 

6,800^ 

575.000 

1 

Annual  helical  CT  scan  of  former  heavy  smokers  to  detect  lung  cancer 

300 

2.300,000 

1 

'Savings  from  reduction  in  hospitalization  and  other  treatments  exceed  cost  of  medicine. '  Price  for  one  treatment.  -^  Replacement  cost.  ''Based 
Sources;  Peter  Neumann,  Harvard  School  of  Public  Health;  New  England  Journal  of  Medicine:  Journal  of  the  American  Medical  Association. 
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on  a  Canadian  study. 

AT  DOES  IT  TA 


TO  CHALLENOt..    . 


ENERGY 

TO  LIVE.  WORK,  DREAM.  SUCCEED 


ake  the  kind  of  energy  that  lights  up  the  classroom.  But  we  never  forget  that  our  most  important  source  of 
y  comes  from  within.  Generating  ideas,  a  quest  for  answers,  and  the  relentless  determination  to  improve. 
I  is  why  we're  always  seeking  new  technologies  and  energy  sources  to  meet  today's  and  tomorrows  needs. 


Q^  Progress  Energy 


www 


r  0  g  r  e  s  s  -  e  n  e  r  g  y  .  c  0  m 


In  the  world's  harshest  environments,  fundamental  strength  withstands  the  test  of  time.  The  XL  Capital  group  was  created  by  cc 
customers,  and  our  fundamental  strength  is  trusted  by  the  world's  leading  conopanies  to  help  them  endure  the  harshest  ex| 


"•m^} 


.'v^ 


■^f 


The  strength  to  cover  the  WOTRTs  lappistbusine&s  and  financial  risks 


':! 


:ii^g  in  large  risks  and  financial  solutions  for  business,  we  are  strong  partners. 
CE  I  REINSURANCE  I  FINANCIAL  Experience  our  strength,  www.xlcapital.com 
.  The  XL  Capital  group  is  rated  A+byAM  Best. 
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FUNDAMENTAL  STRENGTH  -  CAPITAL  AND  PEOPLE 
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Technology 

SOFTWARE 


GH>PHS  BY  DENNIS  GALANTE  FOR  FORBES 


Technology  |  Digital  Tools 


by  Stephen  Manes 


The  Camera's  in  the  Phone 


THE  IDEA  OF  A  CELL  PHONE  \MTH  A  BUILT-IN  CAMER.^ 
has  a  charming  . . .  well,  ring  to  it.  The  joie  de  vivre! 
The  spontaneity!  Since  you  always  have  a  cell  phone 
with  you,  you  always  have  a  camera.  You  can  see  the 
commercials  already:  The  gorgeous  fiancee  grabs  her 
phone  and  snaps  a  self-portrait.  An  instant  later  her  beau  across 
the  country  proudly  flaunts  his  handset  to  his  rowdy  drinking 
pals.  But,  after  playing  with  four  pricey  camera  phones,  I  have 
one  word  for  all  that:  unlikely. 

I  tried  three  phones  designed  for  GSM/GPRS  networks:  Sam- 
sung's $400  model  \'205,  available  ft-om  T-MobUe,  Sony  Erics- 
son's S650  model  P800,  available  direct  from  the  manufacturer's 
Web  site,  and  a  not-quite-final 
version  of  Nokia's  roughly  S400 
model  3650,  available  soon.  I 
also  tried  Sprint's  $400  Sanyo 
SCP-5300. 

Thanks  to  the  fragmenta- 
tion of  the  American  cell  phone 
industry,  the  chances  of  trans- 
mitting a  photo  from  one 
phone  to  another  are  stunningly 


Taking  pictures 

with  your  cell 

phone  sounds  a 

whole  lot  better 

than  it  looks. 


Nokia  3650 


small.  For  openers,  both  phon  :«- 
must  handle  pictures;  mo  "^ 
can't.  Next,  they  generally  mu  .' 
be  on  the  same  network,  so  fo  -• 
get  about  sending  a  snap  fro)i  r 
an  AT&T  phone  to  a  T-Mobi  c 
customer  via  the  "standaro  u 
Multimedia  Messaging  Servic  '■: 
that  both  offer.  The  most  rel  l 
able  scenario:  Send  the  photo  t 
an  e-mail  address. 

You  can't  always  transmit 
picture  even  between  two  camera  phones  on  the  same  networi 
the  little  Samsung  blithely  rejected  bigger  pictures  from  th|  ss 
Sony  Ericsson.  With  Sprint  phones,  you  don't  get  instant  pi*  ;i 
tures  at  aU.  Instead  of  seeing  your  beaming  face  right  now,  yoii 
recipient  has  to  click  on  a  Web  link  and  wait  for  a  download- 
That  makes  sense  if  you're  paying  the  freight.  T-Mobile 
data  plans  begin  at  $3  per  month  for  1  measly  megabyte  (just  1 
pictures  at  640x480  pbcels)  and  $10  for  10;  AT&T's  begin  at  $2 
a  month  for  8  megabytes.  But  without  caps,  overage  charges  ca  ;t 
amount  to  $10  a  megabyte.  Sprint's  Vision  data  service  i 


;: 


Sony  Ericsson  P800 


Sony  Ericsson 


4  i  i^iST  (^^ 


Q  m  ^  m  Ci  S8 

Pfciures     tdii  Unfileil^;? 


'    ':=r:>£:  324G0025 


!P|-;,~5  kb) 


•.  o; 


Sanyo 
SCP-5300 


Samsung  V205 
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DU-cjui-eat:  a  flat  S 10  a  month  on  top 
oice  charges  with  most  plans,  and 
ided  with  those  over  $85. 
inapping  a  shot  with  the  Sony  Erics- 
:akes  just  seconds,  but  sending  it  can 
rvvo  minutes.  With  the  Sanyo,  you'll 
as  long  as  15  seconds  between 
)s;  transmitting  a  picture  can  take 
a  minute — when  calls  don't  get 
)ped. 

Dnly  the  Sanyo  comes  with  a  flash, 
assists  will  appreciate  the  Samsung's 
ting  lens;  the  Sanyo's  external  mini- 
en  offers  similar  self-portraiture.  The 
ia  can  record  short  videoclips. 
hoto  quality?  State  of  the  art — for 
Cro-Magnon  era.  The  best  snaps 
le  from  the  Nokia  and  the  Ericsson,  at 
x480  pixels.  The  Sanyo  is  supposed  to 
apable  of  that  less-than-thrilling  reso- 
on,  but  a  vertical  format  of  357x474 
:1s  was  the  best  I  could  get.  The  Sam- 
g  delivers  352x288. 

You  won't  want  to  print  these  shots, 
not  just  because  of  the  low  resolu- 
1.  The  sensors  do  a  poor  job  of  render- 
anything  but  the  simplest  of  subjects 
yen  lighting.  Another  challenge:  hold- 
the  phone  steady  enough  to  avoid 
rring  pictures. 

These  phones  all  have  awkward  user 
jrfaces.  The  Sony  Ericsson  P800  aspires 
)e  a  full-fledged  connected  PDA,  but  its 
ich  screen  comes  with  a  stylus  only 
;htly  more  substantial  than  a  guitar 
k.  The  handwriting  recognition  and 
screen  keyboard  guarantee  errors,  but 
J  can't  buy  an  add-on  keyboard. 
The  Nokia  3650  has  lots  of  PDA  fea- 
es,  too,  but  the  only  way  to  enter  data 
/ia  the  keypad,  whose  keys  are  goofily 
anged  in  a  circle.  And  to  get  the  Sanyo 
P-5300's  desperately  needed  200-page 
inual,  you  have  to  find  a  file  on  Sprint's 
:b  site,  download  it  and  print  it  your- 
f.  That's  an  outrage. 
Skip  camera  phones  until  they  get 
:aper  and  better,  as  they  inevitably  will, 
r  now,  a  cheap  little  phone  and  a  decent 
le  digital  camera  should  give  you  joie 
vivre  and  spontaneity  enough.  F 

■!  pVlfVifC   Stephen  Manes  (steve@cranky.com) 
-  ■^^^^•ccx..   was  cohost  of  Digital  Duo  and  has 
n  covering  technology  for  two  decades.  Visit  his  home 
e  at  www.forbes.comMianes. 


To  Someone  Who  Stutters, 
It^s  Easier  Done  Than  Said* 


The  fear  of  speaking  keeps  many 
people  from  being  heard.  If  you 
stutter  or  know  someone  who  does, 
write  or  call  for  our  free  informative 
brochures  on  prevention  and 
treatment  of  stuttering. 

3100  Walnut  Grove  Road,  Suite  603  •  P.O.  Box  11749 


THE 

Stuttering 
foundation'" 

A  Non/>ro/i[  Organisation 

Since  1947 — Hdfnng  Those  Who  Stutter 

1-800-992-9392 

www.stutteringhelp.org 

Memphis,  TN  38111-0749 


www.famows-smoke.com/specials                          ^S!^^^^ 

1      Yes!  Please  rush  my  9  premium  Cigots  (or  only  SI  9.95  (plus  S4.95 

r,— •  ,:— r,  .t  Co«»..c  cnuinnc  cinre  1 Q19I                 ■      5&H1,  a  savings  of  S38.05  off  suggested  reloil  and  send  me  information 
Great  cigars  af  Famous  sovings  since  1 939.                    ^^  ^^^^  ^^^^^^  ^^^^^^  ^^^^  ^^^^^  ,pj  ^^^.j^^,^  ^^^  ^y^  ^^|^^  ,^^ , 

1o  matter  wtiol  you  pay  for  it,  a  fine  cigar  is  worth  every  penny.             j 

Jul  finding  a  cigar  that  suits  your  loste  con  get  expensive!                i                     ^'il»1  to:  FAMOUS  SMOKE  SHOP  -  PA,  INC 

from  the  mild  Motonudo  to  the  savory  Soncho  Ponza  to  the                1                        '  "">  ^"""1'  ""«'  E«'«"-  "  '^W" 

Order  Now.'..OHer  good  through  April  30,  2003.                 j      ^J "°" ■» 'PP"""" -^- 

1        Oly                                                             Slale                    Zip 
■g—'  ^'n^*.- 1^"      -.                                                                   1         Home  Phone  (required! 

ITWIOUS"             i  -^-""-' 

SMOKE    SHOP                                                     ,         y^Hi! 

1        Doll  ol  Birlh  liequiieill 

■        J  S24  90  f ndastd  (3  S26.39  P4  rKiilinlil   J  JusI  and  lui  lolalog 

i-800-o5o-zl0l     !  is^k 1;;^, 

fleoie  use  key  code  aiU078i  when  ordeiiiij.                               '       IwmIhiU /tusloniM  Kot  moil*  m  mincri                        key  (o*  BU071I 

Entrepreneurs 


l/Vhopper  Banking 

hat  would  the  staid  world  of  deposits  and  loans  look  like  if  bank  branches 
ere  run  like  hamburger  joints?  Vernon  Hill  will  show  you. 


T'S  A  TYPICAL  FRIDAY  AFTERNOON— "RED  FRIDAY"  AT 
Commerce  Bancorp.  At  the  Kings  Highway  branch  in  Cherry 
Hill,  N.J.  a  smiling  greeter  hands  out  Red  Hots  and  other 
crimson  candies.  The  bank  mascot  (a  big  red  C)  is  in  the 
lobby  getting  pinched  by  kids  and  photographed  with  giddy 

alts.  Red-clad  tellers  deliver  lollipops  and  dog  biscuits  to  people 

d  their  pets  at  the  seven-lane  drive-through. 
If  Commerce  looks  more  like  a  fast-food  operation  than  a 

rik,  that's  because  its  founder, 

rnon  W.  Hill  II,  thinks  more 

terms  of  mass  marketing 

d  customer  service  than 

asset/liability  matching  and 

m  loss  provisions.  Hill,  57, 

unded  Commerce  in  1973 

th  a  stake  from  friends  and 

sociates  and  took  it  public  in 

83.  On  the  side  he  also  owns 

Burger  King  oudets. 
Yes,  there  is  a  connection  be- 

'een  burgers  and  banking. 

ill's  career  started  out  in  real 

ate — site  development,  specif- 

illy.  This  is  the  key  to  making 

oney  in  fast  food:  picking  busy 

ghways  with  relatively  cheap 

id.  It's  the  key  to  Commerce 

mcorp's  deposit-gathering, 

0.  The  bank's  outlets  tend  to 

:  on  suburban  thoroughfares 

ith  plenty  of  traffic. 
And  they  are  convenient.  All 

15  branches  of  Commerce 

n  New  Jersey,  Pennsylvania, 

elaware  and  New  York)  stay 

)en  on  weekends  and  most 


BY  EMILY  LAMBERT 


holidays.  They  offer  next-day  hands,  rather  than  making  clients 
wait  two  days  or  more  for  a  check  to  clear.  All  the  bank's  8,000 
employees  attend  a  banking  version  of  the  Hamburger  U  sessions 
made  famous  by  McDonald's.  Commerce  University,  in  Mount 
Laurel,  N.J.,  trains  employees  how  to  treat  customers  as  "family." 
Hill  is  a  big  spender — on  himself  and  his  customers.  (He  built 
a  46,000-square-foot  home.)  In  the  first  nine  months  of  2002  the 
bank  shelled  out  $125  million  on  premises,  fixtures  and  office 


)lorful  character:  Hill  and  the 
ink's  mascot  like  to  mix  it  up 
th  Commerce  customers. 


mm. 
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It  used  to  cost 


bucks 


NUMBER 

to  buy  a  custom-made  shirt.  But 


now, 


YOUR  NAME 


gets  them  for 


less  at  landsend.com  with  just  a 


few  clicks  of  his 


RODENT 


DRESS  SHIRTS  STARTING  AT  $49 

Custom  clothing  only  at  landsend.com 


LANDS':  END 

CUSTOM-" 


Jarett  Medicine  Elk,  Northern  Cheyenne/ 
Assiniboine.  Business  major,  peer  tutor, 
Illustrator,  public  and  motivational  speaker. 
To  learn  more  about  tribal  colleges, 
call  800.776.3863  or  go  to  collegefund.org. 


mm\ 


COLLEGE  FUND<> 


Entrepreneurs 

equipment,  compared  with  $22  million  for 
a  similar-size  rival,  North  Fork  Bancorpo- 
ration.  Hill  bought  $10,000  penny-counter 
machines  for  every  branch  in  May  1999, 
but  he  is  already  planning  to  update  them 
with  $15,000  devices  that  are  more  kid- 
friendly.  "We  don't  look  at  cost,"  he  boasts. 

Such  care  and  feeding  brings  in  de- 
posits, which  grew  43%  last  year  to  $14  bil- 
lion. Paying  less  than  competitors  for  sav- 
ings deposits  ( 1%  versus  a  1.2%  weighted 
average  for  its  competitors).  Commerce 
manages  to  get  a  4.7%  spread  on  its  money, 
compared  with  4.4%  for  the  industry.  Last 
year  it  netted  $144  million,  a  41%  jump, 
on  net  revenues  (revenues  minus  interest 
expense)  that  rose  39%  to  $830  million. 

If  you  own  a  restaurant  privately,  you 
can  put  relatives  on  the  payroll.  If  you  run 
a  public  bank  and  do  that,  you  can  raise  a 
few  eyebrows.  Commerce  Bancorp  has 
paid  $20  million  over  the  past  decade  to 
InterArch,  a  design  and  contractor-services 
company  controlled  by  Hill's  wife,  Shirley. 
His  daughter  has  a  midlevel  job  in  con- 
sumer loans.  Commerce  does  business 
with  Interstate  Commercial  Real  Estate, 
where  his  son,  Vernon  III,  scouts  locations 
for  new  Commerce  branches.  "It  doesn't 
matter,"  says  Vernon  II.  "I  hope  you're  not 
going  to  make  it  any  big  part  of  your  story." 

Vernon  II  has  also  dealt  himself  in.  The 
bank  has  leased  land  for  20  offices  from  cor- 
porations or  partnerships  in  which  Hill  has 
had  a  stake,  paying  in  total  $1.3  million  in 
rent  in  2001.  HiU  declared  last  year  that  he 
would  stop  making  such  deals.  Meanwhile, 
Galloway  National  Golf  Club,  in  which  Hill 
has  an  equity  stake,  got  $309,000  in  2001  as 
dues  for  Commerce  executives.  (These  deal- 
ings plus  the  arrangements  with  InterArch 
have  been  disclosed  in  proxies.) 

Like  a  lot  of  bankers.  Hill  has  forged 
close  ties  with  politicians;  last  year  Com- 
merce's political  action  committee  con- 
tributed $650,000  to  politicians  and  polit- 
ical groups.  In  1996  Commerce  got  into  the 
insurance  business  by  buying  Buckelew  & 
Associates,  owned  by  Joseph  Buckelew, 
former  chairman  of  the  Ocean  County  Re- 
publican Party,  and  Keystone  National 
Cos.,  owned  by  George  ¥..  Norcross  III,  a 
Democrat  who  is  a  principal  fundraiser 
and  adviser  to  New  Jersey  Governor  James 
McGreevy.  Commerce's  board  of  directors 
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includes  former  acting  governor  Don; 
DiFrancesco  and  Jack  Bershad,  chairma^ 
emeritus  of  politically  connected  firii  ■" 
Blank,  Rome,  Comisky  &  McCauley.  M  ? 
says  everyone  is  playing  by  the  rules.  "Yol 
deal  with  political  people  as  you  build  you! 
government  business,"  he  shrugs. 

And  grow  it  has.  Municipal  deposit 
have  jumped  1,500%  over  the  last  decad* 
Commerce's  $2.8  billion  in  municipal  dCj 
posits  is  20%  of  total  deposits,  four  time 
the  national  average  proportion,  report 
SNL  Financial.  Last  year  Commerce  wa 
the  second-largest  underwriter  of  New  Jei 
sey  municipal  bonds,  according  to  Thomj 
son  Financial,  just  behind  Salomon  Smit| » 
Barney. 

Commerce  lends  out  only  40%  of  itjk 

deposits,  compared  with  an  industry  aven  ' 

age  of  87%.  It  keeps  10%  Ln  cash  and  othei  t 

investments.  Of  the  rest,  95%  is  invested  iii 

mortgage-backed  securities,  which  carr*  ^ 

significant  interest  rate  risk,  says  Adari  u 

Barkstrom,  a  bank  analyst  at  Legg  Masor 

The  mortgage  securities  have  a  duration  c 

two  and  a  half  years,  longer  than  the  avev.  " 

age  maturity  of  the  deposits  (which  we  es; 

timate  at  ten  months),  and  the  discrepant 

would  widen  in  a  time  of  rising  interes! 

I 
rates.  (Why?  Homeowners  would  sit  ok 

their  cheap  mortgages  longer.)  So  long  a 

short-term  rates  stay  low,  the  bank  makes 

nice  spread.  But  what  if  rates  shoot  up 

Edward  Jordan,  the  bank's  executive  vie 

president,  says  a  sudden  one-point  rise  ij 

rates  would  erase  the  $200  million  pape- 

profit  it  has  now  on  the  securities.  He  add 

that  the  bank  has  shortened  the  effectiv 

maturity  of  the  securities  portfolio — low 

ered  the  rate  risk,  that  is — and  would  tafc| 

further  steps  if  rates  rose. 

Ray  Kroc,  the  man  who  made  a  for 

tune  taking  McDonald's  national,  used  t( 

drop  in  on  his  franchisees  and  fire  anyon 

he  thought  didn't  fit  into  the  fast-foo< 

mold.  He's  got  a  kindred  spirit  in  Hill.  It 

December  he  visited  all  of  his  banks.  "W 

mystery-shop  our  branches  40,000  time 

a  year,"  he  says,  looking  for  tellers  wh( 

don't  smile  and  phones  that  are  no 

answered  within  three  rings:  "That's  m' 

number  one  job."  Hill  has  his  skeptic 

(the  short  interest  in  the  stock  equals  9°/ 

of  shares  outstanding)  but — so  far — h 

has  defied  them.  I 
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M))  416-0900 

loRN  Collection 
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W)  832-5015 

ms  Brooke 

vranir  Mirrors 
}I)  638-0769 

ORBES  Collection 

Bail'  &  Body  Products 
W)  353-6462 

ELSEA  House 

rssories.  Lighting,  Pillows 
X»  258-3144 

COL'RISTAN 

\igs  &  Carpets 
OO)  223-6186 

EsiCN  Basics 
ne  Plan  Designs 
00)  947-7526 

LMS  Puzzles 
Cut  Jigsaw  Puzzles 
00)  353-3567 

OBi  Furniture 

fitr  the  Home  &  Office 
\l5)  245-1000 

ntR  Levin  Assocutes 

aiso'iiie  of  Fortes  Fahergr 
f03)  254-7733 

NATIONAL  Rarities 

ital  Cuim  &  Medallions 
<09)  ''98-6103 

•OUTAN  Museum  of  Art 

roduition  Jewelry 
•00)  662-3397 

loBLE  Collection 

Collectibles 
'00)  866-2538 

MEN  IRONVCORKS 

'fetJl  Citirden  Furniture 
'00)  239-8713 

ousE  Productions 

jreeti'ig  Cards 
00)  255-7316 

N  Picture  Gallery 

Earned  Prints 
00)  547-7746 

srstone  Imports 

nntas  Ornaments 
i8)  884-XMAS 

IAN  Alexander 

hgs,  &  Objets  de  Luxe 
00)  898-0803 
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Beautiful y  Elegant,  Sophisticated 
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The  Forbes  Collection™  fine  licensed  products  combine 
consummate  style  with  the  highly  recognized  Forbes  brand,  taking  inspiration ' 
from  the  luxurious  Forbes  estates  and  signature  art  collections,  including 

the  opulent  jeweled  objects  by  Peter  Carl  Faberge.  ■•. 
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t  Photo:  Forhts  Chateau  de  Balkroy,  Normandy,  France 

For  a  complete  list  of  The  Forbes  Collection '^'licensed  companies,  please  contact:  J.G.  Stanley  &  Co.,  Inc. 

I;' ;'  Tel:  212-679-0079  Fax:  212-679-0296Jini;ul:  i;;stanlcv(3'jsistanley.com 


Entrepreneurs 


lese 


Btli 

ungf 


the 


P' 


ft 


A  Little  Respect,  Please 

Like  most  entrepreneurs,  KURT  SPINDLE  wants  an  occasional  pat  on  the  back. 
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KURT  SPINDLE'S  SPARTAN  HEAD- 
quarters  is  a  2,000-square-foot  box; 
one  of  two  windows  looks  out  on  a 
parking  lot  at  the  edge  of  Oklahoma 
City.  Launched  14  months  ago,  RedFrog 
Communications  is  yet  another  entrant 
in  a  fairly  crowded  industry  that  has 
spawned  more  than  its  share  of  tlame- 
outs:  long-distance  reselling.  This  was 
the  business  that  got  Bernie  Ebbers  his 
start  at  WorldCom.  RedFrog  buys  voice 
connections  at  1.3  cents  a  minute  from 
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Qwest,  BellSouth  and  others,  and  sells  to 
middle-income  households  at  4.5  cents. 
He  says  business  is  hopping,  with  24  mil- 
lion minutes  sold  in  February. 

How  successful?  Spindle  has  five  peo- 
ple on  his  payroll  and  speaks  grandly  of 
33  "territories"  serving  parts  of  Okla- 
homa, Texas,  Florida  and  California.  But 
on  further  probing,  he  confesses  that 
three  of  these  branches  consist  of  noth- 
ing more  than  a  switchbox  tucked  into  a 
phone  company's  office. 


Spindle's  marketing  method  is  a 
different  from  that  of  most  resellers.  1 
targets  densely  populated,  ethnic  neig 
borhoods  and  hires  newspaper  carrit 
to  hang  fliers  on  doorknobs.  The  pit 
yields,  he  claims,  a  4%  response  ra 
which  would  be  wondrous  for  any  jun 
mail  advertiser. 

The  financing  is  a  little  unorthod( 
too.  Eager  to  hold  on  to  100%  of  the  e 
uity  in  RedFrog  but  needing  capit 
Spindle  sells  territories  (each  typicalb 
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Jl  city  or  a  piece  of  a  larger  one)  to 
iders  at  S6,000  each.  These  investors 
?  70%  of  net  profits  until  they  make 
r  money  back,  after  which  their  take 
0°o.  Spindle  says  that  he  has  a  dozen 
hese  angels  and  that  most  of  them  are 
ting  payback  checks  within  four 
nths. 

Of  course,  he  wouldn't  have  to  share 
presumably  lucrative  returns  with 
mgers  if  he  could  come  up  with  the 
ital  out  of  his  own  pocket.  Where  are 
the  profits  from  his  four  earlier  ven- 
es?  .\  long  story  goes  with  that. 
The  son  of  a  neurosurgeon,  Spindle 
w  up  in  tony  Whittier,  Calif,  driving 
dad's  Lamborghinis.  Spindle  showed 
early  enterprising  streak:  As  a  kid  he 
t  in  trouble  for  charging  guests  at  a 
ghbor's  party  for  parking  at  his  par- 
s' curb. 

In  1988,  a  few  years  after  getting  a 
V.  in  business  administration  from  the 
liversity  of  Oklahoma,  he  started  his 
St  business,  an  ad  company  that 
shed  messages  from  a  neon  plasma 
een  mounted  on  the  bed  of  a  pickup. 
;  parked  the  truck  outside  a  U.  of  O. 
otball  game,  flashing  CBS'  logo  fol- 
ved  by  "UOVsU"  and  his  phone  num- 
r.  The  network  put  it  on  the  air  and 
isiness  doubled  overnight,  to 
0,000  a  month.  Spindle  sold 
e    company    after    eight 
onths  for  $300,000.  "Good 
lin  for  a  28-year-old,"  he 
ughs. 

But  not  good  enough  for 
is  dad,  who  pointed  with 
ride  to  Spindle's  older  bro- 
ler,  a  sales  executive  at  a  na- 
onwide  long-distance  com- 
my.   Not   to   be   outdone.   Spindle 
ivested  $10,000  to  start  Mid-Continent 
ommunications,  reselling  long-distance 
:rvice  at  half  AT&T's  rates  in  1991.  He 
)ld  out  four  years  later  to  an  undis- 
osed  local  phone  company  in  Texas  for 
sum  he  won't  reveal. 

Meantime,  his  home  life  deterio- 
ited.  Spindle  and  his  wife  invested 
luch  emotional  capital  on  an  adoption 
lat  didn't  work  out  and  on  in  vitro  fer- 
lization,  which  eventually  did,  at  a  cost 


of  tens  of  thousands  of  dollars.  In  late 
1995  Spindle  cofounded  LoTel  Co.,  a 
payment  agency  for  a  Baby  Bell  and  a 
local  electric  utility.  When  delinquent 
clien«^s  showed  up  in  his  office  to  pay 
their  telephone  bills.  Spindle  pounced, 
signing  them  up  for  his  own  long- 
distance plan. 

Did  he  earn  respect  this  time?  No, 
more  trouble.  Spindle's  old  friend  and 
LoTel  Co.  cofounder  ran  into  some  per- 
sonal problems  that  made  doing  business 
with  him  impossible.  "I  didn't  know  how 
to  distance  myself  from  him,"  Spindle 
says — so  he  got  out  by  selling  the  com- 
pany in  1997  for  a  paltry  $200,000. 

Spindle's  already-strained  marriage 
collapsed,  and  the  divorce  lawyers  and 
child  support  left  him  with  empty  pock- 
ets. He  gained  80  pounds.  His  life  nar- 
rowed to  a  beanbag  chair  and  a  TV  on  top 
of  a  cardboard  box.  "I'd  come  home,  and 
my  lights  were  off  because  I  was  too 
proud  to  call  my  dad  and  ask  for  a  hun- 
dred bucks,"  he  sighs. 

Noting  the  inefficiencies  and  high 
prices  of  government-owned  phone 
monopolies,  Spindle  got  a  notion  to  sell 
low-cost  long-distance  service  in  Viet- 
nam. He  spent  two  years  in  Hanoi  try- 
ing, unsuccessfijlly,  to  get  a  license. 

"I'd  come  home,  and  my 
lights  were  off  because 
I  WAS  TOO  PROUD  TO 
CALL  MY  DAD  and  ask 
for  a  hundred  bucks."_  _ 

Maybe  RedFrog  will  deliver  the  big 
payoff  He  says  he  can  maybe  net  $1.1 
million  on  revenue  of  $14  million  this 
year  but  will  have  to  restrain  his  in- 
vestors, who  are  pawing  the  ground 
looking  for  faster  expansion.  His  weight 
is  down  55  pounds  to  275.  "This  is  my 
last  big  hurrah,"  he  says.  "I've  built  other 
companies  and  left  a  lot  on  the  table. 
This  time  I  don't  want  to  leave  a  damn 
cent." 

Attaboy,  Kurt.  T 
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KNOW 
WHAT'S 
COMING 


Today's  online  researching 
becomes  tomorrow's  purchases, 
both  offline  and  online.  Compete, 
Inc.  is  the  only  company  that 
analyzes  the  online  behavior  of 
10  million  consumers,  providing 
predictive  analytics  to  help  you 
know  what's  coming.  And  profit 
from  it.  Reach  us  at  617  867.7139. 


Compete 

The  Predictive  Edge 


lAMERICA  EUARANTEES 


EOOM 

a¥air 


RELIES  O/M 


-Roger  Ailes 
Chairman 
.FOX  News 
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EQUITIES 


rhe  New  New  Issues 

The  torrent  of  deals  we  saw  in  the  bull  market  has  slowed  to  a  trickle.  But 
companies  going  public  in  a  harsh  climate  tend  to  be  more  solid  for  the  long  term. 


BY  DAN  SELIGMAN 


rHE  RED  HERRING  IS  A  SPECIES  NEAR  EXTINCTION. 
Not  just  the  magazine  of  that  name — it  ceased  pub- 
lishing in  early  March — but  the  red-lettered  circular 
that  comes  with  an  initial  public  offering.  The  only 
significant  first-stock  sales  thus  far  this  year  were 
two  insurers  in  February,  Infinity  Property  &  Casu- 
ty  and  Endurance  Specialty  Holdings.  In  January  no  new  issues 


came  to  market,  the  first  dry  month  in  at  least  four  decades.  Last 
year  had  a  mere  70  deals,  the  worst  showing  since  1979. 

Don't  worry  too  much  about  the  state  of  equity  fundraising. 
More  companies  will  go  public  as  2003  progresses.  Now  54  deals 
are  in  the  pipeline,  although  pricing  and  dates  have  yet  to  be  set. 
The  year  should  bring  at  least  as  many  initial  offerings  as  2002, 
according  to  Renaissance  Capital,  which  tracks  them. 
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These  deals,  now  filed  to  go  public,  are  established 
businesses,  not  pipe  dreams.  They  have  not  been  priced  yet. 

IPO/Lead  underwriter 


Time  Warner  Cable/Bear  Stearns 

AOL's  biggest  unit  owns  cable  TV  systems  and  serves  10.8  million  subscribers. 


DigitalNet  Holdings/Salomon  Smith  Barney 

Provides  communications  technology  to  the  U.S.  government. 


Ipass/Morgan  Stanley 

Provides  remote  access  to  enterprises  over  a  virtual  network. 


Molina  Healthcare/Banc  of  America  Securities 

Managed  health  care  organization  with  478,000  members,  mainly  in  California. 

Accpac  International/RBC  Capital  Markets 

Computer  Associates  spinoff  of  accounting  software  firm. 


Todco/Morgan  Stanley 

Provides  contract  oil-and-gas  drilling  services  in  the  U.S. 


Converse/Morgan  Stanley 

Wholesaler  of  high-performance/casual  athletic  footwear  and  apparel. 


Source:  Renaissance  Capital/www.ipohome.com. 

Now  here's  the  sweet  spot:  Odds  are  that  many  from  this 
year's  crop  will  be  strong — a  lot  stronger  on  average  than  the 
crop  from  the  late  1990s.  In  other  words,  this  year  should  be  a 
good  one  to  pick  up  first-rate  new  stocks  cheaply. 

That's  because  companies  going  public  in  a  cold  market 
tend  to  be  of  high  quality,  says  new- issues  expert  Jay  Ritter  of  the 
University  of  Florida's  business  school.  They  have  to  be,  in  a 
time  when  buying  stock,  especially  new  and  untested  stock, 
seems  like  an  event  on  Fear  Factor.  Cold-market  issues  are  much 
more  likely  to  do  well  over  the  long  term  than  the  indiscrimi- 
nate dreck  offered  up  when  investors  buy  anything,  as  they  did 
in  the  red-hot  1990s. 

Look  at  1988  and  1989,  when  the  new-issues  market  was  still 
absorbing  the  aftershock  of  the  October  1987  crash  and  deal 
flow  had  slowed,  professor  Ritter  says.  The  class  of  1988  went  on 
to  enjoy  average  market  returns  of  56%  over  the  next  three 
years,  beating  equivalent  amounts  invested  in  a  broad  market 
index  on  offering  days  by  9  percentage  points;  the  1989  class 
scored  51%  over  the  next  three  years,  17  points  better  than  the 
market.  To  date,  the  2002  new  issues  (down  an  average  3%  last 
year)  fared  relatively  well  in  a  rotten  environment. 

Nowadays  companies  going  public  often  are  long-estab- 
lished businesses,  many  of  them  units  of  already-public  compa- 
nies, and  not  just  some  clever  notion  hatched  over  a  kitchen 
table  a  year  ago.  Ritter's  data  show  that  21%  of  2002's  offerings 
were  splitoffs  or  spinoffs,  the  highest  percentage  since  he  started 
gathering  numbers  in  1980.  (In  the  former,  the  parent  sells 
shares  of  a  subsidiary;  in  the  latter,  it  gives  the  sub's  shares  away 
to  its  own  shareholders.)  The  biggest  splitoff  in  2002  was  finance 
outfit  CIT,  which  garnered  Tyco  $5.8  billion. 

Among  the  companies  set  lor  initial  ofterings  this  year  are 
Time  Warner  Cable — expected  for  the  second  quarter  and  likely 
to  bring  AOL  Time  Warner  around  $1  billion — and  athletic  shoe 
maker  Converse  {see  tabic).  Other  p  .s,ibilities  include  search 
service  Google  and  wireless  carrier  Ciivulai'.  The  average  age  of 


companies  going  public  from  1980  through  2002  was  7  years, 
2002  it  was  14. 

How  can  individual  investors  get  in  on  the  action?  This  i 
as  easy  as  normal  share-buying.  Sure,  you  can  wait  until  after 
offering  day.  But  since'most  new  issues  pop  up  in  price  on 
debut  day  (albeit  not  as  much  as  during  the  1990s  boom), 
strategy  may  force. you  to  pay  extra. 

On  the  offering  day  itself  you  can  buy  if  you  have  an  accoi 
with  the  securities  firms  doing  the  underwriting.  The  1 
underwriter  has  the  most  shares  available.  You're  not  likel' 
latch  on  to  much:  A  Merrill  Lynch  customer  might  be  ablej 
buy  100  to  200  shares  of  a  Merrill  underwriting.  Some  o 
brokerages,  which  were  not  underwriters,  used  to  hold  lottei 
for  retail  clients  seeking  hot  offerings.  These  days  Hambrechi 
Co.,  a  small  firm,  holds  auctions. 

Of  course,  getting  the  starting  price  does  not  guarantei 
profit.  BuUder  WCI  Communities  launched  at  $19  last  April 
now  goes  for  $9  amid  signs  that  demand  may  slacken  for 
Florida  luxury  condos.  Synaptics,  maker  of  mobile  compu 
equipment,  went  public  at  $1 1  and  currently  sells  for  $9  as  tei 
woes  linger.  In  contrast,  toy  vendor  LeapFrog  went  public 
July  at  $13  and  became  one  of  the  rare  ones  to  have  a  goi 
Christmas;  it  now  changes  hands  for  $20.  And  during  a  horn 
dous  spell  for  airlines,  JetBlue  Airways  (see  FORBES,  Oct. 
2002)  already  has  split  its  stock  and  trades  at  $25,  a  39%  increi 
since  its  offering. 

Long-term  performance?  Two  stars  from  the  1989  class,  soj 
ware  makers  Symantec  and  Parametric  Technology,  have  hal 
very  different  fates  of  late.  Symantec,  at  $46,  has  risen  23-fold 
while  Parametric,  at  $2,  has  only  doubled.  (They  both  wer< 
much  higher  in  the  late  1990s.) 

For  the  short-term-minded,  one  casualty  of  the  bear  market] 
is  the  demise  of  the  huge  first-day  price  pop.  Investment  banksl 
in  the  1990s  doled  out  new  shares  with  abandon  to  favored 
clients,  who  then  quickly  sold  for  a  tidy  profit.  The  practice, 
known  as  "spinning,"  is  now  decried  by  latter-day  virtuecratj 
like  New  York  Attorney  General  Eliot  Spitzer.  WorldCom's  thenj; 
chief  executive  Bernard  Ebbers  made  $  1 1  million,  for  instance 
on  assorted  Salomon  Smith  Barney  offerings. 

In  1999  first-day  prices  routinely  doubled.  During  the  bull 
market  the  pops  averaged  27%.  Recent  moves  have  been  smaller: 
just  8.8%  on  average  in  2002,  says  professor  Ritter.  "It's  nd 
longer  a  get-rich-quick  scheine,"  he  says.  The  result,  he  believes, 
will  be  more  buy-and-hold  investors. 

A  logical  question  is:  Why  should  any  pop  occur?  The  reason 
new  issues  make  such  a  great  gift  for  the  chief  executive  who  has 
everytliing  is  that  they  are  systematically  underpriced.  That's  not 
great  news  for  the  issuers,  who  come  away  with  less  capital  than 
they  should  have.  By  Ritter's  reckoning,  from  1980  through  2002 
initial  offerings  in  the  U.S.  left  a  total  of  $107  billion  on  the  table, 
a  figure  that  works  out  to  $17  million  per  issue.  Offerings  were 
underpriced  on  average  in  every  one  of  those  23  years.  Roughly 
three  out  of  four  showed  a  first-day  profit  during  this  period, 
and  a  hypothetical  lucky  investor  who  always  bought  in  at  the 
issuing  price,  and  sold  at  the  first-day  closing  price,  had  an  avcr- 
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increase  of  18.8%.  That's  18.8%/or  the  day.  The  daily  return 
tocks  in  general  has  been  around  0.05%.  Another  way  of 
ing  at  the  data  is  to  compare  the  amounts  left  on  the  table 
I  the  capital  raised.  In  the  23  years  studied,  the  tabletop  totals 
ked  out  to  some  20%  of  the  realized  proceeds. 
The  puzzle  is  why  smart  guys  who  have  the  imagination, 
re  and  discipline  to  create  a  company  and  bring  u  to  the 
lie  oft'ering  stage  would  be  so  insouciant  about  the  loot  they 
e  supposed  to  collect  for  their  companies.  The  same  could 
aid  for  the  underwriters,  who  would  appear  to  be  better  off 
1  high-priced  issues,  since  their  basic  compensation  comes 
le  form  of  a  "gross  spread."  That  is,  they  take  possession  of 
stock  they  will  sell  to  the  public  at  a  discount — usually  7% — 
n  the  offering  price.  And  that  compensation  is  more  valuable 
higher  price. 

One  answer  is  that  the  insiders  working  on  a  deal  accept 
lerpricing  because  it  brings  aboard  more  investors  and 
reb\-  provides  a  layer  of  insurance  against  market  setbacks  (or 
dvertent  overpricing).  But  if  that's  the  concern,  there  are  sim- 
•  ways  of  insuring  against  it:  buying  puts,  for  example. 
A  better  explanation  comes  from  Timothy  Loughran  of 
tre  Dame's  business  school  and  Ritter  in  a  recent  Review  of 
ancial  Studies.  The  research  found  that  people  are  more  con- 
ned with  changes  in  the  level  of  their  wealth  than  with 
olute  wealth.  And  a  basic  fact  about  initial  offerings  is  that 


they  ft'equently  transform  the  entrepreneur's  level  of  wealth. 

Ritter  and  Loughran's  paradigm  case:  James  H.  Clark,  the 
cofounder  of  Netscape,  which  went  public  in  1995,  with  Mor- 
gan Stanley  pricing  the  issue  at  $28.  At  the  end  of  day-one  trad- 
ing the  stock  sold  for  $58.25,  and  Clark  might  have  furiously 
told  himself  that  his  company  had  left  $151  million  on  the  table. 
He  seems  to  have  been  mollified,  however,  because  there  also 
had  been  a  huge  increase  in  his  net  worth,  by  $544  million. 

Investment  bankers  have  their  own  rationale  for  underpric- 
ing.  Morgan  Stanley  was  again  retained  by  Netscape  in  a  foUow- 
on  pubHc  offering.  A  survey  of  chief  financial  officers  (in  a  2001 
Journal  of  Financial  Economics  article)  indicates  that  when  first- 
day  returns  are  especially  high,  the  likelihood  of  retaining  the 
underwriter  responsible  is  high,  too. 

The  bankers  also  think  that  underpricing  helps  spur  their 
retail  business,  say  the  professors.  A  seriously  discounted  price 
has  the  potential  to  turn  into  a  hot  issue,  and  investors  will  pay 
(by  generating  commission  business)  to  get  in  on  the  deal.  These 
indirect  payments  to  the  investment  banking  firm  appear  to  be 
substantially  larger  than  the  direct  payments  (i.e.,  the  7%  gross 
spread).  In  effect,  underpricing  enables  investment  bankers  to 
triple  their  income  from  underwriting. 

WhOe  this  scheme  is  much  tamer  in  2003  than  in  1999,  you 
should  know  that  it  goes  on — and  will  pick  up  again  once  the 
market  revives  and  new  issues  get  churned  out  faster.  F 
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Gordon  puts  a 
retailer's  lot  under 
surveillance. 


Gumshoe  Research 

Snooping  around  parking  lots  and  video  stores  is  the  way 
Off  the  Record's  Craig  Gordon  finds  how  a  company's  sales 
are  really  going.  Ordinary  investors  can  do  this,  too. 

BY  DANIEL  KRUGER 


CRAIG  GORDON  IS  THE  SAM 
Spade  of  analysts.  Researchers 
at  his  San  Francisco  firm, 
OTA/Off  the  Record  Research, 
expend  shoe  leather  tracking 
down  what's  moving  oft  shelves,  how 
full  parking  lots  are  and  what  low-level 
sales  folks  think. 

In  summer  2000,  for  instance.  Off  the 
Record  learned  from  counting  cars  in 
Wal-Mart  parking  lots  that  customer  vis- 
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its  were  falling  off,  presumably  from 
gasoline  price  hikes  and  national  eco- 
nomic problems.  Sure  enough,  that  Sep- 
tember the  company  warned  analysts  of 
slower  sales  growth  ahead.  The  chain's 
then-$49  stock  began  a  12%  tumble  that 
bottomed  at  $43  the  next  month.  (The 
retailer  now  is  back  to  $48.) 

How  many  securities  analysts  visit 
a  Wal-Mart  store,  let  alone  count  the 
cars?  They  are  too  busy  hobnobbing 


with  company  nabobs  and  getti: 
steered  by  earnings  guidance  and  othj 
official  hints. 

Gordon,  48,  learned  about  digging 
The  Record,  a  New  Jersey  newspaper,  ai 
about  market  research  at  the  San  Fra' 
cisco  ad  agency  Botsford  Ketchum  und 
shaman  Hal  R  Riney.  Hired  by  mon 
managers  who  want  to  gauge  changi: 
public  appetites,  Gordon's  operationi 
like  an  old-fashioned  intelligence  n«i 
work.  His  90  full-time  researchers  and ' 
part-timers  quiz  purchasing  manage 
sales  reps  and  media  buyers  who  ha 
intimate  knowledge  of  their  markets.  F 
firm's  report  on  the  radio  indust 
stemmed  from  interviews  with  24 
agency  reps  and  advertisers. 

An  ordinary  investor  can  use  GO' 
don's  methods.  If  you  have  the  time  an 
energy,  Gordon-style  diligence  can  gi« 
you  valuable  insights  not  obtainable  froi 
financial  statements.  He  has  outlined  \ 
methods  in  a  book  published  in  2001,  C' 
the  Record:  A  Maverick's  Secrets  for  Discoi 
ering  Great  Stocks  (Crown,  $25).  Amor 
them:  Go  to  trade  shows  for  industri 
you  want  to  invest  in,  or  subscribe  toi 
trade  publication. 

An  investor  who  applies  Gordor 
principles,  Amy  Newmark,  a  form 
hedge  fund  manager  from  Greenwic 
Conn.,  had  been  shorting  Tiffany  la 
year  because  she  expected  its  move  in' 
silver  jewelry  would  mean  lower  pre 
margins  amid  a  recession.  But  then  si 
learned  from  her  13 -year-old  daught 
that  Tiffany  silver  trinkets  were  i 
the  rage  among  the  teen  set.  With 
little  digging  Newmark  decided  to  cov 
her  short.  Good  thing:  The  stock  tht 
rose  $6. 

Last  year,  when  the  upcoming  Chris 
mas  season  looked  bleak.  Off  the  Reco: 
found  in  a  post-Thanksgiving  report  th 
beaten- up  Electronic  Arts'  new  Maddt 
NFL  2003  game  would  be  a  big  seller,  citii 
heavy  demand  at  chains  like  Target.  Ele 
tronic  Arts  then  went  on  to  score  a  bof 
holiday  quarter;  earnings  rose  89%  i 
$250  million,  largely  on  the  strength  of  tl 
football  videogame.  The  stock  had  falk 
29%  between  October  and  January,  to  $5 
It  has  now  edged  up  to  $54. 
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Strategically  located  with  convenient  regional  and  international  air  links. 

Excellent  telecomnmnications  -  direct  dialling  to  over  200  countries. 

Thirty-two  double  tax  treaties  covering  40  countries. 

Highly  qualified  bilingual  staff  and  very  competitive  operating  costs. 

A  pleasant  environment  including  one  of  the  lowest  crime  rates  in  Europe. 


'^j^'/j^^-y£±^^.js'^piri,3-J/^*'\  ./^_j^  /-^c; 


Europe's  Business  Island 
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What  do  Gordon  and  his  group 
foresee  currently  {see  table)'^.  A  good  buy, 
they  say,  is  database  kingpin  Oracle, 
whose  earnings  and  stock  price  have 
been  slipping  badly  since  2000.  While  a 
resurrection  of  moribund  tech  spend- 
ing has  been  delayed  for  a  long  time, 

Getting  the  Inside  Story 


Gordon's  sleuths  are  detecting  growing 
customer  interest  in  its  Linux  software, 
as  well  as  in  customer  management 
applications. 

On  the  minus  side,  talks  with  travel 
agents  show  that  the  news  is  going  to  be 
worse  for  Carnival  than  Wall  Street-ex- 


pects.  To  counter  war-fueled  terrori 
fears  and  a  still-blah  economy, 
world's  largest  cruise  line  is  offer 
agents  sweet  discount  packages.  But  pi 
sengers  aren't  biting.  The  stock  is  dol 
$13  from  a  $35  high  last  May.  Exp| 
more  sinking. 


Financial  analysis  alone  isn't  always  enough.  Asking  the  right  people  the  right  questions  can  lead  to  some  good  stock  picks,  or 
stocks  to  stay  clear  of.  Here  are  Off  the  Record's  picks  and  pans,  gleaned  from  the  firm's  network  of  industry  tipsters. 

STOCK  PRICE 

Company  recent      52-weel(  high        P/E        Comment 


BUY 
Gillette 


$30.70         $37.30 


27        Strong  razor  and  battery  sales 


NetScreen  Technologies 


19.14 


21.00 


NM 


Security  concerns  make  their  affordable  firewalls  hot  sellers 


Oracle 


11.16 


14.75 


28        Database  sales  strong  on  upgrades  and  new  business 


Outback  Steakhouse 


31.84 


39.80 


16        Loyal  diners  help  Outback  beat  sales  targets 


AVOID 

Carnival 


21.38 


34.64 


12        Slow  economy,  fears  of  war  and  terror  dim  cruise  sales 


Circuit  City 


4.38 


16.46 


6        Layoffs  of  sales  staff  and  jittery  consumers  hurt  electronics  sales 


Nokia^ 


13.11 


24.24 


17        Slow  cell  phone  growth  in  key  European  and  Chinese  markets 


Prices  as  of  Mar.  6.  NM;  not  meaningful,  'Trades  as  American  Depositary  Receipts.  Source:  Multex  via  FactSet  Research  Systems. 
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WOMEN'S 

R3RUM 

May  29-30,  2003 

The  Metropolitan  Club 

New  York  City 

Featuring 
The  2003  Forbes 
Trailblazer  Awards 


Greed  is  not  good.  The  fallout  from  To  register  contact  Jessica  Kouvaros 

scandals  plaguing  corporate  America  (212)  367-3521  or  jkouvaros@forbes.com 
continues  to  spread  to  investors,  to  Mention  code  FB-AD02 

consumers  and  to  the  economy.  The 

implications  are  immense:  if  all  leaders  put  the  good  of  their  companies  ahead  of  their 
own  interests,  would  the  world  be  a  better  place?  Doing  the  right  thing  is  good  for 
business.  If  more  women  were  in  top  spots,  what  would  be  the  difference?  Would 
there  be  as  many  Enrons,  WorldComs,  Global  Crossings,  Tycos  and  Adelphias? 
Maybe  not.  Will  the  backlash  against  corporate  malfeasance  create  a  culture  of 
honesty?  Can  women  executives  benefit  from  and  lead  this  change?  We  certainly  hope 
so.  The  2003  Forbes  Executive  Women's  Forum  comes  at  a  critical  time  for  business, 
when  leadership  is  at  a  crossroads  and  the  future  of  capitalism  could  be  at  stake. 
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Portfolio  Strategy  By  Kenneth  L.  Fisher 

Buy  Money  Managers 


HERE  ARE  ANOTHER  70  BILLION  REASONS  STOCKS 
should  do  well:  Corporations,  governments  and  for- 
eigners will  all  add  unexpectedly  large  amounts  of 
cash  to  their  underfunded  pension  plans,  investing 
much  of  the  money  in  stocks.  This  year  I  expect  net 
equity  purchases  by  these  three  groups  of  $70  billion. 

If  you  are  like  the  majority  of  Wall  Streeters,  you  see  pen- 
sion shortfalls  as  a  negative.  They  cause  high  pension  charges — 
meaning  lower  earnings,  after  all,  which  could  depress  stock 
prices.  I  concede  the  point  but  believe  that  the  supply-and- 
demand  effect  will  overwhelm  the  earnings  effect.  Investors 
have  already  figured  pension 
problems  into  their  earnings 
expectations;  they  have  not 
figured  in  the  size  of  the  stock 
purchases.  Another  important 
point  is  that  more  than  half  of 
this  demand  comes  from  buy- 
ers for  whom  there  is  no  S&P 
500  earnings  effect — namely, 
state  and  local  governments 
or  foreign  pensions. 

All  this  is  about  "defined 
benefit"  plans,  the  traditional 
pension  plans  promising  a 
certain  monthly  dollar  benefit 
to  retirees.  The  alternative — 
"defined  contribution"  plans 
like  40l(k)s — make  no 
promises  and  expose  the 
sponsor  to  no  liability,  and  aren't  pension  plans. 

Every  year  the  actuaries  for  a  pension  plan  estimate  its 
future  liabilities — future  benefits  already  earned — plus 
expected  future  benefits.  En  route,  actuaries  make  lots  of 
assumptions  about  career  spans,  average  future  employee  pay, 
inflation  and  retiree  life  spans. 

They  also  estimate  the  future  value  of  present  assets,  starting 
with  a  smoothed-out  average,  usually  over  the  last  three  years, 
to  mitigate  the  effect  a  volatile  stock  market  may  have  on  the 
calculation.  Then  they  estimate  a  future  return  on  their  assets, 
typically  about  9%.  Three  years  of  bear  market  declines 
knocked  the  three-year  average  down.  With  it,  pessimism  has 
lowered  their  return  assumptions,  ratcheting  double-downward 
estimates  of  future  assets.  This  is  backwards.  Depressed  stock 
prices,  if  anything,  should  boost  the  likely  future  returns  on  the 
portfolio.  The  time  to  lower  future  return  assumptions  was  five 
years  ago,  not  now.  But  no  one  ever  does  it  that  way. 

Anyway,  estimated  future  liabilities  arc  subtracted  from  | 
fiiture  assets  and  any  spread  is  "underfundedness,"  which  I 
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Paradoxically, 

those  underfunded 

pension  plans  are  a 

bullish  sign.  Why? 

Because  corporate 

plans'  stock 

purchases  are 

bullish,  just  like 

stock  buybacks. 


must  be  made  up  by  paying  tl 
amount  into  the  pension  slow 
yearly,  over  the  life  of  the  plar 
Those  who  disagree  wil 
me  note  that  money  is  put  Lnl 
pension  plans  every  year,  b 
this  year  it  will  go  unexpected 
through  the  roof.  The  new| 
injected  cash  buys  mostly  stocJ 
and  bonds  (and  a  little  re 
estate  and  other  illiquid  hold 
ings).  Corporate  plans  typicall 
hold  about  60%  stocks  and  40%  everything  else. 

This  year  General  Motors  will  inject  $3  billion  into  its  fun 
and  use  almost  $2  billion  of  it  buying  stocks.  The  pension  mar 
agers  won't  do  this,  but  imagine  they  just  bought  GM  stocl 
Earnings  would  fall,  but  GM  shares  would  rise  with  increase 
stock  demand.  This  is  bullish,  just  as  stock  buybacks  are  bullish' 
To  be  sure,  corporations  buy  each  other's  stocks  for  pensioi 
fianding,  not  their  own,  but  they  create  the  same  overall  effect. 
My  firm  estimates  that  this  kind  of  buying  will  create  $3{' 
billion  of  2003  corporate  demand  for  stocks.  Another  $30  bil 
lion  of  stock  buying  will  come  in  from  public  retirement  sys 
tems  (like  Calpers,  but  mostly  from  county  plans).  The  pensio: 
cost  recorded  by  states,  counties  and  cities  should  triple  in  200 
from  the  level  the  year  before.  Foreign  pension  plans  will  pom 
$10  billion  into  stocks  this  year. 

So  far,  beyond  one  brief  sentence  in  last  month's  column, 
there  has  been  no  national  media  mention  of  the  size  of  public 
and  foreign  pension  underfunding.  Hence,  it  will  surprise  in- 
vestors and  be  all  the  more  bullish.  This  is  a  state  or  municipal- 
ity's number  one  legal  liability  and  must  be  paid.  They  will  pay 
for  it  mostly  by  issuing  municipal  bonds,  relatively  painlessly. 

To  see  how  you  might  reap  this  effect  and  rising  prices  com- 
ing later  in  2003,  put  yourself  in  my  place.  Overwhelmingly,  my 
biggest  investment  is  my  firm.  Money  management  is  a  great 
business,  but  it  suffers  bouts  of  depressed  revenues  when  stock 
prices  fall  (since  fees  are  a  percentage  of  assets).  You  can't  buy 
shares  in  my  firm.  It's  private.  But  you  can  buy  Amvescap 
(9,  Avz).  You  may  know  it  as  Invesco,  or  AIM,  or  Atlantic  Trust.  It 
has  fallen  more  than  half  again  as  much  as  the  S&P  500  since 
2000.  A  good  (but  not  great)  firm!  Excellent  chief  executive  offi- 
cer! Too  cheap! 

Other  money  managers  to  buy  include  hugely  diverse 
Alliance  Capital  (27,  AC);  Gabelli  Asset  Management  (28,  GBL),  run 
by  the  legendary  Mario  Gabelli;  Neuberger  Berman  (27,  NEU);  and 
Martin  Sosnoff  s  Atalanta  Sosnoff  (l2,  atl).  F 
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"pV||«V»pc     I  Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based  money  manager. 
^MBH^r^on,    I  Visit  his  home  page  at  www.forbes.com/fJsher. 


:'ou  can  go  anywhere  in  the  world. 

Or  come  here  and  get  away  from  it. 


'\    T  elcome  toTrinchera,  the  Forbes  ranch  in  southern 
Y   \  Colorado.  With  250  square  miles  of  mountains  and 

icadows  to  inspire  you  to  recreate.  Or  relax  you  to  create. 

itlur  vvav  your  privacy  is  assured... as  is  your  satisfaction. 

Ve  can  provide  an  inspiring  experience  for  groups  up  to 
0.  Our  executive  chef  prepares  gourmet  meals.  Our 
taff  will  guide  you  in  seasonal  hunting,  fishing,  horseback 
iding,  skeet  shooting,  game  spotting,  mountain  biking 


and  hiking.  We  trust  you  will  be  able  to  find  and  enjoy  the 
three  14,000'  inountains  on  your  own. 

You  can  go  other  places  if  you  want  to  settle  for  less.  Or 
you  can  come  to  Trinchera.  Where  an  entire  world  is 
waiting  for  you. 

For  reservations  or  further  information  please  call 
719.379.3263 
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Never  settle 


Fixed-Income  Watch  By  Richard  Lehmann 

Wartime  Investing 


WAR  IS  IMMINENT;  THE  FIGHTING  MAY  HAVE 
Started  by  the  time  you  read  this.  One  camp  of 
investors,  looking  forward  to  a  postwar  stock 
rally,  says  that  now  is  the  time  to  buy.  The  other 
camp  opts  for  an  all-Treasury  portfolio  out  of 
fear  that  terrorist  retaliation  or  prolonged  fighting  in  Iraq  may 
rattle  the  stock  market  badly. 

What  to  do?  Position  yourself  so  that  you  will  not  do  badly 
with  either  outcome.  Balance  your  portfolio.  Absent  special 
considerations  having  to  do  with  how  many  children  you  have 
near  college  age,  I  believe  that  a  stock/fixed  income/cash  alloca- 
tion ratio  of  50/40/10  is  ideal 
for  anyone  under  55.  If  you're 
older,  take  one  percentage 
point  for  each  year  over  age 
55  from  your  stock  holdings 
and  add  that  to  your  fixed 
income.  Fixed  income  means 
bonds,  preferred  stocks  and 
convertible  securities. 

If  you  have  more  than  half 
your  money  in  stocks,  lighten 
the  percentage,  even  though 
that  will  probably  entail  the 
psychologically  difficult  step 
of  selling  low  after  buying  (or 
at  least  owning)  high.  Sure, 
you  will  suffer  capital  losses 
that  you  can't  use  at  the 
moment.   But  once  stocks 

recover  you  can  employ  these  tax-loss  carryforwards  to  offset 
profits  from  your  new  winners.  There  is  strategic  benefit  to  hav- 
ing the  flexibility  to  take  future  profits  without  a  tax  bill. 

The  same  tax  advice  goes  for  mutual  funds.  Sell  those  that 
are  way  down,  then  buy  similar  funds  that  also  are  down  and 
have  large  loss  carryforwards.  You  win  twice:  by  applying  2003 
losses  against  future  gains,  while  also  getting  tax-free  gains  at 
your  new,  beaten-up  fund  as  it  climbs  back.  Obviously,  this 
only  applies  to  funds  that  aren't  held  in  a  tax-sheltered 
account  like  a  401  (k). 

This  is  no  small  matter.  Over  the  last  three  years  some  funds 
have  accumulated  carryforward  losses  that  can  shelter  up  to 
250%  in  price  appreciation  before  any  taxable  gains  would  be 
distributed.  I'm  talking  about  funds  that  specialize  in  junk 
bonds,  tech  stocks  and  growth  in.  general.  You  may  have  to  dig 
through  the  footnotes  of  the  annual  financial  statements  for  the 
loss  carryforward  information  for  each  fund,  since  few  will  be 
trumpeting  these  hidden  nuggets. 

Some  financial  advisers  may  question  the  high  alio 
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If  the  fighting  goes 

well  in  Iraq,  there 

may  be  a  big  rally  in 

stocks.  And  if  a 

quagmire  results  or 

terror  attacks  occur, 

stocks  may  suffer. 

Position  yourself  for 

either  outcome. 


cation  I  give  to  fixed  income  i]| 
my  balanced  portfolio.  Trui 
fixed  income  investments  aa 
especially  Treasurys  are  cominj 
off  a  three-year  bull  run.  I 
seems  unlikely  that  Treasury; 
would  beat  stocks  for  a  fourtli 
consecutive  year,  yet  this  doea 
not  mean  all  fixed  income  has 
had  its  day.  You  should  diversify 
beyond  Treasurys,  namely  tc 
riskier  credits. 

Junk  bonds  will  do  quite  well  in  an  economic  recovery.  Ail 
Wall  Street  worries  about  the  Iraqi  conflict  and  its  aftermath, 
junk  issues  are  currently  yielding  from  9%  to  19%.  Once  the 
Iraq  situation  settles  down,  junk  prices  wiU  rise.  Note:  When  \ 
discuss  bonds,  I'm  also  including  preferreds  that  are  backed  by 
bonds.  See  my  columns  for  Feb.  3  and  Mar.  3  (available  at 
www.forbes.com/lehmann)  for  my  recommendations  here,i 
which  have  only  gotten  cheaper  as  war  approaches. 

That  brings  us  to  another  opportunity  in  these  nervous 
days:  bonds  and  preferreds  that  are  convertible  into  common 
stock.  They  offer  very  good  yields,  since  the  underlying  stocks; 
are  depressed.  In  other  words,  you  are  compensated  while  you 
are  waiting  for  the  stock  to  come  back. 

The  convertible  preferreds  of  two  defense  contractors  cap-J 
ture  my  attention.  The  Northrop  Grumman  (97,  NOC  E)  7.25%  pre- 
ferred yields  7.47%  and  converts  into  common  in  November 
2004.  You  get  0.93  to  1.13  common  shares  at  that  point;  if  the 
common  stays  where  it  is  now  (at  $84)  you  will  get  1.13  shares 
worth  $95. 

The  8.25%  Raytheon  preferred  (47,  rtn*)  yields  8.78%  and 
converts  in  May  2004  into  1.49  to  1.82  common  shares;  if  the 
common  stays  put — it's  now  going  for  $25 — you  will  get  1.82 
shares  worth  $46.  These  are  mandatory  convertibles.  In  effect 
you  are  buying  common  at  a  small  premium  and  recovering 
that  premium  in  dividends.  J 

You're  getting  the  common  cheaply;  both  companies'  shares 
are  near  their  52-week  lows.  The  U.S.  military  budget  is  set  to 
surge  in  coming  years,  and  that  certainly  will  benefit  defense 
suppliers.  But  the  market  is  leery  about  Northrop's  and 
Raytheon's  declining  pension  plan  income,  which  they  used  to 
bolster  their  earnings  in  the  go-go  1990s.  The  pension  prob- 
lems, though,  are  temporary. 

Too  many  investors  are  paralyzed  now.  Don't  just  sit  there 
assuming  last  year's  choices  will  do  for  a  world  confronting  big 
changes.  Seize  the  moment.  F 
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Introducing  the  first  Brand  Increase  Guarantee 


The  Web  is  the  most  trackable  medium  ever.  Savvy  advertisers  can 
clearly  identify  their  online  campaign  ROI.  Yet  no  medium  has 
guaranteed  the  results  of  marketers'  brand  advertising  campaigns. 
Until  Now! 

Forbes.com  guarantees  that  your  campaign  will  increase  one  of  four  brand 
advertising  effectiveness  metrics  as  measured  by  independent  research  firm 
Dynamic  Logic.  Or  your  money  back. 

For  full  details,  contact  Bill  Flatley,  V.P.,  Chief  Advertising  Officer 
at  212-366-8951  (bflatley@forbes.net)  or  your  local  Forbes.com 
representative  today. 
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CAPITALISM  IN  REALTIME' 


Small  Stocks  By  Marc  Robins 

The  Income  Payers 


SMALL-CAP  STOCKS  WITH  A  DIVIDEND  YIELD  SEEM 
almost  a  contradiction  in  terms.  You  buy  little  compa- 
nies because  you  want  them  to  turn  into  big  compa- 
nies— as  quickly  as  possible.  A  cash  payout  seems  to 
get  in  the  way.  Indeed,  many  small-cap  investors,  the 
ones  particularly  interested  in  newer  companies,  are  pretty  close 
to  venture  capitalists.  They  want  to  get  on  board  the  next 
Microsoft.  They  are  not  particularly  interested  in  owning  the 
next  Con  Edison. 

But  as  the  bear  market  grinds  into  its  fourth  year,  fans  of  fast 
growth  are  having  second  thoughts.  We  have  said  good-bye  to 
the  bullish  (and  mistaken) 
1990s  belief  that  dividends 
show  a  lack  of  management 
daring  and  imagination.  Divi- 
dend payers  often  have  less 
volatile  prices  than  their  pay- 
out-free peers.  Even  if  Presi- 
dent Bush  fails  to  enact  his 
plan  to  make  many  dividends 
tax-exempt,  stocks  with  pay- 
outs will  be  sought  after. 

This  shift  in  investor 
desires  has  happened  before. 
During  the  1920s  autos,  air- 
lines and  business  machines 
were  beloved  on  Wall  Street. 
The  jazz  age's  adventurous 
spirit  ended  with  1929's  great 
crash.  Then  the  more  pedes- 
trian, less  risky  sectors  like  steel,  machine  tools  and  railroads 
came  into  vogue.  The  established  companies  all  paid  decent 
dividends. 

You  can  find  a  fair  number  of  small  companies  with  cash 
dividends.  The  yield  for  the  small-cap  Russell  2000  is  1 .6%,  not 
too  far  behind  that  of  the  large-cap  S&P  500  at  1.9%. 

But  I  am  not  in  the  market  for  sluggish,  high-yield  stocks. 
The  trick  with  small  caps  is  finding  a  balance — companies  with 
respectable  payouts  that  also  have  good  growth  potential.  That 
is,  at  least  some  of  their  net  income  can  be  profitably  plowed 
back  into  the  business.  These  companies  have  proved  them- 
selves in  better  days  and  should  see  their  top  lines  grow  hand- 
somely once  the  economy  finally  recovers. 

Here  are  three  companies  that  combine  growth  with  yield: 
Nautilus  Group  (15,  NLS)  sells  health  and  fitness  equipment. 
The  brand  names  are  very  familiar:  Nautilus,  Bowflex,  Stair- 
Master  and  Schwinn.  Many  of  the  goods  are  cost-efficiently  sold 
via  TV  infomercials  or  the  Internet. 

But  after  several  years  of  heady  growth  and 


Dividends  are  back 

in  style— not  only 

among  blue  chips 

but  among  smaller 

companies.  Go  for  a 

mix  of  growth  and 

yield.  Get  paid 

to  wait  for  the 

economic  rebound. 


strong  appreciation,  the  sharJ 
price  has  slid  from  45  last  Maj 
to  a  third  of  that  now.  It  is  at  I 
mere  six  times  trailing  earnings! 
Too  cheap.  Earnings  should  be  <i 
little  softer  at  $75  million,  oi| 
$2.25  a  share  in  2003. 

An  article  in  FORBES  last  fall 
raised  questions  about  the  com-! 
pany's  accounting.  In  particular| 
it  questioned  a  sharp  rise  ir 
inventory  between  mid-200l| 
and  mid-2002.  But  now  the  inventory  has  gotten  back  in  line 
with  sales,  with  a  more  reasonable  quick  ratio  (cash  andl 
accounts  receivable  divided  by  current  liabilities)  of  1.6 — any-l 
thing  above  1 .0  is  good.  In  other  respects  the  balance  sheet  is  in| 
fine  shape;  there  is  hardly  any  long-term  debt. 

And  better.  Nautilus  has  given  the  future  a  vote  of  confi- 
dence by  declaring  its  first  dividend  for  this  year,  which| 
amounts  to  a  tidy  2.8%  yield.  That  doesn't  sound  like  a  com- 
pany facing  tough  times. 

If  exercise-buffed  Adonises  don't  turn  you  on,  how  about] 
the  lowly  guy  that  cleans  up  and  keeps  things  going?  ABM  Indus- 
tries (13,  ABM)  provides  janitorial,  security,  parking  lot,  elevator  j 
and  air-conditioning  service  for  airports,  office  buildings  and 
the  like  aU  across  North  America.  The  loss  of  the  Twin  Towers  | 
( ABM's  largest  single  customer),  the  slow  economy  and,  partic- 
ularly, growing  office  vacancies  hampered  revenue  growth, 
which  stayed  at  $2. 1  billion  in  fiscal  2002.  The  stock  trades  at  1 7 
times  trailing  earnings. 

Still,  ABM  is  an  example  of  a  company  that  will  thrive  once 
prosperity  returns.  Contracting  out  is  still  the  rage  among  cor- 
porations and  institutions.  ABM  has  made  some  smart  acquisi- 
tions that  will  boost  the  top  line.  The  92-cents  earnings  per 
share  for  the  year  ended  in  October  should  climb  to  $1  this  year. 
Meanwhile  there's  the  2.5%  yield  that  ABM  fiarnishes  you  while 
you're  waiting. 

Another  cyclical  play  is  Quaker  Chemical  (20,  KWR),  which 
pays  an  appetizing  4.2%  yield  and  regiJarly  hikes  its  dividend. 
This  specialty  chemical  company  is  the  leading  provider  of 
rolling  oils  to  steel  mills  that  produce  sheet  steel.  Its  worldwide 
exposure  includes  places  like  India.  Despite  its  dependence  on 
the  steel  industry,  Quaker  managed  to  increase  revenue  last  year 
by  9%  to  $274  million.  EPS  jumped  from  85  cents  to  $1.51. 1 
expect  a  further  gain  to  $1.65  in  2003.  It  has  tightened  its  costs 
and  strengthened  its  balance  sheet.  At  a  mere  13  times  trailing 
earnings,  it  is  very  affordable.  F 
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Forbes  CFO  Forum 


The  8th  Annual  Forbes  CFO  Forum 

June  23-24,  2003 

The  Plaza  Hotel,  New  York  City 

The  CFO's  job  has  never  been  more  complex. 

New  standards  of  governance,  increased  geopolitical  risk, 

a  weak  economy  and  tumultuous  markets  challenge  all  of  us. 

Join  the  CFOs  of  AIG,  American  Express,  Northrop  Grumman  and 

150  other  Forbes  500  companies  to  position  your  organization  for 

growth  while  finding  a  way  to  restore  confidence  in  business. 

Register  Now. 

Contact  Jessica  Kouvaros  at  (212)  367-3521, 

orjkouvaros@forbes.com.  Mention  code:  CFO-ADOl. 
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Invite  the  world's  most  powerful         ,^ 

CEOs  and  thought  leaders 

over  to  your  place  to  talk  business. 


Steve  Ballmer  Mary  Minnick 

The  Global  Conversationalists 


Joe  Forehand 


Carlo  Cico 


MainEvent™    2003's    Global 
Conversationalists  will  include; 

'Steve  Ballmer 
CEO  of  Microsoft 

•Caria  Cico 
CEO  of  Brasil  Telecom 

•Joe  Forehand 
Chairman  &  CEO  of  Accenture 

•Mary  Minnick 
CEO  of  Coca-Cola  Asia 


Presented  by 
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On  April  10,  2003  the  world's  top  business  and 
thought  leaders  will  gather  to  discuss  and  debate 
critical  issues  affecting  businesses  and  individuals 
today.  This  prestigious  annual  gathering  is 
MainEvent™  -  a  global  townhall. 

MainEvent's™  Global  Conversationalists  act  as 
guides,  even  provocateurs.  They  start  the  discussion. 
You  get  to  question,  develop  and  expand  the 
dialogue  -  through  online  interactive  conversation  - 
with  thousands  of  business  executives  in  countries 
around  the  world,  real  time! 

The  MainEvent^"  Webcast  on 

April  10,  2003  10am  -  2pm  EST 

is  your  chance  to  take  part. 

As  a  Forbes  reader,  you  pay  only  $29'* 
[40%  off  the  standard  $50)  for  the  complete  four- 
hour  webcast.  Best  of  all,  you'll  be  able  to  view  any 
or  all  portions  of  the  webcast  as  many  times  as  you 
like  -  for  a  full  year  -  at  no  extra  charge.  Use 
MainEvent™  to  take  your  career  or  business  to  the 
next  level. 

Log  on  to  WWW.wf360.COm  to  register 
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Painless  Root  Canal? 

jsers  that  can  cut  gum,  tooth  and  bone  are  ending  the  despotic  rule  of  the  turbine  dental  drill. 

MATTHEW  HERPER 


ALLEN  HELPER  IS  NO  SADIST, 
but  he  does  perform  root 
canals  on  his  dental  pa- 
tients without  using  anes- 
thesia. Instead  of  boring 
to  teeth  with  an  excruciating  tur- 
ne-driven  drill,  the  professor  of 
•ntistry  at  Columbia  University's 
hool  of  Dental  &  Oral  Surgery 
ces  painlessly  through  gum,  tooth 
id  bone  with  a  laser  beam. 

A  visit  to  the  oral  surgeon  will  al- 
ays  remain  low  on  the  list  of  pleas- 
it  things  to  do,  but  the  days  of 
robbing  jaws  and  numbed  mouths 
e  drawing  to  a  close.  Dentistry  is 
linful  because  drills  are  messy  and 
Dt.  Friction  builds  up  between  the 
rill  and  the  tooth,  heating  up  the 
lamel  and  causing  nerves  to  flare.  A 
rill's  vibrations  can  also  weaken  the 
)oth  by  creating  small  cracks  and  fis- 
ares  in  the  tooth's  surface. 

Dental  lasers  take  away  all  that 
•ouble.  They  cut  by  vaporizing  the  water  molecules  inside 
3ft,  wet  gums.  An  ingenious  new  laser  called  Waterlase  adds 
)  that  the  ability  to  cut  through  dry  teeth  and  bone  by  cast- 
ig  a  cloud  of  hot  water  vapor  around  the  laser's  cutting  point, 
couple  of  millimeters  from  the  tooth.  The  excited  water  mol- 
:ules  dissipate  their  energy  by  bashing  against  the  enamel 
nd  bone.  Even  as  the  tooth  is  being  cut,  it  never  gets  hot,  and 
lere  is  little  pain.  "It's  basically  a  microexplosion,"  says  loana 
izoiu,  the  head  of  research  and  clinical  development  at  Bio- 
ise  Technology,  the  San  Clemente,  Calif  company  that  created 
le  Waterlase. 

Some  1,500  Waterlase  machines  have  been  sold  in  the  U.S. 
nee  it  won  approval  fi-om  the  Food  &  Drug  Administration  in 
•ctober  1998  for  preparing  cavities  to  be  filled.  Sales  have  risen 
eadily  since,  with  Waterlase  vmining  subsequent  approvals  for 
)ot  canals  in  January  2002,  bone  surgery  in  February  2002  and 
)ot  canal  complications  in  February  2003. 

Biolase's  sales  surged  63%  to  $29  million  last  year,  helping 
turn  a  $2.6  million  profit,  its  first.  Chief  Executive  Jeffrey 


Jones  expects  sales  to  jump  at  least 
40%  this  year.  There  are  140,000  den- 
tists in  the  U.S.;  most  of  them  are 
general  practitioners  who  work  alone 
and  still  use  anesthesia  and  turbine 
drills.  Biolase's  competitors  include 
Lumenis,  in  Israel,  and  Hoya  ConBio, 
in  Fremont,  Calif 

Some  dentists  will  be  reluctant  to 
go  vibration-free.  The  $50,000  price 
tag  on  the  Waterlase  is  33  times  that 
on  a  high-speed  dental  drill.  But 
there  are  compelling  reasons  to 
switch.  Biolase's  Jones  says  the  Wa- 
terlase can  generate  $1,000  a  day  as 
procedures  are  done  more  quickly, 
with  less  delay  for  anesthesia  and 
fewer  complications.  Moreover,  the 
laser,  which  resembles  a  dental  drill 
in  shape,  can  do  things  a  dentist 
would  never  do  with  a  drill,  like  cut 
'  gums.  And  the  laser  cuts  gums  with- 
out causing  much  bleeding.  Switch- 
ing to  the  laser  cuts  the  price  a  con- 
sumer pays  for  cosmetic  crown-lengthening,  used  to  make  teeth 
look  bigger,  from  $7,000  to  $3,000. 

Jason  Doucette,  a  30-year-old  cosmetic  dentist  in  Reno,  Nev., 
says  he  occasionally  uses  anesthesia  with  his  Waterlase  and  that 
the  laser  is  useless  on  silver  fillings,  which  act  like  mirrors.  But 
most  patients  are  able  to  get  a  cavity  repaired  without  a  shot  to 
numb  them.  Another  reason  the  Waterlase  and  Biolase's  other 
product,  a  tooth-whitening  laser,  appeal  to  customers  is  that 
they  sound  so  high  tech.  "It's  definitely  a  huge  marketing  tool," 
says  Doucette. 

Pain-free  chair  time  can  sell  even  some  of  the  toughest  cus- 
tomers: kids.  Barry  Jacobson,  director  of  pediatric  dentistry  at 
Mount  Sinai  Hospital  in  New  York,  found  the  "drill"  especially 
helpful  for  kids  who  were  allergic  to  anesthesia  or  were  already 
on  drugs  that  could  interact  with  painkillers.  "Kids  love  it,"  says 
Jacobson.  "It's  a  huge  advancement  in  dentistry  for  children,  and 
I  don't  think  there's  any  way  you  can  go  back." 

In  fact,  Jacobson  likes  the  Waterlase  so  much  that  he  now  has 
two.  "Ultimately,"  he  says,  "Every  dentist  v«ll  have  one."         F 
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Run  Silent,  Run  Cheap 

If  you've  got  the  metal,  the  mettle  and  $20,000,  you  can  be  your  own  Captain  Nemo. 


BY  DAVID  ARMSTRONG 
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A  smattering  of  homemade  subs:  Alan  Winick's  Explorer  (l^-the  first  submarine  built  by  Capt.  George  Kittredge  (2);  Gary  Boucher's  Vindicati  I 


jyiANIA. 


PATRICK  REGAN  STILL  GETS  BREATHLESS  RECALLING 
the  first  time  he  submerged  in  his  own  sub.  It  was 
only  a  two-minute  dive  in  30  feet  of  water,  near  the 
town  of  Benicia  off  San  Francisco  Bay.  But  after  a  life- 
time of  dreaming  about  it — and  30  months  wrestling 
th  acetylene  torches,  arc  welding  guns  and  2,500  pounds  of 
;tal  in  his  yard — it  felt  like  his  own  personal  moon  shot. 
In  March  of  1991,  with  spectators  lining  the  shore  — and  his 
fe,  Lynn,  standing  by  in  scuba  gear,  in  case  things  went 
ong — the  53-year-old  flight  instructor  scrunched  down  into  a 
ckpit  scarcely  bigger  than  himself  He  closed  the  hatch  and 
rted  up  a  battery-powered  motor.  As  the  narrow,  18-foot-long 
ft  moved  out  across  the  water,  he  turned  a  hand  valve  and 
ard  water  burbling  into  ballast  tanks.  Daylight  faded  to  dark, 
murky,  greenish-brown  water  rose  up  over  the  two  viewports, 
was  terrifying,"  recalls  Regan.  Then  he  pitched  the  sub's  nose 
ck  up,  and  suddenly — boom! — he  surfaced,  back  into  day- 
;ht.  "It  was  like  being  reborn,"  he  says. 

If  you  are  lazy,  you  can  buy  your  way  into  the  underwater 

jrld.  For  S20  million,  U.S.  Submarines  will  custom-build  you 

underwater  yacht,  tricked  out  with  staterooms,  wood  panel- 

g,  leather  seats  and  a  wet  bar.  (Microsoft  cofounder  Paul  Allen 

rumored  to  be  interested.) 

When  Regan  got  his  urge  to  submerge  he  didn't  have  $20 
illion.  He  was  5  years  old,  the  year  was  1954,  and  he  had  just 
en  Walt  Disney's  20,000  Leagues  Under  the  Sea.  Wet  bar,  hell! 
jgan  wanted  to  be  Captain  Nemo. 

As  an  adult  he  spent  three  years  researching  submarine 
;sign,  then  bought  a  14-foot  hull  salvaged  from  a  boatyard, 
einforcing  rings  added  to  its  inside  give  it  strength  to  withstand 
;pths  up  to  400  feet — four  times  as  deep  as  a  scuba  diver  typi- 
dly  can  go.  Regan  has  tempted  fate  to  only  100  feet  so  far.  He 
gures  he's  spent  approximately  $15,000.  Most  home  builders 
)end  a  bit  more. 

Having  a  tolerant  spouse  helps.  So,  too,  does  encouragement 
om  other  submariners.  A  Web  site  started  by  homebuilt-sub 
ithusiast  and  Sun  Microsystems  programmer  Raymond  Keefer 
ts  builders  swap  pictures  of  their  projects  and  engage  in  heady 
mail  conversations  on  such  topics  as  how  to  calculate  "crush 
epth" — the  depth  at  which  your  sub  implodes  like  a  beer  can. 
-or^links,  go  to  forbes.com/subs.) 
Safety?  The  amateur  builders'  record  is  good.  In  the  past  12 


years  there's  been  only  one  known  fatality,  which  occurred  when 
a  30-year-old  engineer  from  Michigan  cracked  his  viewport 
(apparently  on  a  log)  at  the  bottom  of  Green  Lake.  Retired  Navy 
Captain  George  Kittredge,  84,  has  buUt  craft  so  safe  they've  been 
certified  by  three  marine  engineering  agencies,  including  the 
American  Bureau  of  Shipping.  His  most  recent  one-man  design, 
built  last  summer,  is  muscle-powered.  Its  skipper  can  pedal 
down  to  250  feet,  as  if  by  bicycle.  On  the  surface,  the  sub  hoists 
a  mast  and  proceeds  by  sail. 

Karl  Stanley,  28,  was  in  the  third  grade  when  he  told  his  fam- 
ily he  was  going  to  build  his  own  submarine.  He  spent  years  read- 
ing voraciously  about  subs  and  called  professional  designers  for 
advice.  When  he  turned  15  he  got  serious  and,  with  savings  from 
his  after-school  job  in  an  ice  cream  shop,  bought  a  9-foot-long, 
2-foot-diameter  pipe  for  $500  from  a  metal  supply  store.  He  had 
it  towed  to  his  parents'  Ridgewood,  N.J.  home,  where  he  paid 
another  $200  to  a  boat  welder  to  put  strengthening  rings  inside, 
picking  up  pointers  on  welding  as  he  went. 

He  worked  on  his  sub  off  and  on  throughout  high  school, 
then  hauled  it  with  him  on  a  boat  trailer  to  Eckerd  CoOege  in  St. 
Petersburg,  Fla.,  where  he  paid  for  its  completion  by  buying  and 
selling  used  textbooks.  After  eight  years  and  $20,000  in  parts  and 
supplies,  he  finally  submerged  in  1997,  the  same  week  he  gradu- 
ated from  college. 

Dubbed  C-Bug  (for  "controlled  buoyancy  underwater 
glider"),  Stanley's  sub  operates  without  a  motor  or  propellers.  Six 
ballast  tanks,  three  on  each  side,  project  from  the  hull-like  wings. 
By  letting  in  water  and  then  pushing  it  out  with  compressed  air 
from  tanks,  Stanley  can  dive,  swoop  to  a  depth  of  700  feet  and 
soar  back  up,  like  a  glider  in  an  airstream.  He's  at  work  now  on  a 
new  sub — a  three-person  job  he  says  will  descend  to  3,000  feet. 

Submerged,  Stanley  has  been  chased  by  schools  of  amber- 
jacks.  Topside,  he's  been  hounded  by  other  nosy  creatures. 
Boats  from  the  Coast  Guard  and  Florida  Marine  Patrol  once 
converged  on  him,  the  authorities  demanding  to  know  exactly 
what  this  thing  was  and  whether  it  might  not  be  obstructing  sea 
lanes.  "They  held  me  up  for  about  two  hours,"  he  recalls.  "They 
had  guns,  bulletproof  vests,  and  they're  flipping  through  this 
little  book  looking  for  a  law."  What  rules,  though,  applied  to  a 
16-foot  boat  without  a  motor?  Legally  it  was  the  same  as  a 
canoe.  "Finally  they  just  let  me  dive,"  he  says.  "There  was  noth- 
ing they  could  do."  F 


tanleys  C-Bug(4);  Peter  Madsen  inside  Freya  (5);  Pat  Regan's  frankly  scary,  Jules  Verne-inspired  fish-of-steel 


Luxury  Properties  Now  Available  on  Forb 


www.Forbes.com/lifestyle/realestate/ 


The  Bobbin's  Nest  $8,600,000 

Located  on  3.5  acres  with  excellent  visual  privacy  to  neighbors,  the  home,  including  a 
3-car  garage,  totals  8,000  +  SF  with  gourmet  kitchen,  massive  Great  Room  with  25- 
foot  cathedral  ceiling,  6  bedrooms,  office/den,  reading  room/library,  workout  facility, 
pool  table/recreation  room,  3  wet  bars,  media  room,  2  laundry  facilities,  5  fireplaces 
and  caretaker's  quarters. 
(970)  728-1603  Thomas  D.  Smith,  Telluride  Real  Estate 


IVIagnificent  Townhouse  Price  Upon  Requesti  ^ 

5th  Ave/  67th  Street.  One  of  the  most  spectacular  townhouse  to  ever  come  to  market, 
This  25  foot  wide  elevatored  limestone  mansion  has  been  renovated  to  the  higher 
standards.  Five  floors,  full  basement  and  roof  garden  wit  extroadinary  architecturifW 
details.  For  the  most  discriminating  buyer. 
(212)  836-1055  Deborah  Grubman,  Corcoran  Group,  lira 

(212)  836-1006  Carol  Cohen,  Corcoran  Group,  liHl|  p 


Six  Acres  on  Old  Mill  Pond  Price  Upon  Request 

Commanding  views  combine  with  superb  craftsmanship  within  this  new  7  bedroom 
traditional,  designed  and  built  by  Haddonfield  &  Associates,  perched  on  350'  of  bucol- 
ic pondfront.  A  long  winding  driveway  past  an  original  gatehouse  leads  to  10,000  sq. 
ft.  of  consummate  finished  space  including  great  room,  conservatory,  professional 
kitchen,  family  room,  master  wing  and  spacious  decks  and  porches. 
(631)  324-3900  ext.  15       Gary  DePersia,  Allan  M.  Schneider  Associates,lnc 


New  Idaho  Estate  Price  Upon  Request 

Luxury  estate  on  361  acres  atop  spectacular  mountains  in  the  Northwest  with  a  36( 
degree  valley  and  mountain  view.  Year  round  access  to  this  7,330  sq.  ft.  furnished  homf 
with  approx.  18,000  sq.  ft.  of  separate  buildings.  Property  is  located  in  a  prime  recreatior 
area  which  is  independently  powered  by  solar/wind  and  backup  40KW  diesel  generator 


™ 


(208)  756-4910  www.lemhiestates.com 


Wendy  Neal,  Benedict  Realty 


1  -ri'lHtaMW"^ 

Mediterranean  Style  Classic  -  Highland  Park,  Texas  $3,950,000 

This  rare  gem  built  in  2002  features  5  bedrooms,  5  <ii'i  bM\i<;,  formals,  den,  game  room, 
cabana,  pool  and  3-car  garage.  Offering  the  highest  v.va\  of  quality  and  sophistication 
while  exuding  warmth  and  charm  wilh  total  livability,  tlvs  j'operty  is  in  a  premier  location 
in  Highland  Park. 


Portolla  Valley,  CA  $2,595,000 

This  home,  located  in  one  of  the  San  Francisco  Bay  Area's  prestigious  communities,  has 
4  bedrooms,  3  1/2  baths,  study,  arched  entry  and  state-of-the-art  kitchen.  The  dining  room 
features  designer  chandelier,  coved  ceiling  and  arched  entry.  Master  includes  vaulted 
ceiling,  bathroom  with  marble  vanity,  Jacuzzi  tub.  separate  stall  shower  and  walk-in  closet. 


(972)  380-7702 


Ellen  Terry,  Ellen  Terry  Realtors     (650)  462-1 1 1 1 


Lorna  Wray,  Alain  Pinel  Realtors 
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Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training,  Call  for  Free 

Information  Package. 

800-995-0049  Ext.  7675 


SOUND  INVESTMENT 

Be  a  part  of  a  multi-billion  $  industry. 
Possible  $20,000.00-H  monthly  income. 

Residuals.  Turnkey.  Serious  only. 
$39,900.00  investment.  Call  24  hours. 

Toll  Free  (800)  734-3799 
Investment  Groups  Welcome 

AIN  2001-069 


~ INVESTORS  WANTED  ~ 
HOME  POWER  PLANTS 

Save  40-70%  on  Utilities, 
Patents,  R&D  and  Testing  Complete. 
Have  orders,  $10M  needed  for 
growth  &  production.  NO  lenders. 

Richard  775-720-6670 
www.vectorcogen.com 


e-mcorporate 


$250,000  Profit 

First  year  in  business 

if  you  are  a  serious  person  who  wants 

to  make  serious  money. 

We  have  the  program  for  you. 

Investment  only  $16,900 

Call  1-800-675-6144 
You  Will  Make  Money 


•  Incorporate  in  Delaware 

•  U.S.  bank  accounts  opened 

•  Legal  Delaware  address 

Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators,  Inc. 

800.423.2993 
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BUSINESS  CONSULTING 
KRANCHISr.- FOR  SALE 


Recession  Proof  &  Drucn-  Unlid,  Income 

Potential  -  Territories  Available  Most  Stales  - 

Extensive  Training  &  Mentoring  Program 

For  Your  Success  -  Complete  System  & 

Support  -  Thirty  Years  Experience  - 

Investment  &  Qualification  is  Required 

^' WW  rniicr.com   I -877-5 II -3 1 62 


RARE  PALI  PRINTS 

Ifyaii  own,  or  (in-  (dnstdeniiif  the  i>iii(hasf 
of  a  Salvador  Diili  pnnl.... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  than  500  signed  limited 
edition  Salvador  Dali  prints.  Each  print  is  fully 
documented  by  Albert  Field,  curator  of  the 
Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvador  Dali:  A 
Retrospective  of  Master  Prints,"  is  a  must 
for  anyone  interested  in  works  signed  bv 
Dali.  Call  now  and  we  will  rush  vou  a  free 
copy  of  "The  SalvadorDali  Collector  s 
Newsletter".  (S15  per  issue) 


l-(800)  275-3254 

ask  for  Dcpt.  FM 
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CEMENT 

Machinery  1 .2  Million  Ton  PA  Brand 

New  for  Sale  Tel:  21 2-2 14-0699 

www.cementmachinery.com 

Email:  100437. 24C3>compuserve. com 
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TICKETS 


ur  Sojrce  for  Concert,  Sports  & 

Theater  Tickets 
fial  Four  •  Masters  •  Derby 

f  you  are  not  entertaining  your 
clients,  someone  else  is! 

www.alltix.com 

1-888-609-8499 


Legal  Services 


Logos 


Business  For  Sale 


cessful  retail  Pressure  Washing 
ply  business  for  sale  in  N.  Florida 
iblished  5  years  +  sales  and  service 
ory  Includes  retail  inventory,  tools. 
:e  equipment  and  profitable  website 
iers  willing  to  assist  in  transition 
training, 

I  KFS  Consulting  (904)  349-2653 
mail  kathrynfsmitti3>msn.com 


Investments 


al  Estate  Secured  Investments 
11.9%  to  1 8.9°  0  Returns 

InvestForCiosures  Financial  has 

created  the  Investor  Disclosure 

ocess  (Pat.  Pen)  Investors  monitor 

the  use  of  their  funds  live  over  the 

iternet.  It  s  InvestorTainment®  We 

use  investor  funds  to  purchase 
listressed  property  nationwide  The 
jperties  are  rehabilitated  and  sold  for 
profit-Simple'  Rated  lowest  Risk  by 
Dun  &  Bradstreet. 

Toll  Free 

(877)610-5982 

Office  847-289-0269 

CEO  847-341-4325 

Vebsite  www.investforclosures.com 

Email  info@investoforclosures  com 


MANUFACTURED 
HOME  CONTRACTS 

18%  -  21%  INTEREST 

■HORT  TERM:  60 -96  MONTHS 
WERAGE  CONTRACT:  $15,000 

DENNIS  623-434-3888 
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Domestic  &  Offsliore  Strategies 
Companies.  Trusts.  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 
•Global  Investments 


le  DanKir 
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Steven  Sears,  CPA  •  Attorney  at  Law 
949-262-1100  •www.searsatty.com 


Education 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor's. 
Master  s.  and  Ph.D.  degrees  in  most 
fields  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations  Guaranteed  Student  Loans 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


Health/Back  Pain 


l;?.TW:J^J/.^h] 


There  is 
an  ans^/^er! 

Send  for  FREE  information 
on  NEW,  guaranteed 
seat  and  back  supports 
designed  by  a  leading 
'  bad<  pain  SRecialisf. 
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Posture  Education 

15  Parkway  Kotonoh,  NY  10536 
vww,posturee()ucation.(om 


CALL  TOLL-FREE  1-800-392-0363 


Starting  a  new  company?  Launching  a  new  product? 
How  about  a  corporate  identity  makeover?  You  need 
a  great  new  logo  designed!  Create  your  new  'look' 
at  The  Logo  Factory  -  THE  premier  logo  design 
and  corporate  identity  people.  Work  with  awarding 
winning  designers  to  create  your  new  corporate 
identity,  all  without  leaving  your  office!  Our  modular 
pricing  features  packages  for  EVERY  budget. 
Stationery,  graphics  and  web  design  too!  Visit  us  on 
the  web  at  www.TheLogoFactory.com  to  view 
our  extensive  portfolio,  current  design  packages  or  to 
submit  your  new  project! 
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R  E  ALITY 


'RDDUCT        oeSIGr 
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CAMELOT       BmS 


JOLIET  REFINERY 

3^ 


Visit  us  on  thie  Web 


30  VEARS  OF  exCELLEHCe 


VISA 


or  call  TOLL-FREE  1»866»891  •9704  ^  ^^ 


uinnfinr.thelog<»f actory.com 


Condo  Rentals 


maui 


Good  1/03  Add  $15  Feb 

Beachfront  Condo 

Coiulorniniimi  Rentals  Hawaii 

www.crhmaui.com/forbes 

Ml-800-367-5242 


Mailing  Lists 


Sales  Leads  &  Mailing  Lists 


14  Million  Businesses  -  Select  by  geography,  sales  volume, 
business  type,  contact  name,  credit  rating,  and  more 

250  Million  Consumers  -  Select  by  age,  tncome,  home  value, 
buying  behavior,  geography,  and  more 

Customer  Analyzer  &  Prospect  Builder  -  Analyze  your  current 
customers  &  find  prospects  that  match  Free  analysis  &  25  Free 
prospects  at  infoUSA  com 

i^buSM^  1-800-555-5335  ,,.,or 


'  INVESTORS  WANTED  ~ 

INVESTMENT  PARTNERSHIP,  LLC 
tented  computer-controlled  kiosk,  no 
mpetition.  e-commerceadvertising.  nat  I 
ntracts.  major  hotels,  no  personal 
3llity  tax  breaks  $20K  Min.  -  Free  Video 

PA  YS  HIGH  MONTHLY  INCOME!! 
866-577-3333 
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Subscriber  Service 

To  order,  change  address 

or  other  customer  service, 

cam -800-888-9896 


If  you  have  a  business,  product,  service,  or  money-making  idea  that 
needs  promoting... Forbes  Business  Classified  has  to  be  your  choice  for 
'return  on  investment.  Forbes  classified  advertising  offers: 

•  Over  5  Million  readers  per  issue 

•  Forbes  readers  are  high  income  decision  makers 
For  extremely  competitive  advertising  rates 

and  versatile  media  packages:  Call  Media  Options  1-800-442-6441 


THOUGHTS 

On  the  Business  of  Life 


T- 
here's  some  inner-city  excitement  these  days.  Neighbors  are  handing  together  and  joining 
with  determined  home  seekers  who  can't  cope  with  the  soaring  rent  costs  of  cities' sc^e 
zones.  Mostly  by  their  unskilled  selves,  they  are  restoring,  rebuilding,  rehabilitating  aban- 
doned buildings.  From  New  York's  devastated  South  Bronx  and  its  formerly  empty-lofted  SoHo  to  old 
Baltimore  slums,  the  move  is  on.  Bricks  and  mortar,  not  shining  promises,  are  what  make  this  aspect 
of  inner-city  news  heartening  and  exciting.  — MALCOLM  S.  FORBES  (1979) 


If  a  free  society  cannot  help  the  many 
who  are  poor,  it  cannot  save  the  few 
who  are  rich. 

—JOHN  F.  KENNEDY 


You  don't  seem  to  realize  that  a  poor 
person  who  is  unhappy  is  in  a  better 
position  than  a  rich  person  who  is 
unhappy.  Because  the  poor  person  has 
hope.  He  thinks  money  would  help. 

—JEAN  KERR 


This  mournful  truth  is  everywhere 

confessed. 
Slow  rises  worth  by  poverty  depressed. 

—SAMUEL  JOHNSON 


The  poverty  from  which  I  have 
suffered  could  be  diagnosed  as 
"Soho"  poverty.  It  comes  from 
having  the  airs  and  graces  of  a 
genius  and  no  talent 

— QUENTIN  CRISP 


lama  black  woman,  the  daughter 
of  a  dining-car  worker.  If  my  life  has 
any  meaning  at  all,  it  is  that  those  who 
start  out  as  outcasts  can  wind  up  as  being 
part  of  the  system. 

—PATRICIA  ROBERTS  HARRIS 


My  father  was  a  child  of  the 
Depression  and  where  capital 
outlays  were  involved  he  always 
wore  the  haunted  look  of  a  fugitive 
who  had  just  heard  bloodhounds 
in  the  distance. 

—BILL  BRYSON 


Born  poor,  but  of  honored  and 
humble  people,  I  am  particularly 
proud  to  die  poor. 

—POPE  JOHN  XXIII 


Look  at  me.  Worked  myself  up  from 
nothing  to  a  state  of  extreme  poverty. 

—S.J.  PERLMAN 


/  used  to  think  I  was  poor.  Then  they 
told  me  I  wasn't  poor,  I  was  needy. 
They  told  me  it  was  self-defeating  to 
think  of  myself  as  needy,  I  was  deprived.1 
Then  they  told  me  underprivileged  was 
overused,  I  was  disadvantaged.  I  still 
don't  have  a  dime.  But  I  have  a  great 
vocabulary. 

—JULES  feiff:| 


Anyone  who  has  ever  struggled 
with  poverty  knows  how  extremely 
expensive  it  is  to  be  poor. 

—JAMES  BALDWi 


A  Text... 

And  if  thou  draw  out  thy  soul 

to  the  hungry,  and  satisfy  the 

evicted  soul;  then  shall  thy  light 

rise  in  obscurity,  and  thy  darknes 

be  as  the  noonday. 

—ISAIAH  58: 

Sent  in  by  Morton  Summer,  Monsey,  N 
What's  your  favorite  text?  The  Forbes  Book 
Quotations:  Thoughts  on  the  Business  of  Life 
given  to  senders  of  Bible  texts  that  are  used. 

More  than  14,000  "Thoughts,"  arranged  alphabetically 
subject,  are  available  in  a  900-page,  one-volui 
deluxe  edition,  Forbes  Book  of  Quotations:  Tlwughts  on 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping  a 
$1  per  item  for  handling  (add  applicable  sales  ta 
To  order,  please  call  toll-free,  1-800-876-6556. 
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YOU  GIVE  US  THE  MONEY,  WE  GIVE  YOU  THE  TRUCK, 
AND  NOBODY  GETS  HURT. 
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SURGEON  GENERAL  WARNING: 

Cigars  Are  Not  A  Safe  Alternative 
,  To  Cigarettes. 


America's  Wheels. 
America's  Cigar. 

of  all  the  vehicles  on  the  road,  nothing  becomes  a  part 
of  you  like  a  rugged,  ageless  pickup.  And  of  all  the  cigars 
in  America,  nothing  enhances  your  moments.of  reflection 
like  the  smooth,  timeless  taste  of  a  Maconudo.  That's  what 
inspires  the  passion  that  makes  Maconudo  America's 
best-selling  premium  cigar. 


MACANUDO. 

An  American  Passion. 

Imported  from  the  Dominican  Republic  in  four  distinctive  tastes. 
l^ACANUDO  CAFE  /  MACANUDO  ROBUST  /  MACANUDO  MADURO  /  MACANUDO  VINTAGE 


If 


DO  COMPACT  HYBRIDS  GET  YOUR  AtTERNATIVELY  FUELED  MOTO 
REVVING?  OR  DO  YOU  SAY,  "BY  GOSH,  IF  DUBYA  SAYS  I  CAN  HAV 
A  GREAT,  WALLOPING  SUV,  THAT'S  GOOD  ENOUGH  FOR  ME!" 


FORBES  FYI  WANTS  TO  KNOW  ABOUT  YOU] 


II 


\W 


JUST  GO  TO  AND  ANSWER  SOME  FAST,  E-Z  PAS! 

QUESTIONS  ABOUT  YOUR  PREFERENCES  IN  AUTOMOTIVE  VEHICLE! 

AND  WHILE  WE  CAN'T  GUARANTEE  YOU'LL  HAVl 
AS  MUCH  FUN  AS  YOU  DID  IN  THE  BACK  SEAT  OF 
YOUR  DAD'S  CHEVY  NOVA  ,  WE  WILL 

GIVE  YOU  THE  CHANCE  TO  WIN  A  FANTASTIC  TRIP 
TO  THE  i^.ATHER  LAVISH  FORBES  CHATEAU  DE 
BALLEE         N  NORMANDY,  FRANCE,  INCLUDING: 
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?.E  TO  PARIS  *  TRANSPORTATION  TO  AND  FROM 

^  AIRPORT  *   TWO  NIGHTS'  ACCOMMODATIONS 

EAU'S  BALLOON  MUSEUM,  ITS  INCREDIBLE 

E|"    ^ORK  AND  ITS  COURTYARDS  AND  GARDENS 
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1992  TIGER  WOODS      2007 


THE  PASSION.  THE  PLACE.  THE  PLAYERS. 

THE  PLAYERS  Championship's  unforgettable  finish  last  year  thrilled  the  world 
and  made  Craig  Perks  an  instant  star.  Now  the  world's  greatest  golfers  are 
coming  back  to  challenge  one  of  the  most  unforgiving  courses  on  Earth, 
hoping  to  lay  claim  to  one  of  the  most  prestigious  titles  in  all  of  sports... 
THE  PLAYERS  Championship.  March  24-30,  2003. 

THE  PLAYERS 


CHAMPIONSHIP 

MARCH  24-30,  2003 

THE  TOURNAMENT   PLAYERS    CLUB   AT  SAWGRASS 
PONTE   VEDRA   BEACH,    FLORIDA 


UTTON  -  1983.2000       DAVID  DUVAL  -  7999 


For  Tickets  and  Corporate  Packages  Call  1-800-741-3161 


OF  THE  OFFICIAL  REGISTRATION  AND  FINANCIAL  INFORMATION  MAY  BE  OBtAINED  FROM  THE  DIVISION  OF  CONSUMER  SERVICES  BY  CALUNG  TOLL-FREE, WITHIN 
HE  STATE  OF  FLORIDA  (800)  435-7352.  THE  TOLL  OUT-OF-FLORIDA  NUMBER  IS  (850)  413-0840.  REGISTRATION  DOES  NOT  IMPLY  ENDORSEMENT  APPR6VaL, 

OR  RECOMMENDATION  BY  THE  STATE  OF  FLORIDA. 


3  oz.  Grey  Goose^  Vodka 
and  Cranberry  Juice 


Grey  Goose  Vodka  is  the  best  ,     ..ng  vodka  xv  the  world.  Imported  from  France 

Grey  Goose  is  made  with  mineral  vx    ^er  uatxiraCv     Uered  through  champagne  limestone. 

Your  golt  game  may  never  be  perfc  ■     .  ;  .f  least  your  vodka  can  be. 


For  more  recipes  visit  i/s  at: 
To  send  a  gift  of  Grey  Goose'tall  1-877-SPIRITS  or 


■;oosevodka.com 

.877spirits.com  Void  where  prohibited. 
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Features 


A  Drive  in  the  Country  /  Synchronize  your  watch  to  Bolivio'clock 
and  roar  off  into  the  jungle  with  the  Caravana  Ecoturismo,  a  1,300-mile 
ATV  and  motorcycle  rally  through  some  of  the  world's  woolliest  wilds. 
by  Mike  Salisbury 74 

At  Your  Leisure  /  The  "Future"  looked  off-the-charts  goofy  in 

'30s  magazines  Uke  Modern  Mechanix  (super-highway, />i^«w/).  Of  course, 

in  some  ways  it  looked  a  lot  like  our  present:  also  pretty  goofy. 

by  Tim  Onosko  and  Dick  Teresi 80 

A  Titanic  Adventure  /Done  Sea  World?  For  your  next  vacation 

try  taking  a  minisub  12,000  feet  beneath  the  frigid  North  Atlantic  to  drop 

in  on  the  mother  of  all  shipwrecks.  Adapted  from  the  book  Forbes 

To  the  Limits:  Pushing  Yourself  to  the  Edge — in  Adventure  and  in  Business. 

by  James  M.  Clash 84 

Georgia  on  My  Mind  /Quail  hunting  is  high-church  stuff  at 

Live  Oak  Plantation  in  the  south  Georgia  Bird  Belt,  where  ritual  is  part 

of  the  romance. 

by  Geoff  rey  Norman 86 


Gloire  on  the  Loire  / 

It's  chateaux  on  the  go  and  Vouvray 
along  the  way,  as  our  Cycle  Tour 
Correspondent — and  family — 
luxuriate  in  le pique-nique  musical., 
mind-meld  with  Da  Vinci  and 
probe  the  Mystery  of  the  Pierced  Seat. 
by  Christopher  Buckley 90 

Crib  Notes  /In  honor  of  Oscar 

(he  doesn't  look  75!),  Heidi  Klum 
and  crew  slip  us  a  look  at  glamour-wear 
labels  just  right  for  the  big  night. 
Photographs  by  Michael  Stratton 96 
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ll^EH    COMPOSITION    BY    VERTU 


The    extraordinary    sound    quality    is    arrestingly 
SEDUCTIVE.    Our    finely    tuned    acoustic    chamber 

AND     CUSTOM-DEVELOPED     SPEAKER     CREATE     STARTLING 
CLARITY     AND     SENSITIVITY     FOR    A     MOBILE     PHONE. 
IT     MUST     BE     HEARD     TO     BE     BELIEVED        An      EXPERIENCE 
BEYOND     WORDS . 


VERTU 


London         \         Paris         I         New  York         {         Bevepi.t  Hills         j        Hong   Kong         \        Singapore         ;        Vertu  com 


SOMALIA 


itt«« 


CHy\lliAIJ 
MOCJADISHIJ 


WAllLOllD'S  Ul^SKllVA 


PAGE  65 


Departments 


The  FYEye  /  Hog-wild  chili,  Mercedes:  back  to  the  future,  designer 
laptop  cases,  ladies  with  (golf)  balls,'the  new  spirit  of  St.  Paddy's 
Day,  high-style  retro-audio,  feng  shui  and  flattered  feet  in  Hong  Kong, 
plus  travels  from  all  over:  All  the  best,  all  for  you i 


The  Golf  Bag  /  Duke  sports  psychologist  Richard  Keefe  stalks 

those  sweet  spots  in  time  when  that  vicious  inner  voice — the  one  that 

says  you'll  choke — fades  away,  and  the  shot  you  want  becomes 

the  shot  you  make. 

by  Thomas  Jackson 


Mr.  Sisyphus  /  Meanwhile,  back  at  Breakwind  Oaks, 

spring  comes  in  like  a  lion — or,  anyway,  like  a  snarling  paving  contractor. 

Diary  of  a  Country  Gentleman,  Part  II. 

by  P.  J.  O'Rourke sa 

Grape  Juice  /  O,  pioneers!  In  the  wine  world,  aU  the  great  geniuses 

don't  flock  to  Napa  or  Bordeaux.  Some  of  them  don't  flock  at  all. 

by  Richard  Nalley 

Mixed  Media  /  Noir  then  {The  Killers)  and  now  {NYPD  Blue), 

do-it-yourself  train  wrecks  and  the  post-bop  sax  of  Jackie  McLean. 

Edited  by  Thomas  Jackson lOS' 


The  Back  Page /A  Brief  History  of  Directions 
by  Christopher  Buckley 


.110 


PAGE  19 


COVER  Had\  Klum photographed 
by  Michael  Stratton.  Cotton  sleeping 
bag,  $1,400,  by  Louis  Vuitton, 
at  Louis  Vuitton,  New  York,  San 
Francisco,  Beverly  Hills,  and  Costa 
Mesa,  CA,  (866)'\'TJITTON, 
www.xTiitton.com.  Teddy  bear,  $95,  by 
Malo,  at  Malo  boutiques,  (877) 
SEE-MALO,  and  Lawrence  CoveU, 
Denver.  Gold-and-diamond  earrings, 
S450,  by  David  Yurman,  at  David 
Yurman,  New  York,  (212)  752-4255, 
www.davidi.'urman.com;  and  select 
Saks  Fifth  Avenue  and  Neiman  Marcus 
stores.  H.iir  by  Roberto  DiCuia 
at  TRAFIKinc.com.  Makeup  by  Terri 
Apanasewicz  for  cloutieragency.com. 
Manicure  by  Sofia  Shusterov  for  SEE 
Management.  Set  bv  Michael  Re\Tiolds. 
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electronics 


Vhat's  ThatDr.  Freud?_^  ,^.-^.  .. 

ZMi'X  HEAR  YOU! 

jrhaps  it's  the  Dodge  Tomahawk  motorcycle's  four  wheels  that  threw  you  off.  Well, 
»re's  something  else  that  could  very  well  throw  you  off:  the  bike's  five  hundred 
D  Dodge  Viper  V-10  engine.  Twin  radiators  sit  atop  the  bike  where  the  fuel  tank 
jrmally  goes.  The  fuel  tank  is  located  in  the  hollowed-out  fender  behind  the  front 
heels.  Between  the  wheels  themselves  are  the  "headlights,"  a  dozen  five-watt 
EDs  with  beam-modifying  optics.  Dodge  claims  that  the  Tomahawk,  currently  a 
jncept  vehicle,  has  a  potential  top  speed  of  300-plus  mph.  Should  the  bike  go 
ito  production,  the  estimated  price  is  $150,000  to  $200,000.  www.dodge.com. 


cast  into 
the  garden 

PINING  FOR  SOME  SUNNY  R  &  R? 
Try  a  splash  of  Un  Jardin  en 
Mediterranee,  the  new,  unisex 
fragrance  from  Hermes.  It's 
meant  to  transport  you  to 
fig  and  cedar  groves  near  the 
Mediterranean  Sea,  and 
set  you  down  in  a  garden  of 
bergamot,  orange  blossom  and 
white  oleander.  Round-trip 
airfare  not  included.  Un  Jardin 
en  Mediterranee,  $110  for 
3.3  fl.  oz.,  at  Hermes,  (800) 
44 1  -4488,  www.  tiermes.  com. 
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[BARYE  ON  BROADWAY] 

HIS  BRONZE  SCULPTURES  GRACE  SUCH  MUSEUMS  AS 
the  Louvre  and  the  National  Gallery  of  Art  in  Washington, 
D.C.  Now's  your  chance  to  own  an  Antoine-Louis  Barye. 
Christie's  in  New  York  will  auction  160  previously  undoc- 
umented Baryes — animal  and  mythological  figures  that 
exude  both  elegance  and  vigor.  The  lot  can  be  traced  to 
1909  Rio  de  Janeiro,  and  the  construction  of  industrialist 
Eduardo  Guinle's  palacio.  The  collection  also  includes  14 
modeles — master  bronzes  from  which  editions  were  cast — 
that  have  been  missing  for  75  years.  This  modele  of  Thesee 
combattant  le  Minotaure  is  expected  to  fetch  between 
$40,000  and  $60,000.  Preview  at  Christie's,  Rockefeller 
Center:  April  19-24.  Sale  date:  April  25.www.christies.com. 
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THE  ONLINE 
SLANG  DICTIONARY 
( 

)Does 
our  common  language 
seem  to  be  morphing 
beyond  recognition? 
Are  the  kids  in  the  office 
speaking  Swedish 
when  they  say  they're 
prairie  dogging  to 
see  who's  pulled 
chocks?  Find  out  at 
this  site,  which,  unlike 
Webster's,  is  likely  to 
be  updated  several 
times  a  month.  It's  not 
all  breaking  news — it 
took  until  last  January 
9,  for  example,  for 
the  site  to  catch  up  to 
"from  hunger"  (run 
down,  impoverished). 
But  that  same  day  it 
also  offered,  just  in  the 
"Bs",  "badload"  (a 
drunk),  "bling-bling" 
(fancy)  and  "business 
class"  (an  unflattering 
posterior  anatomical 
reference). 

GOOD  GRASS 
(  )The 

Toro  lawn  equipment 
company  has  launched 
this  new  site  for 
weekend  weed  warriors. 
Among  other  things,  it 
assesses  your  "Yard- 
care  Personality"  (i.e. 
"Low  Maintenance") 
before  directing  you  to 
various  articles  and 


places  to  find  tips. 
It  also  offers  tool 
buying  advice  (steel  or 
aluminum  deck  on 
that  new  mower?)  that, 
at  least  in  the  preview 
version,  was  free  of 
company  propaganda. 
The  site  should 
be  in  full  swing  before 
those  damn  robins 
start  up  again. 

LIBRARY  OF 
CONGRESS  PRINTS  & 
PHOTOGRAPHS 
ONLINE  CATALOG 
( 

)  Here  is  a 
government  program 
that  actually  invites 
scrutiny.  The  Library 
of  Congress  holds 
tens  of  thousands 
of  historic  photos  and 
many  of  them — 50 
collections'  worth — are 
available  for  viewing 
and  purchasing  (in 
reproduction),  including 
Edward  S.  Curtis' 
famous  photos  of  the 
Plains  Indians,  a  photo- 
graphic survey  of  the 
Ottoman  Empire  1880- 
1893  and  innumerable 
shots  of  small-town 
American  life  at 
the  turn  of  the  century. 

CHRISTOPHER 
LINNEY  TAXIDERMY 
( 

)  If  Hemingway 


was  right,  and  the  i 
to  Hell  is  paved  witi 
unbought  stuffed  da 
it  won't  be  Linney's 
fault.  From  songbin 
and  beetles  to  very 
targe  mammals  ind 
U.K.-based  Linneyl 
your  man  for  deceai 
fauna,  modern  and  j 
antique,  all  tasteful! 
preserved.  We're    < 
saving  up  145pouni 
for  the  Cockerel:  "If 
savage  bird  came  toi 
a  bad  end  in  deepej 
Wales.  Very  bright,, 
does  not  need  feediif 


WORLD  ECON  10 
( 

)  The  websi 
for  the  six-hour  PBS 
series  "Commandini 
Heights:  The  Battle  i 
for  the  World  Econon 
provides  a  one-stop 
brush-up  on  a  stag- 
gering array  of  worl 
economic  facts, 
including  thumbnail 
histories  of  41 
countries'  economic 
from  1910  on,  and 
transcripts  of  the 
shows  to  remind  yoi 
for  example,  how 
the  battle  of  ideas 
between  Keynes  an 
Hayek  continues 
to  shape  our  moden 
societies.  (You  do 
remember  Hayek,  rigt 


Preppy  Handiworl 

PREPSTERS  JUST  LOVE  THE  CLOTHES  AND  ACCESSORIES  AT  CJ  LAING 

'  go-to-hell"  pants  strewn  with  lobsters  or  palm  trees;  country-club  togs  w 

witty  embroidery;  and  miniature  versions  for  kids.  Cotton  0-ring  belt,  $: 

at  CJ  Laing  stores  in  New  York,  (212)  288-7115,  and  Locust  Valley,  (5. 

609-2533;  also  at  Saturnia,  Greenwich,  CT,  and  Kate  McKenzie,  Tampa  Bay, 
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DAVID   YURMAIN 

THE  SIGNATURE  OF  TIME" 


FYEve 


LAB 
SERIES 

FOR  MEN 


AB 

RESCUE 

CelSaJptml 
faicleCxwfs 

(,:;  H..OZ-f200aii 

a  r  amis 


ABS 
FAB 


THIS  MENTHOLATED  BLUE 
goo  is  packed  with  caffeine 
and  creatine,  and  (if  used 
for  eight  weeks)  will 
not  only  keep  you  awake 
but  will  help  tighten,  tone 
and  smooth  the  skin  of  your 
midsection.  It  will  also  give 
you  amazing  abs — all  you 
have  to  do  is  diet  religiously 
and  stay  perfectly  fit  too. 
Ab  Rescue  Body  Sculpting 
Gel,  $30,  by  Lab  Series  For 
Men,  at  all  Barneys  New  York 
and  Bloomingdale's  stores. 


IRUE 


ILBACDRE 


GOURMET  CANNED  TUNA?  IF  SUCH  A  THING 


could  be  said  to  exist,  then  this  is  it.  The 


Tuna  Guys,  a  father-and-son  team,  catch  their  sashimi-grade  albacore  out  of  Gig  Harbor,  WA, 
on  their  own  boat.  The  fish  are  hand-filleted  and  hand-packed — not  as  loose  bits  like  most 
brands,  but  as  one  whole  chunk  per  can.  $50  per  case  of  24  cans.  (800)  224-5541. 


&   SSJfJl 


i^l 


5g^-- 


1.  Date  someone  else.      I.  Call  friends  or  faum 

2.  Call  friends  or  family.  2.  Watch  movies/TV. 

3.  Watch  movles/TV.       3.  Date  someone  elsf 
^Drlnk  or  get  drunk 4.  Clean  home  or  car 


PRECEPT  GOLF'S  "LAD\ I 
uses  a  newly  developed 
compound  called 
Advanced  Muscle  Fiber 
Core,  which  gives  it  great  I 
distance,  trajectory  and  a  | 
softer  feel  than  most  ball: 
In  other  words,  it's  strong  | 
enough  for  a  man,  but 
made  for  a  woman.  The 
Lady  is  widely  available  ir 
pro  shops.  12-ball  pack, 
$20;  www.preceptgolf.cOi 
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For  realistic  special  effects,  start  with  a  special  projector. 


Winds  howl.  Lightning  strikes.  And  you  are  the  master  of  a  high  definition  universe.  Your  living  room. 
Introducing  the  SharpVision  XV-ZIOOOO  high  definition  DLP'"  front  projector.  With  the  power  of 
Texas  Instruments'  new  HU2  chip,  and  an  incredible  2600:1  contrast  ratio,  the  ZIOOOO  delivers  all 
your  favorite  movies  and  sporting  events  in  unprecedented  clarity.  Get  ready  for  a  home  theater 
experience  like  nothing  you've  experienced  before. The  ZIOOOO.  Because  special  effects  are  only  as 
special  as  the  project"  ^ '    i  >■  >j-h  them  on.  1-877-388-SHARP.  www.sharpusa.com/hometheater 


SHAHPyiSION    .i^L 


be  sharp" 
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BIKE 
BILL 


»fc 


^ 


also 


HOG  WILD 

ONAHARLEY 

COOKBOOK 

Kck-SbrtiliMr  Hmm  Cooing 


your  

ainsaw  pretty  good 


R  BIKER  BILL  rS  HOB  WILD  ON  A  HARLEY 
ibook:  200  Fiercely  Flavorful  Recipes  to 
-Start  Your  Home  Cooking  from  Harley 
•rs  Across  the  USA.  Compiled  by  Bill 
e.  Harvard  Common  Press.  $19.95 

UCE  PETERSON'S 
ERGENCY  CHILI 
"ind  lean  ground  beef 

dium-size  onion, 

ipped  or  sliced  real  thin 

aspoon  garlic  powder 

nee  can  unseasoned 

imato  sauce 

unce  can  Mexican-style 

tewed  tomatoes 

unce  can  red  beans 

f  e  bag  corn  chips 

ise  yer  favorite  beer 

ground  beef,  the  chopped  onion, 

garlic  powder  in  that  ol'  hubcap  you 

I  a  skillet... and  cook  it  over  medium 
It  'til  the  meat  is  brown  and  the  onion  is 
ar  or  transparent.  While  the  meat  is 
ikin',  open  the  tomato  sauce,  the  stewed 
latoes,  the  red  beans,  and  set  them 
de  for  now.  Put  the  knife  away  that  you 
ined  the  cans  with  and  suck  down  a 
!r  while  you  stir  the  hamburger  and 
on.  Drain  the  grease  off  into  a  can  (if 
I  strain  it  through  a  sock  or  something  to 
the  big  lumps  out,  you  can  lube  the 
eel  bearings  on  yer  ol'  lady's  grocery 
son  with  it],  add  the  tomato  sauce, 
wed  tomatoes  and  the  beans  to  the  hubcap. 
NOT  DRAIN  the  tomatoes  or  the  beans. 
:e  the  mixture  is  heated  through,  reduce 
heat  and  open  a  couple  more  beers, 
imer  the  chili  for  about  20  minutes.... 
"When  no  one  is  lookin,'  pour  half  the 
n  chips  into  an  empty  Grape  Nuts  cereal 
and  put  the  box  on  the  table.  No  one 
I  touch  it  and  this  will  ensure  there  are 
I  chips  for  the  meal  after  the  cooking 
lone  and  most  of  the  beer  is  gone..." 
kes  four  servings. 
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MERCEDES  NOW  M7THEN 

FIFTY  YEARS  AGO,  TWO  MERCEDES  300  SL  GULLWINGS  WON  THE  CARRERA  PAN 
Americana  race,  a  four-day,  2,000-mile  marathon  through  Mexico  that  com- 
memorated the  completion  of  the  Pan  American  Highway.  Mercedes  recently 
brought  one  of  the  winning  Gullwings  back  to  revisit  Mexico  (that's  it  pictured 
here),  but  this  time  teamed  it  with  another  of  its  energetic  designs:  the  2003 
.  SL55  AMG.  Like  the  300  SL,  this  is  a  car  for  the  serious  driver.  Its  super- 
charged V-8  develops  493  hp,  and  rockets  0  to  60  mph  in  4.5  seconds  with 
a  top  (electronically  limited)  speed  of  155  mph.  $113,970;  www.mbusa.com. 
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IN  MUCH  THE  SAME  WAY  THAT  APPLE  REINVIGORATED  THE 


design  of  the  personal  computer  with  softened  edges  and  play- 


ful colors,  bleibtreu  iblibe-troy)  offers  an  alternative  to  the  on- 


slaught of  dull,  utilitarian  carrying-cases  for  electronic  devices. 


They  come  in  a  broad  spectrum  of  warm,  fuzzy,  padded,  textured 


hand-made  fabric,  leather  and  vinyl  designs.  Prices  range  from 


about  $650  for  reversible  iaptop  cases  to  $32  for  the  PDA  case 


sliown.  Custom  orders  welcome.  (800)  871-0933,  b-on-b.com. 


SPRING  I 


The  Sprayer 

AT  EL  BULLI,  THE  MICHELIN  THREE-STAR  REST- 
aurant  outside  Barcelona,  Chef  Ferran  Adria 
wows  worshipful  customers  with  edible  foams, 
gels,  glazes  and  melts.  Landing  reservations 
is  a  near-impossible  dream,  but  fortunately  at 
least  a  whiff  of  his  culinary  genius  now  comes 
in  a  convenient  spray  form.  Adria  believes  eat- 
ing should  be  an  omni-sensual  experience, 
and  his  vaporized  scents  tickle  the  taste  buds  , 

by  way  of  the  nose.  Spray  the  "forest"  mist  over 
the  table  before  a  salad  and  suddenly  you're 
picnicking  in  the  Pyrenees.  Spray  some  "sea" 
over  fresh  lobster  and  the  Mediterranean  is  right  next  door.  The 
orange  blossom  mist  makes  dessert  go  3-D.  About  $40;  available  at 
Barcelona's  trend-setting  Vingon  department  store  and  vincon.com. 


A  LOYAL  FOOTMAN 

FLYING  THOUSANDS  OF  MILES  FOR  A  PEDICURE  DOESN'T  SEEM: 
outrageous  after  experiencing  the  magic  hands  of  Samuel  So, 
resident  miracle  worker  at  the  spa  at  Hong  Kong's  Mandarin  Orient 
hotel.  It's  no  longer  than  an  average  pedicure — an  hour — and 
jumpy  clients  should  avert  their  eyes  from  his  platter  of  medieval. 
instruments.  But  do  sit  back,  watch  TV  (mercifully,  it's  a  privater' 
room),  and  let  the  man  scrape  every  last  bit  of  rough  skin  from  you 
long-suffering  dogs.  Oh,  and  the  foot  massage  isn't  bad,  either.  $8! 


1  .fcfci&iisiicisBjgBaijSiagLWBign 
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THE  CHINESE  AREN'T  K.u    ,ivKHblJ     . 
surprised  at  the  recent  Cons-v.e;  R.^ct.  . 
ences  we've  had  in  a  while.  Not  onv  that,  iti 
laboratory.  CD  player,  $2,695;  SP    Ol 


up  to  the  tubes] 


IREFRONT  OF  TECHNOLOGICAL  INNOVATION,  so  WE  WERE  PLEASANTl    f 
w  find  Shanling's  SCD-7200  CD  player,  one  of  the  sweetest  audio  experi  ft 
f  amjr'    ers  give  the  whole  setup  a  retro  feel  reminiscent  of  Dr.  Frankenstein'  l 
'0  tube         s,  $2,495.  Call  Music  Hall,  (516)  487-3663,  for  a  retailer  near  yoi  y 
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Wl    FOR    MORE    INFORMATION    CALL    888.371.1802    ORVISIT    MASERAT1USA.COM 


\i( 


MASERATI 

S  P  Y  D  E  R 


G  R  U  P  P  O 
FERRARI 


MASERATI 


lliis  tit'o-H'ctter  cabriolet  with  a 
covers  0-60  mph  in  4.9  seconds 


4.2  LITERS  I  V8  ENGINE  |  390  BHP  |  330  LB-FT  TORQUE 
4-YEAR/50,000-MILE  LIMITED  WARRANTY  124-HOUR  ROADSIDE  ASSISTANCE 
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[Matchmakers  of  Design] 


YOU'RE  READY  TO  BUILD  OR  REMODEL  A 
home,  but  you're  leery  of  hiring  the  wrong 
people  for  the  job.  Consider  Karen  Fisher  of 
Designer  Previews,  a  referral  agency  that 
matches  prospective  clients  with  world- 
class  architects  and  interior  designers. 
Using  an  image-based  approach — adminis- 
tered online  or  in  person — Fisher  distills 


your  tastes  until  she's  narrowed  the  field  of 
candidates  to  three  pros  with  whom  she 
feels  you'll  be  compatible.  The  beauty  of 
the  service  is  that  it  gathers  an  assortment 
of  talent  and  makes  their  portfolios 
accessible  to  clients  anywhere,  f^  consulta- 
tion lasts  about  an  hour  and  costs  $  100; 
(212)  777-2966  or  decorpro@aol.com. 


THE  MARBLE  ORCHARD 

One  look  at  the  extraordinarily  lifelike  marble  fruit  sculptures 
produced  at  the  Rovai  family  marble  works  in  Pietrasanta, 
Italy,  and  you  begin  to  grasp  the  ideal  that  still-life  painters 
have  been  striving  for.  The  white  Carrara  marble  used  is 
from  the  same  Tuscan  quarries  favored  by  Michelangelo. 
The  Marble  Fruit  Company  imports  20  dii  Cerent  individually 
sculpted,  hanc  i.      •  ei  fi-uits,  plus  three  nuts,  ranging  in  price 
from  $1 5  to  ;?  /idual  pieces,  and  from  $35  to  $550  for 

preselecteo  ;  vww.marblefruit.com,  (800)  382-9303. 


SPRING  I 


STPAnnVf^nAYIIPRRAI; 
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BUSHMILLS,  THE  WORLD'S  OLDEST  LICEn| 


whiskey  distillery — they've  been  at  it  sii 


1608 — is  offering  a  brand-new  Irish  whisi 


a  21-Year-Old  Single  Malt  ($100)  that 


been  aged  in  used  bourbon  and  sherry  ca 


and  finished  in  Madeira  drums. 
The  result  of  this  cosmopolitan 
regime  is  an  impressively  fruity,       t 
complex,  all-too-easy-to-        - — 


sip  whiskey  with  a  clean 
mildly  sweet  impression 
that  shines  through  thanks 


to  the  lack  of  any  Scotch 


like  overlay  of  smokiness  or 


peat  character.  Bushmills 


limited  release  of  this  21 


year-old  arrives  in  the  nick 


o'  time  for  St.  Patrick's  Day. 
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HALLIB 

,ESS,    MEET    CL 


^an  a  singular  passion  for  perfection'jHBBjhore  than  one  i^lBBIntrodudri 


leather  business  case 


The  perfect  harraifeny  to  our  legendarvaluminum 


IROHALLIBURTON 

800.545.1034    ZER0HALLIBURT0N.COM 


^' 


DDY-UP      STEEL      HORSE! 


Hakes  the  White  Lines 
AND  YOUR  Spirit  Fly. 


It's  not  a  Road 

YOU'RE  RIDINCONr 

It's  a  Path     10 
TO  Freedom. .. 


*». 


X: 


wrm 


'^-^ 


^.   ^adM^diu^fiokt! 


OHIN 


4."^        1 


UL  800-225-5996 

Jh.orc  for  a  Free  Wyoming  yacation  packei 


a07-J77-7777 


112003 


nCi    IlCitLB  VVt^J    I     Best  known  for  his  collection 
boys  &  Images,  William  Matthews  turns  his  brush  to  Western  angling  in  the  exhibition  "Due 
t,"  at  his  eponymous  gallery  in  Denver  from  March  29  through  April  19.  Shown  here: 
?  Sport":  28^/4  X  37W.  $1,600  (limited-edition  iris  print);  www.williammatthewsgallery.com. 


Armando's  Oil] 

S  EXTRA-VIRGIN  OLIVE  OIL  WAS  DEVELOPED  BY  A  FORMER  ITALIAN  PHOTOGRAPHER, 
lando  Manni,  in  an  effort  to  find  antioxidant-rich  foods  for  his  young  son — fourth  in 
ne  of  men  with  a  history  of  potentially  fatal  heart  disease.  Produced  in  cooperation 
1  the  University  of  Florence,  the  oil  is  packed  with  about  twice  as  many  antioxidant 
nts  as  regular  oils  and  is  sealed  in  UV-impervious  bottles.  Routinely  used  by  such 
Ited  chefs  as  Jean-Georges  Vongerichten  and  Charlie  Trotter,  the  oils  come  in  two 
eties,  the  richer,  peppery,  adult-targeted  Per  Me  ("For  Me"),  and  Per  Mio  Figlio  ("For 
Son"),  which  is  milder  and  fruitier.  Roughly  $264  per  10-bottle  case,  www.manni.biz. 
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THE  LOMBARD  WAY 

LOS  ANGELES  INTERIOR  DESIGNER 
Michael  Barman  has  come  a  long  way 
since  opening  up  his  own  shop  in 
1 986,  following  the  death  of  his 
mentor,  Angelo  Donghia.  His  signature, 
made-to-order  line  of  furniture  now 
numbers  80  pieces,  and  that  doesn't 
include  rugs,  ceramic  tiles  and 
one-off  designs  for  home-decorating 
clients.  He  describes  his  style  as 
"American  Trans-Modern,"  which 
from  the  looks  of  his  furniture  means 
that  he  often  incorporates  mid-20th 
century  influences  into  contemporary 
pieces  with  a  kind  of  streamlined, 
understated  elegance.  A  case  in 
point  is  the  Lombard  dining  table,  a 
witty  centerpiece  with  perhaps  a 
glancing  reference  to  Charles  and 
Ray  Eames'  turned-leg  "chess-piece" 
stools,  but  that  has  a  kinetic  spring 
and  solidity  all  its  own.  The  Lombard 
dining  table  comes  in  a  range  of 
woods  and  finishes.  As  shown  here, 
in  mahogany  wood  and  blacl<  tea 
finish,  it's  $6,295.  Michael  Berman 
Limited,  (323)  933-0220. 


.METRO  AREAS  WITH  THE  HI 
ir  SUV  OWNERSHIP: 

iver,  CO 

Hake  City,  UT     ^ 
iquerque-Santa  F^  |||M 
mond-Petersbur^^^ 
ioke-tynchburg,r 
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idaho  cow  camp  |  bunking  on  the  left  bank  |  pacific  penthou| 
I  mystical  hong  kong  |  nantucket  chic  |  naked  in  baden-badi 


'«r,- 
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EYE&JDUilX 


Information  about  the  ranch^ 
can  be  found  at  www.- 
smallcattleconipany.com  or 
(208)  374-5555.  Trips  are 
available  from  May  through 
October;  they  start  witii, 
complimentary  pickup  in - 
Idaho  Falls,  site  of  the  closest 
airport,  on  Monday  morning, 
and  conclude  Friday  after- 
noon. The  cost  per  person  is 
$1,050.  Guests,  who  must  he 
at  least  16,  should  be  inter- 
mediate riders  or  better. 
(Beginners  are  welcome,  but 
only  during  certain  we,fl(S.-}< 


I' , 


% 


UIJUUI\>i  About  6o  miles  north  of  Idaho  Falls  our  crew-cab  pickup  leaA 
the  flat,  potato-growing  plains  and  turns  onto  a  dirt  road  that  rises  into  the  fo( 
'  :  jt  the  B jtterroot  and  Grand  Teton  mountains.  Driving  the  assorted  Eai 
and  West-  coasters  who've  come  to  taste  the  life  of  the  authentic  cowboy  is  But 
Small,  former  rodeo  star  and  now  part  of  the  fifth  generation  to  run  his  har 
working  family  s  ranching  business,  the  SMALL  CATTLE  COMPANY.  At  the  ranch  ^ 
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THE    CHRYSLER    CROSSFIRE 

REAR-WHEEL    DRIVE 

SIX-SPEED    MANUAL  TRANSMISSION 

50%    AMERICAN    IMAGINATION 

50%    GERMAN    PRECISION 

IOO°/o    PASSION 
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THE    CHRYSLER    PACIFICA 

THREE    ROWS    OF    LUXURY    SEATING 

EXCLUSIVE    IN-CLUSTER    NAVIGATION    SYSTEM 

ALL-WHEEL    DRIVE 

THE   THRILL   OF   SOMETHING   TOTALLY   NEW 
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THE    CHRYSLER     PT    TURBO 

215    PEAK    HORSEPOWER  ^, 

FIVE-SPEED    GETRAG    MANUAL  TRANSM ISSIOI^ 

17-INCH    LOW-PROFILE  TIRES 

INSTANT   GRATIFICATION 


ARRIVING    SPRING 
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THE    CHRYSLER    SEBRING    CONVERTIBLE 
POWER    FOLDING   TOP 
GLASS    REAR    WINDOW 
ROOM    FOR    FOUR    ADULTS 
SUNLIGHT.    MOONLIGHT.    STARLIGHT 
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1    LIKE  TO    BUILD    BEAUTIFUL  THINGS  -    WALTER    P.  CHRYSLER 
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YSLER    PRODI 


A    7-YEAR/70.000-MILE    POWERTRAIN    LIMITED    WARRAr 
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THE    CHRYSLER   TOWN    5.    COUNTRY    LIMITED 
POWER    SLIDING    DOORS    AND    LIFTGATE 
THREE-ZONE   AUTOMATIC   TEMPERATURE    CONTROi 
INTEGRATED    DVD    ENTERTAINMENT   SYSTEM 
SANCTUARY 
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RINGTIME 
H  PARIS 

Left  Bank  of  Paris  is  a 
Ten  of  charming  nooks 
crannies,  but  you  won't 
d  any  more  romantic 
n  the  Hotel  d'Aubusson, 
ated  steps  off  the  Pont 
uf  between  Boulevard 
nt-Germain  and  Quai  de 
nti.  The  building  has 
od  witness  to  Parisian 
tory  for  400  years,  though 
management  prefers 
stress  the  hotel's  modern 
lenities,  its  perfect 
rvice  and  convenience 
everything  worth  seeing 
old  Paris.  All  true. 
otel  d'Aubusson,  33  rue 
auphine  75006  Paris; 
WW.  hoteldaubusson.  com. 
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we  transfer  our  luggage  to  a  battered,  bare-bones  truck  that  will  take  us  up  the  rugged  i6-mile  climb 
to  the  cow  camp.  (Cow  camps  are  where  cowboys  live  when  tending  the  cattle;  it  is  simply  too  far 
away  to  get  back  to  the  ranch  every  day.)  The  road  winds  along  mountain  ridges  with  gloriously 
distracting  vistas — until  I  look  down  and  see  nearly  vertical  drops  peeling  off  to  either  side. 

Nestled  between  two  ridges  at  about  8, coo  feet  is  our  home  for  the  week:  a  rugged,  hand- 
some lodge  where  we  will  all  gather  for  meals,  conversation  and  warmth  in  the  cold  high-desert 
evenings.  Guests  quarter  in  six  single-serving-sized  cabins,  each  just  barely  big  enough  to  hold  a 
couple  of  beds  and  a  dresser,  with  walls  studded  with  pegs  for  gear.  There  is  no  electricity  in  the 
cow  camp,  though  there  is  propane  to  warm  the  cabins,  provide  hot  water  for  showers,  cool  the 
refrigerator,  fire  the  stove  and  not  least  of  all  light  the  lanterns  in  the  lodge — which  are  not  great 
for  reading  in  the  evening  but  perfect  for  playing  "pitch,"  a  cowboy  version  of  poker. 

There  are  no  lights  outside  the  lodge,  so  we've  brought  flashlights  to  manage  at  night.  Nor 
are  there  telephones.  We  all  unpack  the  paraphernaHa  that  will  make  us  cowboys,  and  head  to  a 
lunch  of  classic  chuck  wagon  grub. 

The  first  afternoon  is  spent  determining  the  riding  ability  of  the  guests.  In  this  regard,  I'm  the 
only  initiate;  everyone  else  has  been  coming  here  for  years.  They  love  the  seclusion  of  the  cow  camp, 
and  appreciate  the  fact  that  there  are  never  more  than  eight  guests,  which  makes  for  camaraderie 
and  allows  everyone  a  chance  to  ride  with  Butch  himself.  Some  guests  also  like  the  abundant  fly 
fishing  in  high-country  streams  just  minutes  way.  But  all  of  us  are  pleased  that  we  are  participat- 
ing in  real  and  necessary  work  when  we're  cowboying,  rather  than  a  dressed-up  trail  ride. 

Our  small  troop  heads  over  to  the  corral  and  begins  what  will  become  a  regular,  full-day 
routine  for  the  rest  of  the  week:  saddling  our  horses,  loading  gear  for  the  day,  heading  out 
over  a  rise  so  high  your  hat  grazes  the  sky  and  then  riding  carefully  down  into  the  magnificent 
country  on  the  other  side.  Butch  is  a  conversational  marvel,  full  of  remarkable  stories  and  an 
unquenchable  interest  in  poHtics  and  current  events.  Sometimes  two  other  cowboys  ride  with  us. 
These  cowboys  don't  talk  much.  When  they  do,  the  few  words  are  choice — salty,  funny  and  well 
worth  the  wait. 

We  move  cattle  between  ranges,  search  out  and  round  up  strays,  haul  salt  and  sort  out  inter- 
lopers from  adjoining  ranches,  driving  them  back  where  they  belong.  We  marvel  at  how  these 
men  are  The  Real  Deal,  galloping  and  pivoting  at  breakneck  speeds  over  rough  terrain  to  head  off 
an  ornery  bull.  But  each  of  us  have  our  own  small  victories  too — Billy  Crystal  ''City  Slicker"  mo- 
ments of  bringing  in  the  strays,  knowing  that  if  we  don't  do  it,  it  doesn't  get  done. 

—HEATHER  R.  HIGGINS 


MEXICO 


[ihUatanejO:  To  your  shortlist  of  lavish, 

elf-contained  oases  you  may  now  add  EL  MURMULLO, 

languid  villa  perched  on  a  rugged  cliff  face  above 
he  blue  Pacific  and  Zihuatanejo  Bay,  m^rth  of  Acapulco.  Formerly  a  private  mansion  situated  on  the  next  rock 
lutcropping  over  from  the  famous  La  Casa  Que  Canta  ("The  House  That  Sings")  hotel,  El  Murmullo  ^^ 
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Nantucket:  The  boutique 
property  of  the  eponymous 
shoe  designer,  the  Vanessa 
Noel  Hotel  (VNH)  occupies  a 
three-story  jewel  of  a  historic 
building  on  one  of  Nantucket's 
main  shopping  drags.  In 
spite  of  its  busy  location,  the 
hotel  is  an  oasis  of  chic, 
understated  comfort  and 
relative  quiet.  Though  its  eight 
diminutive  rooms  have  been 
stripped  down  to  a  creamy 
white  minimalism  and 
appointed  with  Armani  Casa 
furniture,  flat-screen  plasma 
TVs  and  Frette  linens,  the 
building's  original  Quaker 
character  shines  through  in 
the  irregular  angles,  wide-plank 
floorboards  and  narrow  back 
staircase  the  design-sawy 
Ms.  Noel  has  chosen  to  retain. 
The  lobby — anchored  by  a 
sparkling  1930s  Baccarat 
chandelier — connects  on  one 
side  to  the  Vanno  caviar  and 
champagne  bar,  an  indoor 
playground  for  grown-ups, 
complete  with  pony  skin 
banquettes,  faux  privet  hedges 
and  two  swings  suspended 
from  the  ceiling.  Off  the  other 
side  of  the  lobby  is  another 
kind  of  playground:  the  de- 
signer's leopard-carpeted  shoe 
boutique,  which  brims  with 
some  100  sexy,  flirty  styles  for 
women,  many  exclusive  to  the 
island.  Memo  to  hoteliers 
everywhere:  If  you  attach  a 
shoe  boutique,  they  will  come, 
and  they  will  spend. 

—KERRY  MULLETT-STROM 


("the  Whisper")  was  acquired  by  the  owners  of  La  Casa,  who  spent  $3.4  million  with  the  goal  of  re- 
creating the  place  as  a  privileged  haven  with  its  own  concierge,  waiters  and  chef  for  just  four  guesti 
rooms.  The  pinnacle  of  the  property  is  the  "Senora  Tentacion"  penthouse. 

The  evening  my  wife  and  I  stepped  off  the  Senora  Tentacion's  private  elevator,  a  honey-col- 
ored light  had  settled  into  the  room,  filtering  through  the  thatched  palm  overhanging  the  threel 
separate  balconies.  Maybe  ten  stories  down  below,  the  last  boats  were  making  their  way  back  acrossi 
the  bay  from  the  snorkeling  beaches  at  Las  Gatas  to  the  town  docks.  Lights  were  twinkling  on  thel 
tropical  hillsides  in  the  distance,  and  EI  Murmullo's  own  spotlighting  painted  the  spectacular,! 
jagged  sea  rocks  that  crowd  around  its  patio.  The  crash  and  lap  of  the  waves  on  these  rocks  sets! 
up  the  constant  background  susurration  that  follows  you  into  your  dreams. 

The  penthouse  itself  is  an  airy,  loftlike  space — two  stories  tall  in  the 
center,  with  massive  pine  beams — and  fitted  out  with  an  artfiil  mix  of  high 
and  low.  The  "closet"  is  a  domed  adobe  crescent  occupying  maybe  one 
third  of  the  space,  with  shelves  carved  into  the  plaster  like  something  in 
Cappadocia.  The  shower  is  actually  a  windowed  turret  built  for  two  (with 
two  showerheads),  clad  in  flannel-colored  marble,  with  a  plaster  dome 
overhead.  The  general  feeling  in  the  room  is  of  a  Zen-like  lack  of  clutter: 
poured  concrete  floors,  sturdy  pieces  of  folk  art  flirniture  and  not  much  else 
to  get  in  the  way  of  one  of  the  world's  great  views. 

It  was  all  so  new  when  we  arrived  last  Thanksgiving  weekend  that  the 
key  to  the  private  elevator  was  nonfunctioning,  and — ^what  fresh  hell  is 
this? — the  infinity  plunge  pool  on  the  right-hand  balcony,  fiUed  the  day 
before,  wasn't  yet  heated.  That  didn't  slow  me  down  much.  I  made  grave, 
regrethil  noises  about  business  phone  calls  as  my  wife  suited  up  for  the  fit- 
ness center  next  door  at  La  Casa.  No  sooner  had  the  elevator  door  closed 
than  I  was  into  the  pool  in  something  less  than  business  attire,  bobbing  about  with  a  Cohiba  anci 
a  cerveza  from  the  minibar,  watching  the  light-spangled  bay  below  and  the  yellow  butterflies  flil 
about  the  cactus  that  dots  the  hillsides  around  me.  Here,  a  million  miles  from  home,  I  tookthtl 
opportunity  to  contemplate  some  big-picture  issues,  such  as  where  I  could  rent  a  jet-ski  (abou' 
100  yards  down  the  beach  from  the  front  door,  as  it  turned  out),  and  whether  I  could  remembe; 
all  the  lyrics  to  the  Rolling  Stones'  "Sweet  Virginia."  At  La  Casa  Que  Canta  and  El  Murmullo  I 
the  house  ain't  the  only  thing  that  sings.  —RICHARD  NALLEY 


CHINA 

Hong  Kong:  Its  mainly 


known  as  a  commercial  center, 
or  as  a  place  where  people  get  swept  up  into  a  kind  of  spending  frenzy — in  th( 
words  of  the  T-shirt:  I  CAME,  I  SHOPPED,  I  TOOK  VALIUM.  But  there': 
another,  even  more  intriguing  Hong  Kong  beyond  the  cosmopolitan  consume; 
culture.  There's  also  the  Hong  Kong  that  remains  resolutely  Chinese  and   >1 
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SPRING  I 


truditional.  There  is,  for  example,  feng  shui  [pronounced 
fung-SHWAY],  literally  "wind  and  water,"  often  referred 
to  in  the  West  as  the  art  of  placement,  a  kind  of  mystical 
geomancy.  Back  home,  it's  so  hot  hot  hot  you  can  hardly 
walk  by  a  display  at  Barnes  6c  Noble  without  seeing  some 
reference  to  it.  Here  it  is  just  business  as  usual.  Interior- 
wise,  the  basic  principles  are  things  like:  Don't  sit  with 
your  back  to  the  door,  lest  your  fortune  escape  behind  you; 
keep  your  entranceways  clear  so  the  chi  (life  force)  can  flow 
freely.  That  kind  of  thing.  So  it's  interesting  to  actually  see 
some  of  its  larger  principles  in  action  here,  which  you  can 
find  if  you  know  where  to  look. 

We  knew  where  to  look  because  we  had  a  wonderflil  guide 
from  the  tourist  board  to  show  us  around.  Among  the  more  obvious  examples  of  feng  shui's  tar- 
reaching  influence:  the  hole  at  the  top  of  the  Repulse  Bay  hotel,  which  supposedly  permits  the 
dragon  to  come  down  from  the  mountains  to  drink  from  the  sea.  (Something  you'd  hate  to  stand 
in  the  way  of)  Indeed,  many  large  businesses  employ  "site  wizards"  to  give  them  good  feng  shui 
advice.  Among  the  feng  shui  faux  pas  in  the  downtown  business  district,  none  is  more  glaring  than 
I.M.  Pel's  Bank  of  China  building,  which  is  a  spectacular  prism  like  structure.  Sadly,  its  frame 
has  a  triangular  construction,  and  triangles  are  very  bad  things.  (Circles  are  better.)  In  opposition 
to  it  is  a  building  whose  window-washing  cranes  have  been  deliberately  left  pointing  toward  the  B. 
of  C.  to  combat  the  latter's  bad  influence.  Meantime,  also  in  the  Central  District,  the  Hong  Kong 
Bank  Building  excmphfies  a  marriage  of  fine  design  and  clever  feng  shui.  Passcrsby  can  stroll 
through  its  open-air  promenade  and  stare  up  at  the  guts  of  the  building.  Typically,  an  open-air 
promenade  means  chi  can  flow  in  easily,  but  flow  out  just  as  easily.  Canny  architect  Norman  Foster 
countered  this  by  slightly  undulating  the  granite  of  the  floor  to  mimic  the  waves  of  the  ocean.  And 
as  those  of  us  who  have  spent  time  with  a  feng  shui  master  know,  chi  stops  at  the  water.  Pretty 
cool  to  know,  and  just  another  way  to  find  Hong  Kong  addictive.  —LORRAINE  CADEMARTORI 


&i 


Can  you  spot  the  evil 
triangles  in  this  picture? 


GERMANY 


DiaCK  rUr8STl  I  am  floating  in  a  shallow,  lukewarm  pool  in  the  FRIEDRICHSBAD,  Baden-Baden' 
Parthenon  to  bodily  wellness,  a  vast  neoclassical  spa  building  opened  in  1873.  Through  an  arch  I  can  see 
50-foot-diameici,  chest-deep  pool,  the  culmination  of  my  revitalizing  i6-station  passage  through  tilei 
chambers  of  wet  ■   vi  dry  heat,  with  a  pit  stop  for  a  vigorous  soaping  down.  It  hes  in  a  rotunda  beneath 
coffered  and  rosette  • ,  all  the  central-casting,  fall-of-the-Roman-Empire  fixin's:  acanthus  scroU 

and  lion  heads  in  hi  r-ds  in  marble.  It's  a  setting  that  calls  for  a  men's  magazine  bod 

(Friedrichsbad  Abs  in  Ju-  Days:  .  and  if  I  had  one  I  probably  wouldn't  be  sweating  my  next  move 

For  when  I  drop  my  gaze  xo         ,1  c;m  just  discern  two  female  hairdos  bobbing  along  in  the  big  pool.  V 
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"Look  closer,  be  faster,  get  the  better  story." 


Hands:  Christopher  Forbes,  Vice  Chairman  Forbes  Inc. 


Tool:  LEICA  DIGILUX  1 


my  point  of  view 


Camera  Inc.  /  156  Ludlow  Ave.  /  Northvale,  NJ  07647  /  USA  /  Telephone  800-222-0118  /  literature@leicacamerausa.com 
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Friedrichsbad,  it  turns  out,  is  a  tndiitiondl Nacktbad,  or  "nude 
spa."  The  question  facing  me  is:  Can  I  muster  the  insouciance 
to  stand  up  and  offer  the  Full  Monte  to  these  two  Frauen} 

What's  the  etiquette,  I  wonder,  if  I  come  within  haihng 
distance  of  my  swimmatcs?  "Guten  Tag  seems  a  bit  formal, 
''Wie  Geht's"  a  bit  flip,  "hallo"  a  bit  limp  (make  that  lame). 
And  why  should  I  make  the  first  move  anyway? 

And  on  I  go,  mentally  pinging  and  ponging,  until  a  little 
voice  in  my  head  whispers,  "All  clear."  I  sit  up  and  sure 
enough,  the  women  have  chosen  discretion  over  valor  and 
gone  back  to  their  side  of  the  spa. 

I  have  come  to  Baden-Baden  to  savor  the  pleasantly 
plump  atmosphere  at  the  start  of  a  week's  wandering  through  the  Black  Forest,  that  great  swath 
oi  Tannenbaum  that  covers  the  country's  southwestern  corner.  Baden-Baden,  whose  heaUng  wa- 
ters made  it  famous  to  the  Romans  simply  became,  in  the  19th  century,  "the  summer  capital  of 
Europe,"  and  a  flame  for  moneyed  moths.  It  has  also  drawn  its  share  of  literary  lions.  Dostoyevsky 
famously  gambled  in  its  casino  (and  wrote  The  Gambler  about  it);  Turgenev  lived  in  one  of  its 
large-windowed  villas.  And  almost  everyone  who  was  anyone  has  stayed  at  Brenner's  Park  Hotel. 

Built  in  1873,  Brenner's  stands  in  a  patrician  park  where  ladies  in  substantial  coats  walk  purse 
puppies  in  the  morning.  (And  show  up,  vintage  Hermes  bags  in  hand,  for  tea  in  the  hotel's  lobby- 
lounge  in  the  afternoon.)  Brenner's  is  comfortably  civil  rather  than  formal,  more  down  duvet  than 
satin  bedspread.  The  hotel  pool  is  one  of  the  most  striking  in  Europe,  60  feet  long  and  housed 
in  an  ocher-walled  pavilion  with  heated  marble  benches.  The  14  tiny  single  rooms  overlooking  the 
entrance  tell  you  everything  you  need  to  know  about  the  clientele,  then  and  now:  Once  reserved 
for  chauffeurs,  they  are  today  set  aside  for  nannies.  {Plus  (a  change. ..) 

Brenner's  makes  a  fine  base  to  explore  the  northern  end  of  the  Black  Forest,  starting  with  an 
excursion  down  the  Schwarzwald-Hochstrasse,  the  region's  Amalfi  Drive,  to  Freudenstadt.  The 
town  has  a  fetching  collection  of  arcaded  15th-  and  16th-century  buildings,  some  of  them  partially 
framing  the  largest  market  square  in  Germany.  In  some  stretches  the  Hochstrasse  lies  at  more 
than  3,000  feet — you  may  actually  drive  through  a  cloud  or  two — and  it  looks  down  into  valleys 
holding  half-timbered  train-set  towns. 

We  go  down  into  one  of  them,  tiny  Sasbachwalden,  named  for  a  spring  flower  that  I'm  told 
produces  a  potent  schnapps,  for  lunch  at  the  Michelin  one-star  Fallert.  We  have  Seezunge  (sole) 
in  tarragon  sauce  and  Wolfbanch  (sea  bass)  on  a  bed  of  pureed  potatoes,  both  done  perfectly  and 
accompanied  by  a  local  wine,  the  lush,  honeyed  2001  Maltedinger  Bienenberg  Riesling. 

Early  the  next  morning  we  head  south  on  the  autobahn  to  Freiburg  im  Breisgau,  to  see  its 
late-i3th-century  Mi'inster,  a  superb  example  of  French  Gothic,  and  the  masterpiece  within,  a 
radiant,  ii-panel  altarpiece  by  15th-century  master  Hans  Baldung  Grien.  The  Miinster  stands  in 
the  center  of  the  old  city,  a  sometimes  quirky  weave  of  streets  that  is  perfect  for  strolling. 

On  our  last  day  wc  head  north  again,  bound  for  the  land  that  time  begot:  Triberg.  This  is  the 
place  to  see  not  just  cuckoo  clocks,  but  The  Cuckoo  Clock,  the  world's  largest,  presented  with 
grave,  Teutonic  earnestness  bv  a  talking  mechanical  mannequin  in  19th-century  period  garb.  The 
clock,  it  develops,  is  an  c>  nhasis  his)  copy,  in  60:1  scale,  of  a  vintage  Black  Forest  cuckoo 

clock  put  together  with  a  nu  • .  10,000  man  hours. 

So  okay,  I  buy  a  cuckoo  clock  ;ind  hang  around  to  see  Big  Bird  come  out  again.  Suddenly,  I'm 
a  little  pressed  for  you  know  vv  >  X:  But  I  can't  leave  without  visiting  the  Deutsches  Uhrenmuseum 
(German  Clock  Museum),  jusi  jown  the  road  in  Furtwangen,  host  each  August  to  the  world's 
largest  antique  watch  fiiir.  The  •.,  iseum  has  8,000  objects  related  to  timekeeping.  I  race  through 
the  entrance,  slightly  breathless  tron'  nishing,  and  get  a  surprise  at  the  ticket  counter.  Here,  in  a 
building  that  has  more  time  saved  t'  any  pl.vce  I've  ever  been,  I'm  told,  "You  only  have  a  hidf 
hour  until  closing."  —GARY  WAL'll  il 


HEATED  MARBLE: 
Brenner's  Park's  all-the-way 
opulent  pool  pavilion. 
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Brenner's  Park  Hotel 
Spa,  Schillerstrasse  4-li 
Baden-Baden;  01 1-49-722. 
900-841;  $270-$  1.471 
www.brenners.cori 
Friedrichsbad,  $21  entrano 
fee;  www.baden-baden.dii 
Click  on  "Kiir,  Gesundhef 
Schonheit,"  then  "ThermeiH 
Deutsches  Urhrenmuseuii 
Robert-Gerwig-Platz 
Furtwang;  01 1-49-772 
'     920017,  www.deutsche 
uhrenmuseum.de;  Woik 
Largest  Cuckoo  Cloc 
Eble-Uhren  Park,  Triber 
chonachbach.  Clock  interi 
open  Mon.-Sat.,  9-6  ye 
round,  Sun.  9-6  from  East 
through  October  3 
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London  to  Los  Angeles;  flight  N-CAM3. 


Los  Angeles  to  Napa  Valley:  flight  DB7  GT. 


ASTON  MARTIN 


Power,  Beauty  and  Soul 


Aston  Martin  of  North  America,  One  Premier  Place,  Irvine,  CA  92618. 

Telephone  866-NA-ASTON,  Facsimile  949-341-6155.  enquir1@astonmartin.com,  www.astonmartin.com 
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y  Thomas  Jackson 


This  Is  Your 

Brain  on  Golf 

:'s  not  that  you  think  too  much  on  the  golf  course, 

you're  just  not  thinking  in  the  right  places. 


hink  about  your  shot,"  intones  an  almost 
r'stical  voice  behind  me.  "Give  your  brain 
ich  image  of  what  you're  aiming  for." 

I  tee  up,  take  a  few  steps  back  and  con- 
■e  up  the  shot's  ever)'  detail.  The  back- 
ing will  be  one  fluid  motion.  On  the 
wnswing,  the  shaft  of  the  club  will  go 
hoosh  through  the  air  and  its  titanium 
:e  will  make  a  satisfying  cleenk  when  it 
ikes  its  target.  The  ball  itself  will  fly  out 

a  45-degree  trajectory,  bounce  a  littie  on 
e  air  as  the  backspin  gives  it  a  last  lift, 
en  tall  inches  from  the  cup  beneath  the 
g  I've  chosen,  150  yards  away.  I'm  quite 
re  of  it. 

■^Valk  to  the  ball  with  a  feeling  of  con- 
lence,  then  let  it  go." 

I  plant  my  feet,  take  a  last  look  at  the 


flag  and  the  voice  speaks  once  more,  this 
time  in  a  soft,  encouraging  tone.  "Shut 
down  the  pre-frontal  cortex.  Let  the  motor 
cortex  do  the  work." 

Pardon  me? 

Wacky  advice  is  commonplace  on  golf 
courses — Be  the  ball,  Danny — but  this 
sounds  more  like  Star  Trek:  The  Next  Gen- 
eration than  the  usual  Zen  stuff.  Its 
source  is  Dr.  Richard  Keefe,  a  neuroscience 
researcher  and  head  of  sports  psychology 
at  Duke  University.  We're  standing  out 
here  on  the  driving  range  because  he's 
trying  to  teach  me  how  to  get  into  "the 
zone,"  that  magical  state  of  concentration 
where  every  pitch  is  hittable  and  every 
jump  shot  is  all  net. 

Keefe  has  been  chasing  these  "sweet 


spots  in  time"  since  one  night  about  ten 
years  ago  at  a  driving  range  in  Edgewater, 
New  Jersey,  when  he  suddenly  found  him- 
self in  complete  yet  effortless  control  of  his 
golf  swing.  He  visualized  a  shot  flying  on 
a  certain  trajectory,  bouncing  twice  and 
plonking  a  telephone  pole  250  yards  away. 
He  swung,  and  it  happened.  When  he  re- 
peated the  process,  the  ball  hit  the  pole 
again.  His  third  attempt  missed  by  inches. 
Somehow  he  had  achieved  a  kind  of  cos- 
mic synchronicity  between  his  mind,  his 
body  and  his  golf  club.  But  how,  he  won- 
dered, could  he  summon  it  back  when  he 
needed  it  next  time?  Was  it  possible  to 
achieve  that  state  of  concentration  by  force 
of  will,  or  was  it  something  that  just  hap- 
pened on  its  own? 
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He  is  not  the  first  to  ask  the  question. 
Mihaly  Csikszentmihalyi  addressed  it  in 
his  1990  book,  Flow,  as  did  Michael 
Murphy  and  Rhea  A.  White  in  In  the  Zone 
in  1995  and  Joseph  Parent  in  Zen  Golfm 
2002.  But  in  Keefe's  new  book,  On  the 
Sweet  Spot:  Stalking  the  Effortless  Present, 


flying.  By  doing  that,  you're  uploading  ad- 
vance instructions  fi^om  the  brain's  pre- 
firontal  cortex,  where  conscious  plans  and 
calculations  are  formed,  to  the  more  prim- 
itive cerebellum  and  motor  cortex,  which 
control  the  muscles. 

Once  a  golfer  conjures  up  a  rich  image. 


1 


The  key  is  a  pre-shot  routine  that  ignites  certain 


regions  of  the  hrain  while  suppressing  others. 


he  brings  something  fresh  to  the  pursuit  of 
this  elusive  state  of  mind:  the  science  of 
the  brain. 

The  key  to  entering  the  zone,  Keefe 
tells  me,  is  to  develop  a  pre-shot  routine 
that  ignites  certain  regions  of  the  brain 
while  suppressing  others. 

The  first  step  to  doing  this,  he  says,  is 
a  technique  the  pros  have  been  using  for 
years:  visuaHzation.  Before  you  smack  the 
ball,  decide  where  it  is  going  to  land.  (It 
sounds  simple,  but  the  majority  of  golfers 
don't  do  this.)  Evoke  a  brilliant.  Tech- 
nicolor image  of  its  flight  and  a  physical 
expectation  of  how  it  will  feel  to  send  it 


he  can  execute  the  second  step,  which  is  to 
quiet  everything  but  the  motor  areas  of  the 
brain.  Keefe  calls  this  condition  "present 
focus."  Its  purpose  is  to  gag  the  thinking, 
"executive"  regions,  most  notably  the  pre- 
frontal cortex  and  the  anterior  cingulate, 
where  the  demons  of  self-doubt  are 
hatched.  (Keefe  aptiy  calls  it  "the  voice  that 
says  no" — you've  heard  it  many  times  on 
the  putting  green.)  If  either  of  these  areas 
is  allowed  to  continue  chattering,  it'U  send 
so  many  conflicting  orders  to  the  motor 
cortex  that  one  can  miss  the  ball  entirely. 
Instead,  it  is  essential  to  enter  a  peaceful 
place  where  there  is  no  awareness  of  the 


past  or  fiiture  and  no  fear  of  flubbing 

With  Keefe  looking  on,  I  hover  theri 
in  calm  readiness,  focusing  only  on  th^ 
lingering  image  of  my  shot  and  my  desird 
to  ace  it.  Inside  my  head,  the  motor  coi 
t&x  and  the  cerebellum  should  be  rewini 
up  at  the  starting  line,  while  everythin] 
else  is  subdued. 

Some  people  are  bon 
with  the  ability  to  tun 
this  blessed  state  of  caW 
concentration  on  and  oij, 
like  a  switch.  Ben  Hogan,  one  of  the  great* 
est  mental  gamers  ever,  could  do  it.  Tigej 
Woods  can  too,  although  it  may  havj 
helped  that  he  has  a  Buddhist  mother  an) 
has  consulted  with  sports  psychologist! 
since  the  age  of  13.  But  Keefe  doesn't  rec 
ommend  that  we  all  enroll  in  Zen  classe 
Instead,  "practice  redirecting  your  atter' 
tion,"  he  says,  "from  the  frenzy  of  the  garr ' 
to  the  task  directly  before  you."  Of  couri 
you  can't  be  expected  to  budget  quiet  tin 
at  every  tee.  Your  partners  will  grumbl 
This  is  why  many  pros  develop  a  fast-trac 
meditation  technique  called  a  "trigger"- 
a  signal  to  notify  the  brain  that  attentic 
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-■  -hift  to  a  state  of  present  focus.  This 

.  _ .  r  can  be  anything,  like  tugging  on 

-iilrt  or  scratching  your  nose.  Prac- 

uthfiilly,  whether  you're  at  the  driv- 

r.inge  or  on  the  last  hole  of  the  British 

.  it  vvill  stimulate  a  memorv  of  what 

L  to  be  focused  and  at  ease,  no  matter 

jnse  the  situation. 

T: len  you're  ready  to  swing.  Your  neu- 

networks  are  primed,  your  trigger  is 

led,  your  mind  is  clear  of  distractions 

i  whack!  You  are  a  Buddhist  archer  who 

:s  not  shoot  the  arrow  but  waits  for  it  to 

ve  the  bow. 

Then  again,  haven't  we  heard  all  this 
Act  before?  Most  ot  it  is  based  on  old- 
hioned  common  sense:  Relax.  Stop  wor- 
ng.  Look  on  the  positive  side.  Make 
jis  in  advance.  Practice,  practice,  prac- 
e.  Perhaps  so,  but  it's  reassuring  to  hear 
m  a  neuroscientist  that  the  zone,  and  the 
ssibiht)'  of  getting  there,  is  being  quali- 
d  and  quantified  in  a  scientifically  rigor- 
s  way.  It  lets  you  know,  as  Keefe  says, 
lat  it's  true  and  not  just  schlock."  In  fact, 
:  zone  could,  in  a  sense,  be  demon- 
ated.  If  it  were  possible  to  take  an  MRI 
in  of  Tiger  Woods'  brain  at  the  moment 
crushed  a  drive,  you  would  see  his  motor 
rte.x  hght  up  like  a  Christmas  tree,  while 
;  pre-frontal  cortex  would  remain  silent, 
scan  of  my  brain  would  probably  be  quite 
Terent.  Both  my  motor  and  pre-frontal 
rtexes,  anterior  cingulate  and  heaven 
ows  what  else  would  explode  in  color  as 
.'unquiet  mind  attempted  and  failed  to 
:us  calmly  on  the  task  at  hand.  But  I  have 
e  tools  to  achieve  the  same  thing  as 
ger.  A  perfect  shot  is  already  burned  into 
V  neural  circuitry.  All  I  have  to  do  now  is 
:e  up  my  motor  cortex  to  do  what  it  al- 
idy  knows  how  to  do. 
Out  here  today,  however,  I'm  doing  no 
ch  thing.  I've  topped,  sliced  and  broadly 
fifed  one  ball  after  another,  and  my  ante- 
>r  cingulate  is  having  a  fit.  I'm  definitely 
ying  too  heavily  on  my  pre-frontal  cor- 
<.  None  of  Keefe's  advice  has  worked, 
d  he  is  growing  resdess. 
He  makes  one  last-ditch  effort  to  help 
e  find  my  ovm.  sweet  spot  in  time.  "Think 
out  someone  you  have  positive  associa- 
)ns  with  and  hold  that  person  in  your 
ind  as  you  swing." 

I'm  embarrassed  to  admit  it,  but  I  think 
my  Dad.  It's  the  best  shot  of  the  day.  • 
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Mr.  Sisyphus  by  P.  J.Q'Rourke 


Diary  of  a  Country 
Gentleman,  Part  II 

It  must  be  spring — the  driveway 
thawed  and  slid  downhill. 


he  vernal  season  has  commenced  at 
Jreakvvind  Oaks,  our  country  house  nes- 
ted in  New  Hampshire's  Beige  Moun- 
ainj.  The  first  bulbs  ot  spring,  Galanthus 
Iwesii,  commonly  called  Greater  Snow- 
rops,  have  bloomed.  At  least  they  have 
ccording  to  the  chapter  titled  "New 
ilngland  April — Fun  with  Frozen  Mud" 
1  my  copy  of  The  Gardener's  Pal.  The 
ook  was  a  Christmas  gift  from  the 
Icropolis  Paving  Company.  It  came  with 
card  from  proprietor  Nick  Papandreou 
hewing  a  Currier  and  Ives-type  illustra- 
ion  of  the  new  parking  lot  at  Mall  of 
Colonial  America  here  in  Quaintford, 
^ew  Hampshire,  and  bearing  a  message 
f  yuletide  cheer:  "Give  yourself  the  gift 
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of  freedom  from  lawn  care,  shrub  trim- 
ming and  flower  bed  chores.  Call  Acrop- 
olis Paving,  the  Gardener's  Pal." 

"Ah,  country  living!"  I  mused  to  my 
family  the  other  day.  "What  miracles  of  na- 
ture we  get  to  enjoy!  All  creation  seems 
drear  and  dead  and  yet,  in  the  annual  mys- 
tery of  vegetative  resurrection,  we — proba- 
bly— have  delicate  blossoms  of  Snowdrop." 

"Buried  under  three  and  a  half  feet  of 
ditto,"  said  my  wife.  "Also,  I  think  Nick 
Papandreou  poured  asphalt  where  I 
planted  the  bulbs."  My  wife  was  glanc- 
ing at  a  copy  of  the  local  paper.  Beige 
Mountain  Natter,  preparatory  to  wadding 
it  up  and  throwing  it  in  the  cast-iron 
stove,  which  we  are  keeping  fed  with 
newsprint,  cardboard  boxes  from  the 
liquor  store,  dozens  of  empty  bags  that 
used  to  hold  driveway  salt  and  some  of 
the  less  attractive  furniture  from  the  attic 
because  we're  heating  the  house  with 
wood  and  ran  out  of  it  in  February. 


hate  carrots!" 

"No,  no,  Muffm,  not  'carrots  are 
okay,'"  I  explained,  "  'karaoke.'  "  And  I 
told  her  how  one  stands  up  in  front  of  a 
crowd  of  complete  strangers  and  sounds 
bad  and  acts  foolish  and  everybody  who 
hears  this  is  driven  mad. 

"I  can  do  that!"  said  Muffm.  "Please, 
Daddy,  please  let's  go." 

IT'S  TRUE  THAT  GENUINE  EXPERIENCE 
of  rural  culture  was  one  of  the  reasons  I 
wanted  to  give  up  the  apartment  in 
Washington,  D.C.,  and  live  full-time  at 
our  summer  place.  But  there  were  also 
considerations  of  income  and  expense.  For 
freelance  writers  of  light,  humorous 
pieces,  there  has  lately  been  a  certain,  shall 
we  say,  "market  correction."  It's  that  War 
on  Terrorism.  An  increasingly  solemn  in- 
side-the-Beltway  atmosphere  caused  a 
noted  Washington  manufacturer  of  polit- 
ical novelties  to  decline  to  purchase  my 


WJp  keep  the  cast-iron  stove  fed  with 
cardboard  boxes  from  the  liquor 
store,  empty  bags  that  used  to  hold 
driveway  salt  and  furniture  from 
the  attic  because  we're  heatim 
the  house  with  wood  and 
ran  out  of  it  in  February 


"The  milk  in  my  Froot  Loops  is  frozen 
again,"  said  Muffm,  our  five-year-old. 

"Just  sit  on  it  for  a  while,"  said  her 
mother,  who  had  removed  a  mitten  to 
tear  an  item  from  the  Natters  front  page. 
"You  know,"  she  said  to  me,  "how  you 
wanted  the  four  of  us  to  move  here  for 
the  genuine  experience  of  New  England 
rural  culture?" 

"Yes,"  I  said. 

"Well,  this  evening  is  Folk  and  Blue- 
grass  Karaoke  Night  at  the  Grange." 

"Carrot  okay?!"  said  Muffin,  with 
indignant  little  puffs  of  breath  forming 
around  her  in  the — I'm  sure 
very  health -giving — 
frosty  kitchen  air.  "I 
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idea  for  "Fuq  Iraq"  bumper  stickers.  An 
every  time  I  sat  down  to  work  on  my  boc 
of  Florida  ballot-counting  jokes,  I  seeme 
to  be  stuck  in  Chapter  ii. 

Alas,  removal  to  a  rustic  clime  has  nci 
proven  quite  the  financial  relief  I  ha] 
hoped.  During  the  January  thaw  oi 
whole  driveway  slid  downhill  into  oi 
neighbors'  yard.  It  was  only  by  dint  of  cr( 
ative  skills  honed  over  a  lifetime  as  a  fretl 
lance  writer  that  I  managed  to  convinc 
our  neighbors,  a  retired  couple  froi 
Worcester,  Massachusetts,  that  asphaltl 
an  excellent  natural  plant  mulch  and  the* 
if  they  wouldn't  sue,  I  wouldn't  charji 
them  anything  for  52  cubic  yards  of  it. , 

Our  new  driveway  was  installed  1 
Acropolis  Paving.  The  bill  came  as  a  t 
of  a  "shock  to  the  pocket."  But  the  mo' 
here  has  been  value  for  money  in  oth 
ways.  Country  living  is,  for  the  childre 
fuU  of  salubrities.  If  that's  a  word.  Tl 
mice  have  eaten  my  dictionary.  I  ha 
given  each  of  the  girls  her  own  little  grav 
rake  and  matching  shovel  so  they  can  e 
ercise,  helping  the  neighbors  spread  a 
phalt  on  their  vegetable  plot.  Muff( 
doesn't  like  this  as  much  as  karaoke  at  t 
Grange  Hall,  but  it  gets  her  outdoors  ai; 
away  from  what  I  feared  was  becomiii 
somewhat  obsessive  play  with  a  "S^ 
Barbie"  doU  complete  with  scanty  actro 
clothing  that  she  got  for  Christmas  frc 
an  aunt.  Her  favorite  game  was  to  para 
Star  Barbie  through  the  house  in 
Barbie-sized  thong  underwear  wh 
chanting,  "Barbie  is  hot!" 

Finding  this  rather  disturbing,  I  ask* 
"Muffin,  what  do  you  mean,  'Barbie  is  hot 

"I  mean,  she  isn't  cold,"  said  Muff 
clutching  the  doU  to  her  polar  fleece  v 
with  gloved  hands  in  the — I'm  sure  v< 
health-giving — frosty  playroom  air. 

And  country  life  has  done  wonders 
our  three-year-old.  Poppet.  I  was  ; 
marking  on  this  to  my  wife  recently 
dinner.  "See  the  rosy  glow  of  her  coi 
plexion,  those  apple  cheeks!"  I  exclaim 

"That's  the  hood  of  her  red  ski  park 
said  my  wife.  "You're  looking  at  the  b: 
of  her  head.  And  will  you  stick  the  sa 
cruet  back  in  the  microwave;  the  olive 
has  congealed." 

It  does  make  the  kids  happy  to  find  1 
that  almost  everything  on  their  platei 
some  kind  of  frozen  treat.  "It's  a  porkcic 


tell  them.  .\nd,  speaking  of  happy  kids, 
e  got  a  dog.  Nick  Papandreou  said  that 
:  wa/ired  to  do  something  to  make  up 
ir  the  current  price  ot  asphalt.  ("It's 
le  War  on  Terrorism,"  he  explained. 
Asphalt's  gone  sk}'-high.")  So,  when  the 
icallv  famous  hunting  dog  owned  bv 
ick's  brother  George  had  a  litter,  Nick 
lade  sure  I  obtained  first  pick.  George 
apandreou  is  a  restaurateur  and  noted 
lortsman  in  these  parts.  He  owns  Quaint- 
ird's  only  Chinese  take-out,  Athens  Dim 
Lim,  and  also  Chow  Mein  Kennels. 

The  dog  is  a  purebred  Shedhair  Setter 
cm  a  distinguished  line  ot  field  trial 
ose  runners-up. 

"What  shall  we  name  the  puppy? "  I 
iked  my  excited  daughters. 

"Karaoke  Star  Barbie,"  answered  Muf- 
n  without  hesitation.  Poppet  nodded  in 
gorous  agreement. 

"But..."  I  said. 

"Karaoke  Star  Barbie!"  insisted  Muffin. 

"...the  puppy  is..."  I  demurred  in  a 
)nciliator\'  tone. 

"Karaoke  Star  Barbie,"  sniffed  Muffin, 
;ars  beginning  to  roll. 


"...a  male,"  I  muttered. 

Karaoke  Star  Barbie  will 
answer  to  nothing  else. 
I've  tried  "Karey,"  "Okie," 
"Star"  and  even  "Barb," 
but  he  comes  only  if  ad- 
dressed as  "Karaoke  Star 
Barbie"  in  fliU. 

However,  a  country  squire  hasn't  got 
an  Esq.  to  his  name  without  a  good  bird 
dog,  in  my  opinion.  Therefore,  with 
philosophical  attitude  toward  his  peculiar 
moniker,  I  have  been  putting  Karaoke 
Star  Barbie  into  the  nearby  woods, 
schooling  him  with  firm  and  fliU-throated 
commands  to  be  "steady  to  wing  and 
shot"  and  not  chase  squirrels  while  bark- 
ing insanely  and  wrapping  his  25-five-foot 
check  cord  around  a  tree  trunk  like  a  yo- 
yo string.  By  means  of  this  rigorous  pro- 
gram of  training,  a  keen-nosed  scout  of 
upland  game  is  being  crafted,  as  is,  ap- 
parently, a  large  body  of  jokes  at  my  ex- 
pense. I  have  heard,  "Karaoke  Star 
Barbie,  roll  over ^'  from  the  far  bay  at  the 
self-service  gas  station;    "Karaoke  Star 


Barbie,  here's  a  bone"  from  somewhere 
near  the  meat  counter  in  the  grocery  store 
and  snatches  of  "Who  Let  the  Dogs  Out" 
sung  in  the  last  row  of  folding  chairs  at 
the  Town  Meeting. 

Karaoke  Star  Barbie  has  not  as  yet,  I 
confess,  exhibited  much  of  a  nose  for 
ruffed  grouse  or  woodcock.  But  he  did 
find  the  tires  on  my  sports  car  and  chewed 
all  four  to  shreds.  Actually,  the  electric- 
blue  Miata  was  beginning  to  look  a  bit  like 
a  midlife-crisis  mistake  anyway.  And  hav- 
ing a  vehicle  up  on  concrete  blocks  in  my 
yard  has  given  me  New  Hampshire  "road 
cred"  that  makes  up  for  a  certain  amount 
of  good-natured  ribbing  about  the  dog's 
name.  Karaoke  Star  Barbie  also  found  the 
retired  couple  from  Worcester's  satellite 
dish  and  caused  a  spectacular  short  circuit 
when  he  raised  his  hind  leg.  Television  re- 
ception problems  and  disappointment 
with  asphalt  as  a  natural  plant  mulch  were, 
perhaps,  the  deciding  factors  in  our  neigh- 
bors' decision  to  sell  their  home. 

The  property  was  purchased  by  two 
young  men  from  Los  Angeles  who  have 
opened  Ye  Olde  Blisse  Authentick  Yoga 
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Spa  on  the  premises.  I  immediately  callei 
a  Quaintford  selectman.  "Surely,"  I  saic 
"this  violates  our  zoning  ordinances." 

"You  bet,"  said  Nick  Papandreoi 
"They're  going  to  have  to  pave  five  acres  t 
meet  our  hospitality  service  parking  spac 
requirements." 

The  fall  in  our  property  value  caused  b 
a  large,  halogen-lit  expanse  of  aspha! 
marring  our  view  of  the  Beige  Mountain' 
was  not,  unfortunately,  matched  by  a  cor 
responding  decline  in  our  tax  bill.  In  fac 
our  property  is  now  being  taxed  at  the  rat 
levied  on  commercially  developable  lam 
This  was  an  additional  financial  burden 
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Although  I  did  manage  to  find  the  monii 
for  a  nice  present  for  my  parents'  weddir 
anniversary,  it  being  their  6oth.  I  got  thei 
a  two-week  cruise  in  the  Caribbeii 
aboard  the  S.  S.  Listeria,  of  Montezums 
registry.  My  wife  was  unsure  if  this  was 
wise  expenditure  under  the  circumstance 
"Are  you  yw^  you're  in  the  will?"  she  aske 
Meanwhile  I  take  solace  in  long  tram 
with  my  loyal  canine  companion,  refinii 
his  natural  instincts  to  hunt,  and... 

"Fill  our  larder,"  said  my  wife,  "with  c 
tires,  satellite  dishes  and  squirrels.  By  t 
way,"  she  continued,  "while  you  were  o 
yelling  at  the  dog,  a  Hollywood  televisi 
producer  called." 

"A  Hollywood  television  producer?" 

"He's  staying  at  the  Yoga  Spa,"  said  r 

wife.  "He  heard  you  in  the  woods  a) 

asked  the  owners,  and  they  told  him  th 

were  pretty  sure  you  lived  up  here." 

I  take  greaf  solace  in  long  tramps  wi 
my  loyal  canine  companion — now  tha 
have  a  script-writing  deal  for  13  episoc 
of  Karaoke  Star  Barbie  on  the  Carto 
Network,  plus  15  percent  of  the  licensi 
fee  for  the  sing-along  CD.  • 
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Grape  Juice  by  Richard  Nalley 


A^ine  Outside 
The  Lines 

'he  flourishing  cult  of  the 
lonely  vineyard  genius 


Chateau  Santa  Clara 


case  you  missed  the  recent  news,  the 
Tiily  ot  some  wisenheimer  named  Ray 
Wallace  admitted  after  his  death  that 
had  invented  "Bigtoot"  by  stamping 
)oden  footprints  around  the  wilds  of 
rthem  California.  Fortunately  tor  us,  we 
icken  romantics  can  still  turn  to  a  glass 
wine.  In  the  wine  world  there  are  plenty 
unexplained  doings  out  in  the  deep 
ondocks,  where  curious,  solitary  crea- 
tes are  sometimes  spotted  wandering 
long  the  vine  rows:  the  legendary  "rogue 
nemakers." 

Even  in  an  era  when  the  drinking  pub- 
is ever  more  obsessed  with  brand-name 
ne  regions  ("Napa  Valley,"  "Barolo," 
omerol"),  there  is  still  a  flourishing  cult 
these  outsiders,  the  otherwise  enlight- 
ed  who  take  the  road  less  traveled — and 
:n  bushwhack  in  off  the  asphalt.  We're 
t  talking  about  your  cousin  Ambrose 
lo  makes  his  unique  Big  'Brose  Mon 
d  down  in  the  basement,  but  world- 
ss  talents  who  had  every  reason  not  to 
what  they  did. 

Long  before  wine  lovers  could  get 
iped-up  over  such  out-of-the-way 
grimage  spots  as  Ridge  Vineyards, 
Ermita,  Chateau  Musar  and  Mas  de 
lumas  Gassac,  the  people  behind  these 
neries  had  to  perform  ongoing,  long- 
m  gut  checks.  Never  mind  the  lack  of 
rack  record  tor  survival  ot  their  tragile 
icultural  product  in  a  new  place,  or  the 
'k  of  prospective  aid  from  any  wine- 
(tking  neighbor.  The  worst  part  was 
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that,  no  matter  how  good  the  wine  was, 
these  pioneers  would  have  to  all  but  hand- 
sell  every  bottle,  at  least  at  first.  Their 
labels  simply  weren't  flashing  wine  buyers 
any  previously  known  mating  signal. 

While  few  people  know  or  care  if  their 
Toyota  was  made  in,  say,  Kentucky,  a  wine 
that  pops  up  in  some  unexpected  place —      But  cest  dommage:  As  any  Frenchman  will 


in  different  settings. 

In  France,  winemakers  in- 
vest an  almost  religious  awe  in 
the  effect  of  these  settings. 
The  word  you  hear  over  and 
over  is  terroir  (tair-WHAR), 
which  literally  means  "soil," 
but  in  winemaker-speak  em- 
braces the  semimystical  total- 
ity of  a  vineyard's  specific 
subsoil,  sun  exposure,  rain- 
fall, nighttime  temperatures, 
length  of  growing  season — on 
and     on.     Terroir    worship 
warms    the    hearts    of   the 
French  fine-wine  marketers 
as  well,  of  course,  since  the  one  thing  you 
can't  copy  and  duplicate  someplace  else  is 
France  itself.  You  can,  for  instance,  take 
vine  cuttings  from  a  Burgundy  vineyard, 
make  a  wine  using  textbook  Burgundian 
winemaking  techniques  and  produce  gor- 
geous Chardonnay  in  Sonoma  County. 


the  Silicon  Valley,  maybe,  or  (why  not?) 
the  Bekaa  Valley — is  a  whole  'nother  story. 
This  is  because  unlike  auto  parts,  wine 
graphs  draw  nutrients  from  the  soil,  and 
unlike,  say,  raspberries,  they  respond  in  be- 
wilderingly  diverse  ways  to  being  planted 


tell  you,  the  wine  will  still  never  "express 
the  terroir'  of  Burgundy's  Le  Montrachet 
vineyard  in  all  its  prized  peculiarities.  And 
actually,  it  won't. 

The  key  for  a  venture  in  an  unknown 
setting  is  to  get  wine  drinkers  to  buy  into 
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the  terroir  where  you've  got  your  grapes 
planted  the  way  they've  already  bought 
into  not  just  the  French  vineyards  but  the 
vineyards  of,  say,  Chianti  or  Rioja  or  in- 
deed Sonoma  County.  And  wine  drinkers 
tend  to  be  moss-backed  traditionalists 
about  this  stuff — when  they're  not  simply 
so  intimidated  that  they're  reaching  for 
any  label  that  promises  something  famil- 
iar sounding. 

Still,  every  few  weeks  it  seems, 
some  intent  wine  pioneer  sets  about 
promoting  a  great  hidden  terroir  in 
Arkansas  or  the  Andes  or  the  Aus- 
tralian Outback.  But  out  of  the  great 
sifting  of  hundreds  of  honorable  fail- 
ures and  flat-out  misfires  come  the 
few  nuggets  of  pure  gold:  spectacular 
wines  that  taste  like  nothing  ever 
made  before,  wines  that,  with  a  track 
record  behind  them,  become  new 
standards  in  and  of  themselves,  and 
cause  the  world,  or  anyway  lots  of 
well-heeled  wine  fanatics,  to  beat  a 
path  to  a  remote  cellar  door. 

RIDGE  VINEYARDS, 
Santa  Cruz  Mountains, 
California 

The  first  man  who  tried  to  farm 
wine  grapes  up  on  Monte  Bello 
Road  came  to  grief  back  in  1892 
when  his  carriage  plunged  off  one  of 
its  switchbacks  into  the  dizzying 
abyss  of  the  Santa  Clara  Valley  below. 
The  high,  twisting  road  hasn't  changed 
much  today — but  the  Santa  Clara  is  now 
better  known  as  Silicon  Valley,  and  the 
nearby  town  of  Cupertino  better  known 
for  Apples  (as  in  iMacs)  than  grapes.  But 
that  special  mountaintop  patch  of  ground, 
the  Monte  Bello  vineyard  that  was  worth 
the  life-threatening  effort  no  years  ago,  is 
still  remote-seeming,  and  stiU  worth  the 
white  knuckles. 

Only  about  8  of  the  original  140  or  so 
acres  were  still  being  farmed  when  a 
group  of  Stanford  Research  Institute  sci- 
entists looking  for  summer  hom.es  stum- 
bled across  it  in  1959  and  passed  a  hat  for 
the  purchase  price.  The  hobbyist  wine- 
maker  of  the  crew,  Dave  Bennion  vini- 
fied  a  stiU-legendary  homemade  Cabinet 
Sauvignon  that  year  from  Monte  Bci:0, 
making  Ridge  perhaps  the  original  Silicon 
Valley  garage  startup. 
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The  early  beatnik-ish  air  of  the  enter- 
prise had  given  way  to  fliU-on  Summer  of 
Love  anarchy  by  the  time  Ridge  hired  its 
first  "real"  winemaker,  a  goateed  philoso- 
phy major  with  a  Zen-like  air  of  amused 
detachment  named  Paul  Draper.  It  was 
Draper  who  decisively  poled  Ridge  out  of 
the  prevailing  California  mainstream.  The 
Bordeaux-style  blend  Ridge  produces  in- 
good  years  from  Monte  Bello  is  the  black 
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sheep  among  CaUfornia's  $ioo-plus  "cult" 
Cabernets  (Screaming  Eagle,  Opus  One, 
etc.):  It  is  the  only  one  made  outside  of 
Napa  Valley,  and  the  rare  one  produced 
from  mountain  grapes.  Such  mountain 
grapes  are  prized,  but  they  are  notoriously 
tough  to  farm  and  low-yielding,  because  of 
thin  soils.  The  1999  Monte  Bello  ($120  at 
release)  was  made  from  an  almost  ridicu- 
lous harvest  of  1.6  tons  to  the  acre,  versus 
the  3  to  4  tons  usual  even  for  very  fine 
wines.  Ridge  then  took  only  58  percent  of 
that  for  the  Monte  Bello.  The  result  is  a 
sneaky-powerflil,  tightly  knit  wine  with  a 
blossoming  core  of  intense  fruit.  There's  so 
much  happening  in  this  wine  that  you  can 
drink  it  with  a  meal,  or  instead  of  one. 

CHATEAU  MUSAR, 
Bekaa  Valley,  Lebanon 

The  motto  on  Musar's  label  reads  "Labor 
Omnia  Vinci t" — Labor  Conquers  All — 


and  "all"  around  here  is  pretty  encompassi 
ing:  war,  drought,  reUgious  intolerance! 
global  indifference.  When  Gaston  Hochs^ 
began  making  wine  in  the  cool,  higher  eli 
evations  of  the  Bekaa  Valley  of  Lebanon  L 
the  1930s,  it  wasn't  unprecedented,  sine 
the  ancient  Phoenicians  made  legendai 
wines  here.  But  no  one  in  this  day  an 
time  tasting  his  first  Chateau  Musar  ex 
pects  to  slurp  such  a  gorgeously  perflimec 
endlessly   nuanced   wine.    Madi 
from  a  potpourri  of  European  rei| 
wine  grapes  (Cabernet  Sauvignon;! 
Cinsault  and  Carignan  amonj 
them),  it's  like  a  noble  French  reii 
^         come  back  from  the  Cmsades  wafi(i 
ing  a  warm,  exotic  whiif  of  spice.) 
Gaston's  son  Serge,  a  soulfiit 
urbane,  Bordeaux-trained  enolq 
gist,  has  been  seeing  to  the  winCj 
international  standard  of  sophistfi 
cation  since  1959.  He  kept  right  cj 
working  even  during  the  worst  r 
the  fighting  in  the  1970s  and  1980 
when  the  truckloads  of  grapes  wcy) 
constantly  challenged  at  milita: 
checkpoints  in  their  uncertain  pai 
sage  from  the  Mushm-held  Bek.1 
to  the  Christian  zone  where  th( 
could  be  fermented.  He's  heard  J 
the  jokes  (A  touch  of  cordite  in  tl 
mid-palate,  eh,  Hochar?),  but  \ 
has  the  satisfaction  of  the  laj 
laugh:  He  has  more  than  earnc 
Chateau  Musar's  place  in  the  sun. 

Down  through  the  years,  you  may  mi 
tice  something  about  Musar's  flagship  rei 
The  wines  seem  to  be  constantly  evolvini 
and  not  just  year  to  year  but  almost  minui 
to  minute.  A  bottle  of  Chateau  Musi 
sipped  over  a  few  hours,  may  take  yt 
from  a  brooding  dark  cherry  and  licori 
character  to  aged  notes  of  tobacco  ai 
honey  and  back  around  again  to  crush' 
plum.  The  current  1996  Chateau  MuS| 
red  ($40)  is  not  one  ot  the  titans  of  the  lii 
it  is  a  wine  of  medium-bodied  fines 
rather  than  density.  But  it  is  infiised  wi 
the  trademark  exoticism  and  style — i 
slowly  and  enjoy  the  show. 

MAS  DE  DAUMAS  GASSAC, 
Aniane,  France 

"It  is  rare  indeed  for  an  enologist  to 
present  at  the  birth  of  a  Grand  Cm,"  wn 
the  eminent  professor  Emile  Peynaud 
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le  foreword  to  a  1995  book  about  Mas 
e  Daumas  Gassac.  It  also  isn't  every  day 
lat  a/French  wine  god  like  Pe\Tiaud  con- 
;rs  an  accolade  usually  reserved  for,  say, 
Chateau  Margaux  on  a  first-generation 
dner\'  in  the  scrub-brush  hinterlands 
f  the  Midi.  But  by  the  time  he  wrote 
lat  in  1995,  GaultMillau  had  already 
ubbed  Daumas  Gassac  "the  Lafite  of  the 
.anguedoc,"  a  judgment  later  rebutted  by 
"he  Times  of  London,  whose  writer  reck- 
ned  that  "actually"  the  wine  was  "more 
ke  Latour  than  Lafite." 

You  can't,  as  they  say,  buy  press  cov- 
rage  like  that,  and  you  can't  buy  vine- 
ards  like  Mas  de  Daumas  Gassac's 
ither,  unless  you're  preternaturally  savvy 
r  just  stupid  lucky.  Aime  Guibert  is 
pparently  both.  The  head  of  his  family's 
oo-year-old  leather  goods  firm,  Guibert 
teres — suppliers  to  the  British  royal 
imily — he  bought  the  remote  stone 
irmhouse  {mas)  surrounded  by  herb- 
rented  garrigue  underbrush  as  a  week- 
nd  retreat.  Guibert  then  enlisted  the  aid 
f  a  wine  authorit)'  to  advise  him  on 
utting  in  a  few  grapevines.  What  he 
3und  was  the  vinous  equivalent  of  an 
il  strike:  a  vein  of  powdery  red  soil 
eminiscent  not  of  its  surroundings  in 
<anguedoc,  but  ot  tar  away  Burgundy's 
Ibxc  d'Or.  There  was  gold  under  that 
(lere  garrigue. 

I  Burgundy-hke  soils  or  not,  his  tastes 
^n  to  Bordeaux,  and  his  vineyards 
'ould  be  planted  to  produce  a  Cabernet 
auvignon-based  wine.  Working  with  his 
ife  Veronique  and  some  uptown  eno- 
>gical  advisors  like  Peynaud,  Guibert 
eveloped  some  very  firm  ideas  about 
rape-farming  (natural)  and  winemaking 
Tiinimalist,  with  no  filtration  of  reds). 

The  wine  still  has  no  fancy  appellation 
:atus  (the  label  reads  Vin  dePays,  "coun- 
y  wine"),  but  Mas  de  Daumas  Gassac  is 
oured  in  some  rather  swell  dining  spots 
:ross  Europe  and  the  U.S.,  and  wines 
ke  the  elegant,  currant-  and  black- 
lerry-inflected  1999  botthng  ($35)  don't 
eed  no  stinking  appellations.  Once 
oured,  their  character  speaks  for  itself. 

•ERMITA, 
riorato,  Spain 

iow  you  gonna  keep  them  down  on  the 
rm  when  they've  seen  Chateau  Petrus? 


Alvaro  Palacios  left  Rioja  to  study  in 
Bordeaux  and  work  at  the  highest  of 
highfalutin'  chateaux.  And  like  many  a 
zealous  student  before  him,  he  returned 
home  with  a  few  new  ideas  to  set  the  Old 
Man  straight.  The  family  wdne  operation, 
Bodegas  Palacios  Remondo,  now  struck 
him  as.  well,  un  pen  out-of-touch.  The 
Old  Man,  predictably,  was  thrilled  to 
have  Alvaro  share  these  insights.  "You 
have  a  sickness,"  he  reportedly  responded. 
"The  sickness  of  a  sick  kid." 

So  it  was  that  Alvaro  Palacios  set  out 
on  his  own  eccentric  path,  following  a  for- 
mer Palacios  Remondo  export  manager, 
Rene  Barbier,  into  the  parched,  rugged 
mountains  southwest  of  Barcelona,  a 
place  so  remote  from  the  wine  main- 
stream it  literally  had  no  officially  recog- 
nized name.  In  this  place,  called  Priorato 
in  Spanish,  or  Priorat  in  Catalan,  the 
charismatic  Barbier  had  gathered  a  coterie 
of  five  other  fanatical  young  winemakers 
and  was  bent  on  reviving  the  area's  long- 
forgotten,  i,ooo-year-old  winemaking 
history.  By  the  early  1990s,  accolades  were 
raining  down  on  the  new  Priorat  wines, 
including  Barbier's  own  Clos  Mogador 
and  American  Daphne  Glorian's  Clos 
Erasmus.  But  with  the  1993  first  release  of 
L'Ermita,  Palacios  placed  himself  a  cut 
above  the  pack. 

Produced  from  a  slate-covered  moun- 
tainside vineyard  so  steep  it  can  only  be 
farmed  with  the  aid  of  burros,  L'Ermita's 
blend  of  70-year-old-vine  Grenache 
(Garnacha)i  and  Cabernet  Sauvignon 
sends  wine  writers  into  ecstasies  of  adjec- 
tives and  comparisons — including,  grati- 
fyingly,  to  Chateau  Petrus.  The  ruthlessly 
pruned  vineyard,  with  among  the  lowest 
crop  yields  in  Spain,  produces  intensely 
flavored  grapes  that  stretch  to  only  4,000 
to  6,000  bottles  a  year,  priced  at  $250- 
$300  a  bottle  when  one  can  be  had  at 
all.  (The  wines  from  Palacios'  sister  prop- 
erty, Finca  Dofi,  are  a  relative  bargain  at 
around  $75.)  The  1999  L'Ermita  is  a 
monumental  specimen,  close-wrapped, 
opaque  and  densely  textured,  a  wine  for 
ten  years — at  least — down  the  road.  On 
the  other  hand,  you  can  decant  it  for  an 
hour  or  two  and  luxuriate  right  now  in 
the  rich  wave  of  super-clean  young  plum, 
blackberry  and  blossomy  spice.  If  that  is 
wrong,  could  it  feel  so  right?  • 


An  empty  seat 
is  a  lost  opportunity. 

Give  a  cancer  patient  a  lift. 


So  near,  yet  so  far. 

There  are  thousands  of  kids  and  adults 
with  cancer.  Many  have  an  opportunity  for 
treatment  that  can  help  win  their  battle. 
The  problem  is,  critical  treatment  centers 
aren't  across  the  street.  They're  often 
across  the  country.  And  many  of  these 
patients  and  their  families  need  help  in 
bridging  the  miles  between  home  and 
critically  needed  treatment. 

Without  any  cost, 
your  company  can  help. 

These  patients  are  going  your  way,  and 
you  don't  have  to  go  out  of  your  way  to 
help  them  win  their  battle. 

We're  the  Corporate  Angel  Network,  a 
public  charity  with  only  one  mission — to 
arrange  passage  for  cancer  patients 
traveling  to  treatment  centers  using  the 
empty  seats  on  corporate  aircraft  flying 
the  same  routes  as  part  of  normal 
business.  We  handle  all  the  logistics.  You 
just  provide  the  seat. 

A  perfect  opportunity 
to  avoid  lost  opportunities. 

Join  500  major  corporations  that  are 
currently  Corporate  Angels.  To  date, 
they've  given  more  than  15,000  cancer 
patients  a  lift  to  treatment  centers — as  a 
seamless  part  of  their  regular  business 
travel.  With  your  help,  cancer  patients 
feel  that  somebody  cares.  You  enable 
them  to  fly  with  dignity,  in  comfort,  and 
at  no  cost  to  the  patient  or  your 
company. 

Join  500  of  the  world's  best  corpora- 
tions in  giving  cancer  patients  a  lift. 

Become  a  Corporate  Angel. 

CORPORATE  AMQEL  riETWORK 

Corporate  Angel  Network,  Inc. 

Westchester  County  Airport, 

One  Loop  Road,  White  Plains,  NY  10604 

Phone  (914)  328-1313     Fax  (914)  328-3938 

Patient  Toll  Free  —  (866)  328-1313 

Info@CorpAngelNetwork.org 

www.CorpAngelNetwork.org 
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n  1953,  a  wealthy  Greek  tycoon  —  armed  with  a  passion  for  the 

sea  and  $4  million  —  set  out  to  transform  a  war-surplus  Canadian 

frigate  into  one  of  the  world's  most  captivating  megayachts.  For  a 

very  public  Aristotle  Onassis,  Christina  became  his  private  retreat  whej 

kvmade  deals,  entartained  woroen.and  Damoered:. beads  oi sta.t©».-,.,i-« 


At  325  feet,  Onassis's  palace  on  tine  sea 
was  called  "the  last  word  in  opulence,"  and 
throughout  its  expansive  interior  were  reflec- 
tions of  a  nnan  who  cherished  fine  artwork, 
enjoyed  valuable  possessions  and  adored 
<;harir,g  his  prosperity  and  crew  of  42  with 
md  business  acquaintances.  Ciiristi- 
na  ii^ow  k'-.own  as  Christina  0)  still  graces 
the  Mediier:,  ^a"  with  her  sleek  profile  and 
intriguing  ar"  ;• !:'-  ! 'p  to  36  guests  can 
sample  the  romanct.  -if  pieces  like  Ari's  Bar. 
At  least  four  of  ihe  pf.-r-, V!-:  -  '^ifiiooms  once 
reserved  for  Wins --  , -hil!  and  his 

entourage  are  available  :  ;  guests, 

and  if  reading  and  solituu  '-;ii9d,  one 

can  retreat  to  a  fully  stoci^d  17  vvhere 
Onassis  spent  the  wee  hou  s  h.  sring  over 
multiple-line  telephones  and  stacks  of  paper- 
work. (According  to  Camper  &  Nicholsons 


International,  a  weekly  charter  on  Christina 
0  —  excluding  fuel,  food  and  drinks  —  is 
$315,000  for  12  guests,  $385,000  for  24 
guests  and  $455,000  for  36  guests.) 

Today's  yachting  enthusiasts  are  motivat- 
ed by  the  same  passions  as  Onassis.  In  fact, 
no  dream  is  out  of  reach  for  a  prospective 
yacht  owner  in  the  new  millennium.  Sailing 
the  seas  in  high  style  is  not  only  attainable, 
but  an  ongoing  trend,  despite  an  economy 
that  is  tainted  with  CEO  scandals,  signs  of 
war  and  a  wavering  stock  market.  The  sport 
of  yachting  is  an  enormous  delight  for  those 
owners  who  have  earned  the  right  to  dazzle 
the  waters  of  the  world  with  stunning  sailing 
vessels. 

Among  those  enjoying  the  pleasures  of 
yacht  ownership  is  New  England's  auto  deal- 
ership king,  Herb  Chambers.  Chambers  has 


Espent  some  quality  time  during  the  last  yee 
Isailing  the  world's  seas  aboard  his  newl 
[built  Excellence  III,  a  1 88-foot  German-cor< 
structed  yacht  with  a  stunning  profile  an 
magnificent  design.  Built  by  Abeking  &  Ra; 
mussen  and  designed  by  the  renowne 
Donald  Starkey  of  London,  Chambers's  yacf 
—  like  Christina  O  —  is  filled  with  the  pe 
sonality  of  her  owner.  Excellence  III  boasts 
sky  lounge  that  converts  to  a  theater  roon 
with  a  collection  of  nearly  500  DVDs.  A  gyn 
nasium,  owner's  suite  with  private  office  ar 
elegant  staterooms  offer  elaborate,  prival 
accommodations.  As  the  eighth  yacht  h 
has  personally  built  to  his  own  preference 
Chambers  says  this  one  is  exceptional 

"Any  private  yacht  offers  a  ven/  controiie 
environment.  You  can  have  your  frienc 
together  in  total  privacy  and  remain  off  in 
very  private  environment.  When  it  comes 
going  to  lunch  or  dinner,  you've  got  yc 
own  chefs  on  board  and  you're  assured  ■ 
the  quality  of  food.  We  can  watch  movi< 
together  or  play  on  the  variety  of  Wi 
toys,"  he  says. 


'^ 


nother  point  of  view.  Yours. 


c^.*" 


ts 


Italian  Excellence  since  1873 


om  yachts  in  composite  and  steel  from  100 '  to  250 '+ 
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Chambers  has  been  passionate  about 
boating  since  his  childhood  in  Boston.  "My 
father  and  I  loved  to  attend  boat  shows,  and 
even  before  I  could  afford  one,  I  wanted  one," 
he  adds.  Today,  he  not  only  is  able  to  afford 
one,  but  also  is  living  proof  that  sometimes 
even  a  yacht  can  be  a  positive  investment. 

"I'm  lucky  that  I  was  able  to  sell  the  two 
yachts  (both  Feadships)  previous  to  Excel- 
lence III  for  more  than  I  paid  to  have  them 
built,"  he  says. 

The  Order  Book  Is  Filled 

"It's  an  astonishing  achievement,"  says 
Paolo  Vitelli,  president  of  Azimut-Benetti,  a 
company  with  20  yachts  on  order  at  the 
start  of  2003.  While  corporations  are  closing 
their  doors  and  industry  is  struggling,  as 
2002  ended,  Benetti  enjoyed  a  40% 
increase  in  sales  volume.  And  for  the  fifth 
time.  Showboats  International  and  Yachts 
International  magazines  ranked  Azimut- 
Benetti  first  in  international  yacht  building. 

"Our  market  is  very  much  alive,"  says 
Vitelli.  "This  is  the  start  of  a  new  era  with 
exciting  new  ways  to  utilize  the  sea  for 
leisure.  Throughout  history,  successful 
people  have  been  searching  for  ways  to 
illustrate  their  success.  Today,  yachting  is 
here  to  prove  that  success." 

As  the  leading  cLi-:»Gm  megayacht  builder 
in  the  world,  Benett:  boasts  a  colorful  histo- 
ry. In  the  1800s,  the  shores  of  Viareggio, 
Italy,  set  the  scene  for  the  Benetti  brothers 
to  found  their  first  shipyard.  Th'?  yard  con- 
tinued to  build  wooden  sailing  vessels,  and 
word  of  the  quality  work  soon  spread. 
Recognition  reached  orUide  th^  waters  of 
the  Mediterranean  Sea,  bunging  about  the 
first  contracts  for  yachts,  and  the  Benetti 


ston/  of  large  motor  yachts  began. 

In  the  early  1980s,  a  new  management 
player  appeared,  Azimut  SpA.  The  Turin- 
based  yacht-building  company  brought 
about  a  rebirth  for  Benetti. 

An  expanding  customer  base  is  returning 
for  more  of  Benetti's  "Tradition,"  "Classic" 
and  "Vision"  composite  lines  and  steel  lines, 
which  are  setting  sales  records  with  ele- 
gantly designed  Francois  Zuretti  interiors  and 
unique  layouts  that  provide  ample  room  for 
privacy  and  entertaining. 

Vitelli  is  convinced  that  with  sales  soaring, 
the  Benetti  concept  is  one  that  customers 
will  continue  to  desire,  no  matter  what  the 
world  situation  brings. 

A  Welcome  Storm 
In  South  Florida 

Kaye  Pearson,  whose  Miami,  Fort  Laud- 
erdale and  Palm  Beach  Boat  Shows  are  the 
world's  best-known  shopping  malls  for 
yachts,  says  the  yachting  industn/  is  resilient. 
To  prove  his  claim,  one  need  only  review  the 
statistics.  Within  the  first  quarter  of  2003 
alone,  orders  have  already  been  placed  for 
more  than  500  yachts  worldwide. 

"This  industn/  has  a  long  histon/  of  doing 
well  in  good  and  slow  times.  Our  Fort  Laud- 
erdale show  is  still  the  largest  in  the  world 
and  a  good  example  of  that.  It  has  withstood 
six  recessions,  two  hurricanes,  one  major 
storm,  stock  market  crashes  and  Septem- 
ber 1 1 ,  "  said  Pearson,  prior  to  one  of  the 
show's  most  successful  runs  in  2002. 

Visit  a  South  Florida  boat  show  these 
days,  and  you  will  see  a  transformation. 
What  was  once  a  tiring  walk  along  the 
steamy  docks  with  their  sweltering  lines  and 
endless  selections  has  become  an  inviting 


scene  filled  with  tropical  diversions.  Today 
deals  are  made  aboard  the  world's  mos 
highly  recognized  megayachts,  adorned  witi^ 
shaded  entn/ways,  tropical  foliage  and  glass 
enclosed  meeting  rooms.  Nearby,  the  gen 
eral  public  can  sip  frozen  drinks  aboard  float 
ing  barges  to  the  tune  of  steel  drums 
Yachting  vendors  that  once  operated  frorr 
small  tents  now  boast  $100,000  t( 
$200,000  displays  inside  climate-controlledj 
carpeted  facilities.  And  along  the  waterfront: 
of  South  Florida,  yachts  are  selling  and  brc 
kers  are  smiling. 


Adventures  Begin  in  Paradise 

South  Florida  is  not  the  only  area  thrivini 
with  big  boat  business.  Nearby  Paradis 
Island  is  another  hub  of  activity.  Amon 
those  smiling  there  are  Peter  Bryant,  pres 
dent  of  the  International  Yacht  &  Jet  Shov 
(April  25-27,  2003).  Striving  to  become  tin' 
"Monaco  Yacht  Show"  of  the  Caribbear 
Bryant  says  the  power  of  the  boat  sho\. 
(this  one  also  showcases  corporate  jets)  i  j 
matchless. 

"Our  show  is  smaller,  but  we  are  attrac 
ing  the  level  of  clients  and  celebrities  wh 
are  in  the  market  for  today's  luxurio 
yachts.  There  are  a  million  boat  show 
worldwide.  This  is  a  very  high-end  even 
with  fewer  people  and  more  quantity, 
greater  percentage  of  our  attendees  actuc 
ly  have  the  means  to  buy  what  we  display 
he  says. 

Bryant  is  refernng  to  an  occurrence  at  la 
year's  show.  A  wealthy  Scotsman  waike 
into  the  show's  arena  at  Hurricane  Hole,  Pc 
adise  Island,  and  proudly  announced  thatf 
was  there  to  purchase  a  yacht.  As  a  casir 
guest  of  the  nearby  Atlantis  Resort,  he  h? 
trotted  the  short  distance  from  the  casino 
the  marina  and  strolled  in  and  out 
exhibitors'  vessels  searching  for  a  yacht  III 
it  was  a  used  car. 

Having  made  an  offer  on  a  1 18-foot  A/ 
lennium,  he  discovered  his  bid  was  a  1 
short  and  then  proceeded  to  toss  a  coin  wi 
the  company  president  for  the  $300,000  c 
ference.  Within  a  few  hours,  $7.6  millii 


WHEN  EXCELLENCE  IS  DESIRED  -  EXPERIENCE  COUNTS 


EXCELLENCE  III 
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^H  The  Superyacht  Society:  Best  Motoryacht  Interior  2002  -  ShowBoats  International:  Best  Interior  Design  Award  2002 

^H  Builder:  Abeking  &  Rasmussen 

^H  Contract  and  Construction  Coordination:  Jim  Wallace  of  Camper  &  Nicholsons  International,  Palm  Beach,  Fl 

^  Charter  Management  and  Retail  Charter:  Camper  &  Nicholsons  International 

ISM:  Camper  &  Nicholsons  International 


188'  MOTORYACHT  WITH  IMPECCABLE  PEDIGREE: 


^^^^A^^^^^^   1 

For  sales,  new  construction 

or  charter 

information  call 

JIM  WALLACE 

Sale  &  Purchase 

Camper  &  Nicholsons  International 

Yacht  Management 

450  Royal  Palm  Way 

Palm  Beach.  FL  33480,  USA 

Crew  Selection 

Tel:+1  561  655  2121 

Charter  Management 

Fax:  +  I  561  655  2202 
Email:  jw@pal.cnyachts.com 

Charter 

www.cnconnect.com 

New  Construction 

CAMPER& 
NICHOLSONS 
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was  transferred  from  his  casino  account  into 
the  builder's.  By  the  end  of  the  evening,  the 
new  yacht  owner  was  celebrating  his  pur- 
chase at  the  Atlantis  roulette  table  with  his 
new  captain. 

The  Charter  Side  of  Yachting: 
The  Client  Is  the  Winner! 

When  the  call  of  the  high  seas  is  greater  than 
your  bank  account,  or  you  prefer  to  sannple 
luxury  on  the  seas  before  you  buy,  then  char- 
tering a  yacht  is  the  best  source  of  leisure 


International 


Y1 


acht  Szjei  Show 


sponsored  by 


Forbes 


Paradise  Island, 
Nassau,  Bahamas. 

\pril  25-27,  2003 


For  further  information: 

Tel:  (561)  279-0410 

Fax:  (561)  279-0433 

After  hours:  (954)  461-3272 

K-mail:  tnfo@iy)s.cor;'    '     vw-w.iyjs.com 


pleasure  at  a  price  YOU  can  decide  upon. 

Nicholson  Yachts,  a  connpany  started  by 
the  Nicholson  family  of  Antigua,  operates  an 
office  in  Newport,  and  co-owner  Karen 
Kelley  says  word  of  mouth  is  worth  a 
week's  worth  of  delight.  "We  freely  share 
comments  from  our  clients,"  she  says. 

A  recent  letter  from  a  charter  client  who 
sailed  on  the  world's  largest  catamaran, 
Douce  France,  expressed  her  pleasure 
resulting  from  a  recent  charter.  The  expen- 
ence  parallels  others  who  have  sampled  the 
charter  life:  "We  do  not  know  each  other 
yet,  but  after  having  spent  a  10-day  dream 
cruise  on  your  Douce  France,  my  friends  and 
I  would  like  to  congratulate  you  on  the  qual- 
ity of  your  magnificent  yacht,  as  well  as  the 
high-class  service  and  hospitality  provided 
by  your  crew." 

Charter  companies  request  that  clients 
complete  detailed  forms  outlining  their  likes 
and  dislikes  prior  to  a  cruise  in  order  to 
ensure  that  even/  minute  is  enjoyable. 

Besides  a  crew  with  an  "aim-to-please" 
attitude,  charter  clients  are  treated  to  a  holi- 
day filled  with  gourmet  dining.  Frederic,  the 
skilled  chef  on  board  Douce  France,  is  a  27- 
year-old  wonder  who  has  worked  in  some 
of  the  most  prestigious  four-star  restaurants 
in  France.  His  creative  menus  keep  charter 
clients  rebooking.  From  French  cuisine  to 
uopical  or  light  cooking,  Frederic  joins  a  host 
.'f  other  world-renowned  chefs  who  dazzle 
■il^eT  charter  guests. 

'  imper  &  Nicholsons  broker  Jim  Wallace 
capi  es  the  joys  of  the  charter  experience 
in  a  lei;er  to  one  of  his  prospects:  "The  sun 
has  just  dropped  below  the  horizon  as  your 
yacht  glides  past  the  breakwater  into  the 
inner  harbor  of  Monaco  ...  breakfast  in  St. 


\ 


Tropez,  lunch,  swimming  and  waterskiing  offj 
Cap  d'Antibes  ...  a  stroll  around  the  harbor,: 
dinner  at  the  Louis  XIV,  maybe  a  hand  or  Wjo 
at  the  Casino,  then  dancing  —  or  maybe  just 
back  to  the  yacht  to  relax  on  the  upper  deck 
and  enjoy  the  stars.  Decisions,  decisions." 

Wallace  recognizes  that  the  team  involved 
in  the  process  is  key  to  successful  charters 
and  yacht  ownership.  As  a  member  of  the 
"Chambers  team"  responsible  for  the  con- 
struction of  Excellence  III,  he  cautions 
prospective  owners  and  charter  clients 
against  hands-on  project  management  with 
out  the  help  of  a  broker. 

"Recent  years  have  witnessed  the  cori' 
struction  of  yachts  in  sizes  unseen  since  the' 
early  1900s  and  in  quantities  never  beforevii 
seen,"  he  says.  "These  yachts  are  built  tc". 
sophisticated,  new  construction  and  safetv;: 
standards.  Their  complexity  equals  theiJj 
luxury  and  both  have  the  same  desirecf 
result  —  secure  and  total  enjoyment  by  thei 
owners.  To  ensure  this  enjoyment,  height 
ened  expertise  is  required  of  ail  individuals^; 
involved  in  the  construction,  sales,  manag 
ment  and  operation  of  the  yachts." 

Wallace  also  echoes  the  optimism  o 
industry  giants  on  this  unique  industry': 
future:  "Privacy,  security  and  comfort  wi 
always  be  at  the  top  of  the  list  for  individL|^ 
als  who  have  earned  the  right  to  thosi  '' 
amenities,"  he  says.  "That  fact,  along  witi' 
the  achievements  of  builders,  makes  yacht 
ing  the  perfect  pursuit."  I 


Yachting  Sponsor  Directory 

Benetti 

wvvw.benettiyachts.it 

39-05-843-821 

Camper  &  Nicholsons 


www.cnconnect.com 

Jim  Wallace 
jw@pal.cnyachts.com 

International  Yacht  &Jet  Show^ 
www.iyjs.com 
561-279-0410 

Nicholso)!  Yachts 

vvww.nicholsonyachts.com 

401-849-0344 
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DOUCE  FRANCE 


ONE  OF  THE  WORLD'S  MOST  DESIRABLE  CHARTER  YACHTS 


Sleek,  sophisticated,  sexy  and  scorchingly  fast,  this  138 
ft.  catamaran  ("'the  largest  yet  built"),  sails  the  world's 
most  beautiful  waters  year-round.    Her  50-foot  beam 
pio\  ides  ample  space  for  enjoying  cool  sea  breezes  while  her 
rich  interior's  plush  furnishings  create  the  soothing  solitude  of 
[a  gentleman's  club.    Unique  in  the  world  of  superyachting, 
^ouce  France  delights  guests  with  the  essence  of  French  cui- 


sine and  international  fine  wines  with  a  choice  of  three  superb 
dining  locations.  Bright,  spacious  staterooms  accommodate 
12  guests  with  twin  beds  that  convert  to  queens.  An  experi- 
enced crew  of  six  includes  a  certified  scuba  diving  instructor. 
Water  activities  include  Jetskiing,  windsurfing,  water-skiing 
and  scuba  diving. 

Douce  France  is  available  for  sale  or  charter. 


The  Finest  Yachts  in  the  Finest  Cruising  Grounds 


CHARTER  MANAGEMENT  " 

Nicholson  Yachts  of  Newport 

2  Coddington  Wharf,  Newport  RI  02840 

Tel:  (+1)401-849-0344 

Fax:  (l+)40 1-849-90 18  /  email:  newport@nicholsonyachts.com 


YACHT  CHARTERS 

Nicholson  Yachts  Worldwide 

English  Harbour,  Antigua,  West  Indies 

Tel:  (+1)  268-460-1530 

Fax:  (1+)  268-460-1531/ email;  antigua@nicholsonyachts.com 
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Bolivia's  annual  Caravana  Ecoturismo 
promises  1,300  miles  of  mud,  dust, 
heat  and  the  most  beautiful  scenery 
on  earth.  It  keeps  its  promise. . 
ind  Photos  by  Mike  Salisbury 


FROM  SOMEWHERE  IN  THE  BLACK  OF  A 
dreamless  sleep,  the  ring  of  the  phone  breaks 
through  the  humid  air  and  the  slow  thoup  thoup 
thoup  of  the  ceiling  fan.  •  "Sehor,"  comes  an  ac- 
cented voice  on  the  other  end,  "we  will  be  in  the 
lobby  for  you  in  20  minutes."  As  I  stare  out  the 
window  at  the  patio  of  my  hotel  room,  the  first 
pink  ribbons  of  morning  light  streak  the  Bolivian 
sky.  I  vaguely  remember  lying  down— just  a  few 
minutes  ago — after  the  long  trip  from  Miami  to 
La  Paz.  Now  my  watch  says  7:40.  Just  outside 
my  window,  three  turquoise  parrots  with  yellow 
breasts  stare  back  at  me  through  the  dawn.  •  I  pull 
on  my  boots,  grab  my  bags  and  a  bottle  of  Cristal 
from  the  coffee  table,  and  head  for  the  gilt-edged 
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lobby,  where  I  promptly  fall  asleep  once  more.  At  ,,--«~^ 

noon,  a  bellboy  wakes  me  to  say  that  I  will  be  C*/^Ri  Ta     f 

picked  up  at  exactly  one  o'clock  and  taken  to 
the  airstrip  that  will  unite  me  with  others 
who  will  be  participating  in  the  sixth  annual 
Caravana  Ecoturismo  Bohvia,  a  lo-day,  1,324- 
mile  off-road,  mechanized  trek  that  is  an 
insane  mixture  of  dust,  rain,  mud,  humidity, 
frustration,  beauty  and  delight.  Not  a  race  so  much  as 

an  exhausting  outing,  the  go-at-your-own-pace      

Caravana  crosses  the  most  bio-diversejungles  on  the       13  ^i    -l^/  X'^ 
planet,  beneath  16,000-foot  mountain  peaks.  J^  ' 

"Senor,  su  cache  estdaquC  the  bellboy  says  some- 
time late  that  afternoon.  Outside,  a  Lexus  SUV  with  tinted 
windows  sits  in  the  shade  of  the  porte  cochere,  and  soon  I'm 
being  driven  through  the  cobbled  streets  of  La  Paz  by  a  local      \ 
muchacho  who  could  double  for  a  dictator's  bodyguard.  We 
pass  houses  with  red-tile  roofs,  open-air  markets  and  a  magnifi- 
cent Spanish  cathedral. 

A  half  hour  out  of  town,  we  turn  onto  a  white  gravel  road  of 
the  kind  common  in  south  Florida  backwaters.  The  airfield  looks 


I  am  mentally  reviewing  my  last  wiU  and  testament  whei  I 

a  group  of  gringos  approach.  They,  too,  are  waiting  for  a  plan<| 

to  take  them  up-country  to  the  Caravana.  "Sorry  if  I  hek 

you  up,"  I  say.  "People  seem  to  take  the  idea  of  timn 

sort  of  loosely  here." 

>  "Bolivio'clock,"  says  Jeff,  with  weary  resigna 

tion.  He  is  a  40-year-old  housing  contractor  fron 

Riverside,  California.  David  is  a  big,  beardeii 

truck  driver  from  Memphis.  Lee  is  a  cherub-fac& 

twentysomething  from  Minneapolis.  And  finall 

there's  muscle-bound  Mick — along  with  hi 

very  tall  Argentine  wife — who  seems  to  be  fror 

nowhere  in  particular  and  whose  occupation  is  vague.  Th 

rest  of  the  group,  I  learn,  assumes  he's  in  some  way  on  th 

U.S.  government  payroll. 

An  airstrip  worker  points  us  to  a  new  and  very  clea 

Brasiha  aircraft  that  will  take  us  up-country  to  the  village  c 

Trinidad.  We're  thanking  the  gods  for  our  good  fortune  whe 

the  worker  adds,  "But  the  captain  went  home  for  lunch." 

I  uncork  the  bottle  of  Cristal. 

"Bolivio'clock,"  says  Jeff. 


like  it's  beeii  whacked  out  of  the  jungle  specifically  for  CIA  traf- 
fic or  the  deljvt'.y  of  recreational  produce.  A  rusty  DC-3  slumbers  Seeing  120  ATVs,  14  trucks  and  30  motorcycles  hned  up  on  th 
at  the  edge  ot  -he  gr.- jf.  apron,  ^"urther  on  sits  a  sm;ill  turbo-prop  streets  of  Trinidad  for  the  start  of  the  Caravana  brought  to  min 
plane  with  a  fla  -ire  and  ;(  dirt; '  Tupperware  bowl  under  one  en-  the  Oklahoma  Land  Rush.  Except  that  lining  the  route  that  wi 
gine  filling  up  wit'r  what  appoirs  to  be  engine  oil.  take  us  out  of  town  are  school  kids,  politicians,  soldiers,  beaui 
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eens  and  a  local  brass  band.  They've  been  gathering  since  dawn 
front  of  a  candy  store  built  of  adobe  and  washed  in  raw  colors 
pinband  blue.  The  main  street  of  Trinidad  doesn't  appear  to 
ve  changed  much  since  the  i6th  century,  when  the  Spanish 
gan  200  years  ot  lifting  silver  out  of  the  area. 

From  Trinidad  we  will  ride  999  miles  to  Santa  Ana  de  Yacuma. 
cm  there  it  is  98  miles  to  Hotel  Los  Lagoc,  where  we  will  stop 
the  lake's  cr\'stal-clear  waters  before  the  last  f.vo  grueling, 
;-mile  davs  to  Cobija.  There  we'll  take  one  day  off.  From 
)bija  we  return  to  Trinidad  through  the  green  darkness  of  the 
Tiazon  jungle. 

Following  the  trekkers  along  the  route  are  three  planes,  two 
ctors  and  a  gaggle  of  gourmet  chefs,  all  hired  by  the  Caravana's 
2;anizers.  For  the  next  ten  days,  not  a  single  thing  will  happen 

time,  and  yet,  apart  from  the  experience  of  witnessing  my 
ughters  being  born  many  years  ago,  this  wiU  be  perhaps  the 
3st  thrilling  adventure  of  my  life. 

The  mayor  ot  Trinidad  makes  a  long-winded  speech,  then, 
the  grand  salute  ot  the  ott-key  brass  band,  sporadic  gunfire 
d  the  waving  of  Bolivian  flags,  all  596  wheels  are  screaming  for 
e  edge  of  town.  The  snakehke  train  of  ATVs,  trucks  and  bikes 
:ks  up  thick  red  dust,  and  for  a  while  South  America  disap- 
ars  completely. 


Clockwise  from  near  right:  You  talkin'  to  me?  Peeping  Toms  stare 
into  the  hotel  windows  in  La  Paz;  Hill  country:  one  of  the 
hundreds  of  three-foot-tall  ant  condos  on  the  way  to  Santa  Ana; 
Barges?  We  don't  need  no  stinking  barges!;  once  across 
the  Rio  Madre  de  Dios  and  the  world  turned  to  Technicolor. 


David,  who  looks  too  big  for  anything  smaller  than  a  Road  King. 
We  five  gringos  had  stopped  for  a  lunch  break  of  fresh  fish,  rice 
and  plantains  in  an  open-front,  palm-roofed  cafe  surrounded  by 
miles  of  three-foot- tall  anthills. 

When  you  tell  someone  back  in  the  States  that  you  ride  an 
ATV,  many  of  them  will  react  as  if  you  just  blew  a  lungful  of 
cigarette  smoke  in  their  face.  The  assumption  is  that  they're  dan- 
gerous, dirty  and  loud,  and  somebody  might  be  having  fun  on 
one.  The  fact  is  that  ATVs  are  pretty  ingenious  farm  and  ranch 
vehicles,  and  they  truly  thrive  in  a  setting  like  the  Amazon. 

Mick,  our  suspected  CIA  operative,  tells  us  that  he's  criss- 
crossed all  of  South  America  on  a  two-wheeler — we're  dying  to 
ask  why,  exactly — but  says  he  prefers  the  versatility  of  an  ATV. 

"Racks  in  the  front  and  plastic  trunks  add  cargo  space  for  a 


a  motorcyclist  hits  a  roUed-up  armadillo  lying  in  the  middle 
the  road,  it's  thought  to  be,  well,  pretty  much  the  end  of  the 
id  tor  the  rider;  the  experience  is  like  hitting  a  greased  bowling 
U.  On  an  ATV,  however,  you've  got  more  stability  and  can 
're  easily  give  the  right  of  way  to  the  armadillo. 
"I  ride  ATVs  at  home  when  I'm  not  on  my  motorcycle,"  says 


change  of  clothes,  camping  gear  and  plenty  of 
water,"  says  Jeff  "I  did  the  Caravana  last  year,  but 
I  forgot  the  most  essential  item  of  all — a  butt- 
friendly  soft  seat."  Jeff  says  he  walked  flinny  for  six 
months  afterwards. 

Day  four:  midnight.  Temperature:  100  degrees. 

Humidity:  95  percent.  I've  fallen  behind  the  group 
because  I  stopped  to  get  some  sleep  in  Sena,  now  I've  got  to  make 
up  the  time  and  more  than  200  miles  to  Cobija.  But  the  dust  puts 
visibility  at  barely  two  feet;  I'm  in  the  middle  of  a  caravan  and  all 
of  us  are  in  first  gear.  I  cannot  drink  enough  water  and  my  heat 
rash  has  mosquito  bites.  I'U  probably  be  driving  all  night. 

Some  of  the  motorcycles  have  dropped  out.  ATVs  are  bicy- 
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cling  on  two  wheels  in  the  meandering  ruts  of  ox  cart  tracks  cut 
into  the  dry  veld.  I  should  be  miserable,  and  yet  there  is  something 
magical  about  following  the  trail  of  taillights  twisting  across  the 
treeless  plain  under  a  sky  full  of  bright  stars.  The  feeling  is  one 
of  total  freedom. 

Then,  at  dawn,  like  Alice  stepping  through  the  looking  glass, 
we  break  through  the  curtain  of  dust.  The  road  narrows  and 


a  Japanese  dentist  missing  from  an  eco-tour.) 

Some  of  the  trucks  get  stuck  amid  a  sea  of  drying  mud  topp( 
with  the  skeletons  of  dead  cattle.  A  few  of  the  motorcycles  a 
jammed  too.  Only  the  ATVs  are  moving  freely. 

A  few  exhausted  trekkers  decide  to  take  the  plane  back  to  I 
Paz  while  they  still  cam  Which  is  to  say  before  we  enter  the  def 
tunnels  made  by  the  trees  of  the  jungle. 

We  spot  Mick  on  a  satellite  phone.  Lee,  Jeff,  David  and  myse 
speculate  that  theline  is  open  to  Langley.  Later  that  night  whe 
we  see  him  again  he's  sleeping  on  the  seat  of  his  ATV,  and  cur 
ous  local  Indians  are  inspecting  this  alien  being  by  moonlight. 

Here  comes  the  scariest  part  of  this  adventure.  It's  dark  in  tl 
jungle.  A  bat  flies  into  my  face.  I'm  all  alone.  The  path  rises  up  i 
a  muddy  hump  and  is  suddenly  closed  in  on  both  sides  by  spli 
rail  fences  separating  jungle  from  path.  (The  trek's  organize 


Clockwise  from  left:  Your  actual  mileage  may  vary:  It's  a 
long  way  between  gas  pumps,  and  airstrips,  in  central  Bolivia; 
Cobija  or  bust:  Out  here  the  all-terrain  vehicle  is  a  man's 
best  friend;  Eat  my  dust:  saying  adiosio  the  arid  hill  country  of 
Beni  and  diving  into  the  dark,  lush  beauty  of  Pando. 


turns  into  a  dirt  path  at  a  village  of  two  thatched- 
roof  huts  and  a  Coke  sign.  We  take  a  hard  turn 
over  a  big  rise,  and  at  the  river  bank  see  a  wall  of 
jungle  on  the  other  steep  shore  and  a  dugout 
canoe  in  front  of  us. 

Perhaps  I'm  delirious,  but  this  looks  as  inten- 
tionally idealized  as  a  ride  at  Disneyland.  I  roll 
onto  the  canoe.  The  12-year-old  captain  pulls  a 
rope  that  will  drag  ATVs  and  their  riders  across  the  water  to  the 
other  end  of  the  line  and  the  beginning  of  another  world  as  wet 
and  green  as  this  one  is  dry  and  golden  brown. 

Six-foot-tall  birds  walk  like  clowns  on  stilts  past  rodents  the  size 
of  Jack  Russell  terriers  who,  in  turn,  nibble  at  the  edges  of  a 
swamp,  inches  from  the  hopeful  gaze  of  submerged  crocodiles. 
In  this  upside-down  world  below  the  equator,  summer  is 
winter,  downstream  is  north.  The  entire  Amazon  basin  was 
once  a  great  isolated  inland  sea.  The  rivers  still  feed  eels,  rays 
and  pink  dolphins.  In  the  rivers  of  the  jungle,  the  ten-foot-plus 
anaconda  is  still  king.  (Rescuers  are  rumored  to  have  discovered 
that  a  large  lump  in  the  middle  of  one  captured  anaconda  was 


keep  vehicles  separated  from  ecologically  sensitive  soil.)  Thej 
is  nothingness  in  front  of  me.  I  slowly  creep  into  the  dark,  thei 
like  a  roller  coaster,  the  path  drops  straight  down  into  the  wate 
I'm  knee-deep  in  the  big  muddy.  The  ATVs  tires  slither  in  tl 
mud  below,  almost  pulling  the  machine  from  my  grip,  but  I  mal 
it  to  the  far  dry  bank  and  gain  traction.  I'm  relieved  but  breati 
less,  scared  witless. 

Spooky?  Yes.  Dangerous?  Probably  not.  It  should  be  said  thi 
while  it's  true  that  the  Amazon  defines  remote,  about  the  wor 
thing  that  happened  to  any  participant  on  the  Caravana  was 
broken  leg.  The  doctors  patched  him  up  and  he  was  flown  01 
later  the  same  day.  Some  riders  try  to  make  the  Caravana  a  rac 
similar  to  the  Dakar  rally.  But  most  go  pretty  slowly — I  don 
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think  I  ever  hit  50  miles  per  hour.  The  weather,  the  terrain  and 
the  effort  it  takes  to  ride  a  vehicle  that  has  as  much  torque  as  an 
ATV  make  the  Caravana  more  exhausting  than  dangerous. 

And  what's  the  point  of  racing  through  a  jungle  as  mythic  as 
the  Amazon?  There  are  jaguars,  tapirs,  monkeys,  wild  pigs  and 
eagles  to  be  seen.  There  are  moths  the  size  of  doormats  and 
bugs  that  look  big  enough  to  devour  you.  And  most  amazingly, 
40-toot-tall  trees  with  leaves  the  size  of  grand  pianos. 

In  CobJja,  hot-pink  and  aqua  buildings  sun  themselves  on  hilly 
streets  that  wind  steadily  down  to  the  river.  Shops  line  the  side- 
walks, and  business  is  transacted  using  wooden  cash  drawers  under 
the'  counter.  After  a  night  in  a  bar  right  out  of  Casablanca,  we  sleep 
past  noon  with  our  doors  open  to  a  tiled  hotel  patio. 


OFFT 


%Wt 


The  Caravana  changes  its  route  annually,  and  this  year  it  begins  and  ends  in  the  a 

Bolivian  city  of  Santa  Cruz.  From  August  2-12,  the  Caravana  will  visit  Bolivia's  old  Jesuit 

missions  and  the  Noel  Kempff  Mercado  National  Park,  a  UNESCO  World  Heritage 

Site.  Cost  per  person  is  $2,900,  which  includes  domestic  transportation,  lodging,  three 

daily  meals  and  rental  of  a  motorcycle" or  Honda  Foreman  ATV,  oil  changes  and 

maintenance  included.  (Gas,  water  and  minor  river-crossing  tolls  are  not.)  For  more 

information,  call  011-591-3347145,  fax  011-591-3347345  or  visit  vmw.caravan-atv.com. 


We  are  in  Cobija  for  two  nights  of  rest  from  the  trail.  Every 
hour  brings  some  new  variation  on  Bolivio'clock,  but  who  cares? 
At  the  local  social  club,  the  Brazilian  cook  and  his  lieutenants 
outdo  themselves  with  every  meal,  while  singing  musicians  play 
guitar  nearby  and  monkeys  steal  food  from  our  plates.  Roast  suck- 
ling pig,  duck,  fish,  chicken,  local  corn  and  every  bean  known  to 
South  America.  And  wine,  lots  of  wine. 

On  our  last  night  of  R  &  R  we  camp  on  the  grounds  of  a 
150,000-acre  ranch.  The  chefs  butcher  a  steer  and  we  begin  a  feast. 
Tomorrow  morning  we'll  return  to  the  jungle  and  in  five  days  we'll 
be  back  in  Trinidad,  where  we  started.  Lee  and  Jim  will  fly  home 
to  their  routines  in  the  States,  where,  we  all  agree,  you're  no  longer 
allowed  to  have  this  kind  of  fun.  Who  knows  where  Mick  will  end 
up  next.  Probably  as  Prague  station  chief 

On  my  last  day  up-country,  I'm  watch- 
ing a  formation  of  flamingos  passing  over- 
head when  a  cloud  of  butterflies  surrounds 
my  helmet,  spiraling  me  into  a  kind  of 
kaleidoscopic  dream  state  that  I  doubt  I'll 
ever  experience  again.  I  decide  that  this, 
too,  is  Bolivio'clock.  No  phones.  No  tick- 
ets. No  lawyers.  No  money.  No  problem. 
Just  flamingos  and  butterflies. 

Bolivia  may  be  the  land  that  time  for- 
got, but  then,  Bolivia  has  happily  forgot- 
ten about  time.  • 
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The  future  was  invented  in  the  1930s.  Before  that,  what  you  saw  was,  is  and  would  always  be.  There 
was  no  mass  popular  view  of  what  the  world  would  possibly  become.  •  Enter  the  Depression. 
Historian  Arthur  M.  Schlesinger,  Jr.,  described  the  1930s  thus:  "Suspended  between  past  and  future, 
the  nation  drifted  as  on  dark  seas  of  unreality.  It  knew  only  a  sense  of  premonition  and  change;  but  the 
shape  of  the  future  was  as  baffling  as  the  memory  of  the  past."  Out  of  this  desperation,  a  "try  anything" 
attitude  emerged.  •  The  World's  Fairs  of  1933  and  1939  were  milestones  of  fliturism,  but  in  truth  they 
simply  mirrored  the  forecasts  put  forward  by  such  visionaries  as  designer  and  architect  Norman  Bel 
Geddes,  rocketeer  Robert  Goddard  and  a  new  species  of  people  called  industrial  designers.  Their  vi- 
sions were  pubHcized  in  Sunday  supplements  of  the  decade,  and  most  of  all,  in  the  era's  popular  sci- 
ence magazines.  Popular  Mechanics,  Popular  Science  and  The  Technocrats'  Magazine.  •  The  zaniest, 
and  best,  of  these  was  Modern  Mechanix.  Captain  W.H.  Fawcett,  who  had  gotten  rich  from  Captain 
Billy's  Whiz  Bang,  a  magazine  of  low-rent  humor  sold  heavily  in  VA  hospitals  after  World  War  I, 
and  his  brother  Captain  Roscoe  Fawcett  launched  Modern  Mechanix  in  1928  in  Robbinsdale, 
Minnesota.  Their  vision  was  as  flawed  as  their  spelling.  But  it  was  an  imaginative  and  lively  vision,  and 
most  of  the  images  here,  taken  from  the  1979  book  Wasn't  the  Future  Wonderful? ,  originally  ran  in 
Modern  Mechanix.  Much  of  the  magazine's  appeal  lay  in  fabulous  illustrations,  created  by  artists  such 
as  Norman  Saunders,  whose  style  was  widely  copied.  •  Underlying  the  speculations  about  autogyros, 
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istomized  weather  and  300-mile-per-hour  trains  was  a  simple 
sumption.  Futurist  magazines  told  a  generation  of  Americans 
ho  couldn't  find  adequate  work  that,  eventually,  they  wouldn't 
:ed  any.  The  Technocrats'  Magazine  insisted  that  through  tech- 
jlog}',  the  U.S.  could  sustain  a  strong  economy  with  laborers 
orking  an  average  of  only  13  hours  per  week. 

With  all  this  extra  time,  an  assortment  of  toys  for  a  wide 
nge  of  vacations  would  be  necessar\'.  The  Fawcetts  provided 
lese  in  surplus.  Ready  for  a  road  trip?  A  variety  ol  vehicles  were 
rved  up.  There  was  the  Giro-Car,  an  automobile  equipped 
ith  front  prop,  rear  rotor  and  overhead  propeller  that  allowed 
to  hft  off  the  highway,  without  wings,  and  fly  over  traffic  jams, 
nd  a  loo-mph  gas-powered  unicycle  in  which  the  driver's  seat 
sts  on  the  wheel's  metal  rim.  Then  there  were  aerocycles  (fly- 
g  scooters  with  wings);  the  autog)TO,  which  could  land  verti- 
Jly  and  take  off  in  the  average  backyard;  and  a  300-mph 
otorcvcle  (pictured  here)  that  ran  on  spheres  instead  of  con- 
;ntional  wheels.  In  tact,  an  enclosed  motorcycle  did  finally 
•eak  the  300-mph  barrier  in  1990. 

Futurists  of  the  1930s  did  display  prescience  when  it  came  to 
ster  roads.  They  envisioned  an  interstate  highway  system,  with 
1  and  off  ramps  to  avoid  cross  traffic,  not  unlike  the  system 
iilt  bv  EKvight  Eisenhower  in  the  1950s.  Okay,  they  were  a  bit 
ithusiastic,  proposing  a  separate  100- 
iph  "super  highway"  (yes,  that  was  the 
rm)  on  which  one  could  drive  from 
ew  York  City  to  Los  Angeles  with- 
at  ever  having  to  stop. 

Modem  Mechanix  didn't  support 
rery  scheme  for  personal  transporta- 


train  designs  had  planelike  wings  to  help  lift  them  slightly  off  the 
tracks  and  reduce  friction.  There  was  a  fascination  with  stream- 
lining (ocean  liners  in  the  shape  of  zeppelins)  and  with  new 
forms  of  propulsion.  The  fliturists  of  the  1930s  would  no  doubt  be 
perplexed  and  disgusted  by  our  continuing  enslavement  to  the 
internal  combustion  engine. 

On  the  other  hand,  they  were  almost  on  target  with  what  we 
would  do  on  vacation  (all  that  free  time,  remember?).  Thirties 
fijturists  predicted  the  proliferation  of  miniature  golf  courses 
and  theme  parks.  Two  inventors  suggested  a  water  ride  in  which 
people  would  shoot  the  rapids  in  an  ersatz  Grand  Canyon, 
enclosed  by  loo-foot  walls.  Another  inventor  envisioned  giant 
flying  swings  perched  atop  the  pyramids  at  Giza.  Only  approval 
of  the  Egyptian  government  stood  in  the  way,  that  consent  stiU 
inexphcably  withheld. 

ONE  MUSTN'T  BE  TOO  HARD  ON  THE  PROPHETS  OF  THE 
1930s.  Futurism  is  dicey  business.  We  were  both  involved  in  Omni, 
a  now-defunct  futurist  magazine  launched  in  1978,  that  was 
inspired  in  part  by  the  old  Modern  Mechanix.  We  could  list  many 
triumphs:  the  prediction  of  a  worldwide  electronic  network 
connecting  computer  users,  the  cloning  of  mammals,  higher- 
temperature  superconductors,  to  name  a  few.  But  our  enthusiasm 
often  outstripped  our  judgment.  We  predicted  "the 
blimping  of  America,"  in  which  cadres  of  small  diri- 
gibles would  bring  commuters  from  the  suburbs  into 
city  centers.  We  predicted  various  forms  of  cheap 
power,  the  imminent  refinement  of  particle  death 
beams  that  would  make  "Star  Wars"  defense  schemes 
practical  and  the  advent  of  cheap,  safe  shuttles  taking 
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jn,  opposing  the  idea  of  beaming  people.  Star  TrekstyXt,  to  far- 
vay  locations.  Converting  humans  beings  to  electrical  energy 
id  transporting  them  to  other  planets  by  radio  "ignores  the  very 
iportant  factor  of  power  required,"  cautioned  the  magazine. 
Mass-transit  designs  were  creative,  if  impractical.  A  turbo  pad- 
e-wheel  liner  would  propel  passengers  across  the  ocean  at  100 
ph.  The  huge  fluted  wheels  would  touch  down  in  the  troughs  of 
t  waves,  thus  supposedly  avoiding  pitching  and  yawing. 

EW  FORMS  OF  POWER  WERE  EXPLORED.  A  LARGE  AIR- 
aft,  the  size  of  two  locomotives,  was  to  be  powered  by  a  "gyra- 
)scope."  Two  wheels  rotated  in  opposite  directions,  propelling 

ights  attached  by  eccentric  arms.  Supposedly  this  provided  a 
ting  force  that  zipped  the  monstrosity  through  the  air. 

There  were  monorails  aplenty,  all  traveling  100  to  300  mph 
id  faster,  electric  air  trolleys,  airplanes  that"  were  powered 
irough  the  air  with  pulsating  wings  rather  than  propellers,  and 
)yno- Wheel"  motor  buses  (whatever  a  dyno-wheel  is).  Some 


off  for  space  on  a  daily  basis.  Let's  not  even  discuss  the  practical 
future  of  "frog  telekinesis." 

What  we,  and  magazines  like  Modern  Mechanix,  avoided 
were  negative  predictions,  things  that  supposedly  can't  happen. 
Arthur  C.  Clarke  places  these  predictions  in  two  categories: 
Failures  of  Nerve  and  Failures  of  Imagination  (when  one  refuses 
to  acknowledge  the  possibility  of  facts  yet  to  be  discovered).  The 
futurists  of  the  1930s  were  right  about  many  things.  Robert 
Goddard  wrote  in  Modern  Mechanix  that  humans  would  one  day 
ride  a  rocket  to  the  moon,  whereupon  a  New  York  Times  edito- 
rial lambasted  him,  stating  that  rockets  wouldn't  work  in  the  air- 
less vacuum  beyond  earth's  atmosphere. 

The  magazine  also  worried  about  a  new  phenomenon,  the 
skyscraper.  A  New  York  City  Fire  Department  chief,  concerned 
about  fighting  fires  beyond  the  range  of  ladders  or  hoses,  predicted 
the  invenfion  of  a  number  of  small  hybrid  aircraft — combinations 
of  fixed-wing  craft  and  helicopters— that  would  whiz  around 
tall  buildings,  fighfing  flames.  In  retrospect,  not  a  bad  idea.  • 
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Bob  Williams  hadn't  yet  been  born  when  the 

Titanic  sank  on  April  15,  1912,  but  he's  spent  much  of  his  Hfe 
intrigued  by  the  luxury  liner  and  its  fatal  collision  in  the  North 
Atlantic.  As  a  teenager,  he  built  scale  models  of  the  ship.  As  an 
adult,  Williams  met  oceanographer  Robert  Ballard,  who  discov- 
ered the  Titanic  s  wreck  site  in  1985,  and  reveled  in  his  stories  of  the 
search.  But  nothing  prepared  him  for  the  Titanic  moment  that 
came  on  his  60th  birthday,  when  his  wife,  Jill,  gave  him  a  Titanic 
sweatshirt — and  told  him  he  could  wear  it  in  the  submersible  that 
would  take  him  12,460  feet  down  to  visit  the  actual  wreck.  "I  was 
speechless,"  says  Williams,  chairman  of  Geneva  Products,  a 
plumbing-supply  manufacturer  in  Davison,  Michigan. 

Yes,  an  outfit  called  Deep  Ocean  Expeditions  (www.deep- 
oceanexpeditions.com)  runs  commercial  excursions  to  the 
Titanic.  To  take  its  well-heeled  adventurers  down,  Deep  Ocean 
uses  the  MIR  I  and  MIR  II — two  small  Russian  submersibles 
built  to  withstand  the  tremendous  pressures  of  the  ocean  depths. 

Fewer  than  100  people  have  seen  the  wreck  since  the  trip  was 
first  offered  commercially — that's  less  than  the  number  of  astro- 
nauts who  have  flown  in  space.  Buzz  Aldrin,  the  second  man  on 
the  moon,  has  done  both.  He  went  down  for  his  Titanic  look- 
see  back  in  1996.  His  somewhat  cryptic  reaction:  "It  was  crusty, 
like  gingerbread  cake." 

The  cost  of  seeing  the  cake  may  be  one  limiting  factor  on  a 
1  imnic  tourist  boom:  a  stiff  $36,000  per  person.  Another  is  claus- 
trophc^ia.  Each  submersible  holds  a  maximum  of  three  people — 
a  pilot  and  two  passengers — and  is  just  26  feet  long  and  12  feet 
wide.  Then  there's  the  simple  fear  factor.  Deep  Ocean  may  not 
be  setting  any  world  records  with  these  descents — the  Japanese 
submersible  Keiko  holds  the  title  for  a  36,000-foot-plus  plunge 
back  in  the  mid-1990s — but  it's  plenty  deep  considering  that 
traditional  subs  are  huilt  to  go  down  a  few  thousand  feet.  Was 
Bob  WiUiams  daunted?  Not  at  all. .  .at  least  until  he  got  out  there. 


Williams  set  sail  in  July  from  St.  John's,  Newfoundland,  c 
the  ship  Akademik  Mstislav  Keldysh.  A  day  and  a  half  and  som 
380  miles  later,  the  Keldysh  arrived  at  the  Titanic  site  in  the  ear 
evening.  "That  part  of  the  trip  really  brought  up  the  hair  on  th' 
back  of  my  neck,"  Williams  recalls,  "because  conditions,  I'm  tol 
were  similar  to  what  they  were  that  fateful  night."  The  ocean  wj 
flat,  the  weather  calm,  and  there  was  no  moon.  "You  look  off  tl 
deck  and  maybe  300  yards  from  where  your  boat  is,  it  all  haf 
pened.  That  moment,  more  than  anything,  got  to  me." 

For  the  next  few  days,  the  Keldysh  circled  the  wreck.  Most  i 
the  time  was  given  over  to  lectures  from  scientists  and  familia 
ization  with  the  submersibles.  By  the  morning  of  the  dive,  tl 
weather  had  deteriorated  and  fog  closed  in,  adding  to  the  dram' 
After  breakfast,  an  apprehensive  Williams  was  fitted  into  his  sp 
cial  safety  suit.  The  most  likely  danger  in  a  submersible  is  tl 
same  as  in  a  spacecraft — a  flash  fire,  because  of  the  compartmen 
oxygen-rich  atmosphere  around  so  much  electronic  equipmer 
"I'm  not  sure  the  suit  would  have  helped  much,"  says  Willianf! 
"because  your  face  and  hands  are  exposed.  But  it  is  made 
material  that  doesn't  give  off  static  electricity." 

The  ii-hour  dive  schedule  began  at  9:30  a.m.  wdth  the  mome 
of  truth:  locking  down  the  hatch.  MIR  I  was  launched  first  ai 
MIR  II  an  hour  later,  the  theory  being  that  if  one  sub  gets  ta 
gled  up,  the  other  will  be  in  close  proximity.  Once  clear  oft 
ship,  the  color  outside  the  porthole  changed  from  bright  green 
blue  and  finally  to  black.  Then  the  show  started:  dozens  of  br 
liant  lights  throbbing  in  the  dark.  "It's  like  sitting  in  a  field  on 
August  evening  watching  fireflies,"  Williams  explains.  "It's  all  u 
dersea  Ufc  giving  off  luminescence.  You  see  some  pretty  big  sti 
glowing  and  pulsating.  They  look  like  big  sponges  with  all  th( 
little  things  flitting  around." 

Surprisingly,  there  is  no  feeling  of  pressure  during  descent.  E 
there  is  moisture:  the  condensation  given  off  by  the  passenge 
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no  small  leaks  12,000  feet  down.  By  James  M. Clash 
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jreathing.  "They  tell  you  all  that  beforehand,"  says  Williams. 
'Still,  when  you  feel  a  drop  of  water  on  your  head  and  you're  down 
;2,ooo  feet,  it's  disconcerting.  Truth  is,  there's  really  no  point  in 
vorr\'ing.  If  you  did  spring  a  leak  at  that  depth  it  would  easily 
:utyou  in  half  because  of  the  tremendous  pressure — more  than 
),ooo  pounds  per  square  inch." 

To  prove  the  point,  they  hung  standard-size  Styrofoam  coffee 
aips  outside  the  submersible.  When  subjected  to  pressures  near 
he  bottom,  the  cups  shrank  to  about  the  size  of  a  shot  glass.  "We 
vent  through  a  lot  of  cups  as  souvenirs  for  our  friends^"  laughs 
A^illiams.  After  about  two  hours,  the  pilot  turned  on  the  outside 
ights  and  a  moonscape  slowly  materialized. 

The  sights  included  typical  subsea  life — coral,  fish,  crabs, 
itarfish — scurr\'ing  along  the  bottom.  But  there  was  the  ««usual, 
oo.  "One  creature,  a  yard  long  with  big  black  eyes  and  a  tail  like 
ui  eel's,  was  fascinated  and  came  right  up  to  the  porthole  to  look 
n,"  says  Williams.  "Obviously  it  had  never  seen  light." 

As  the  MIRs  combed  the  bottom,  Williams  remembers  ap- 
)roaching  a  big  hill.  "It  was  actually  mud  that  had  been  displaced 
vhen  the  Titanic  s  bow  hit  bottom  and  burrowed  in  about  6c  feet. 
To  move  up  above  it,  we  used  our  thrusters  and,  boom,  came  right 
n  on  the  base  of  the  bow.  It  was  awe-inspiring.  You  know  the 
hip  is  big,  but  when  you  come  upon  it,  it's  absolutely  massive. 
Sach  link  in  the  anchor  chain  weighs  over  200  pounds." 

"I  also  saw  shoes,"  continues  Williams.  "At  that  depth  the 
vater  is  very  calcium-deficient,  so  skeletal  remains  dissolve  over 
I  period  of  time.  When  you  see  shoes  on  the  bottom,  particularly 
f  they  are  two  of  the  same  type  and  in  reasonable  proximity,  you 
uiow  they  didn't  just  drift  down  2.5  miles  and  end  up  there. 


Probably  somebody  was  in  them.  I  had  mixed  feelings.  I  was 
excited  but  I  also  realized  that  an  awful  lot  of  people  died  that 
night — more  than  1,500." 

Being  in  the  business,  Williams  also  checked  out  the  Titanic  s 
plumbing.  "There  are  more  toilets  than  you  can  count,"  he  says.  "It 
appears  that  all  of  the  ship's  plumbing  was  done  in  lead.  We  saw 
Captain  Smith's  cabin.  His  bathtub  is  there  with  all  the  piping  still 
connected.  There  is  also  lots  of  crockery.  I  would  have  given  my 
eyeteeth  to  pick  up  a  plate."  Of  course,  Williams  couldn't:  RMS 
Titanic,  Inc.,  the  Atlanta  company  that  has  been  salvaging  the 
wreck  since  1987,  has  had  exclusive  rights  to  any  artifacts. 

After  spending  a  couple  of  hours  at  the  bow,  the  MIRs  made 
their  way  to  the  stern,  about  2,000  feet  away.  "It's  so  badly  dam- 
aged that  you  only  realize  it's  the  stern  once  you  see  the  propellers," 
he  says.  To  the  southeast,  there's  a  large  debris  field  ftiU  of  kitchen- 
ware  and  bottles.  Champagne  is  stacked  as  though  still  in  the  case, 
yet  the  wood  around  the  bottles  has  long  since  disintegrated. 

The  $36,000  question:  Was  it  all  worth  it?  Williams  sums  it  up 
this  way:  "I've  talked  to  people  who  say,  'That's  a  lot  of  money.  I'd 
rather  take  a  nice  cruise  to  Hawaii.'  The  worst  thing  is  to  breathe 
your  last  breath  saying,  'I  wish  I'd  done  that.'  I've  done  something 
now  that  I've  always  wanted  to  do.  The  biggest  challenge  will  be 
to  find  another  fantasy  that  will  equal  it."  • 


Adapted  from  ':he  book  Forbes  To  the  Limits:  Pushing 
Yourself  to  the  Edge — in  Adventure  and  in  Business,  by 
James  M.  Clash,  to  be  published  by  John  Wiley  &  Sons. 
Foreword  by  Timothy  C.  Forbes. 
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might  look  something  like  Live  Oak  Plantation: 


mule-drawn  wagons  and  very  savvy  birds. 
By  Geoffrey  Norman  •  Illustrations  By  Lynn  Pauley 

The  country  had  a  certain  restful  quality.  The  ground  was  gently  contoured;  the  pines  were 
stately;  the  tawny  wiregrass  was  thick  and  ankle  deep.  The  afternoon  sun  was  warm  on 
my  neck  and  the  swaying  of  the  wagon,  as  the  mules  pulled  it  along  the  bush-hogged  trail, 
lulled  me  like  a  baby  in  a  cradle.  •  I  was  here  at  Live  Oak  Plantation  to  shoot,  but  just  now, 
I  didn't  feel  quick  enough  to  ground- sluice  a  Rhode  Island  rooster.  And  quail  on  the  covey  rise 
seemed  utterly  out  of  the  question.  Could  it  have  been  the  country  ham  and  peach 
cobbler  at  lunch?  Or  maybe,  I  thought,  it  was  just  the  general  sense  of  lavishness.  A 
hunter  should  be  an  ascetic,  but  here  in  south  Georgia,  I  was  feeling  like  a  pampered  volup- 
tuary. •  The  dogs,  however,  were  keen  and  alert,  relentlessly  coursing  the  broom  sage 
a  hundred  yards  or  so  ahead  of  the  wagon.  They  were  running,  but  not  fuU  out,  bunched 
muscle  rippling  visibly  under  their  thin  coats.  English  pointers,  a  traditional  bird  dog  of 
the  South,  are  a  pleasure  to  watch.  It  was  almost  startling  when  one  of  them — a  big  liver 
and  white  male — stopped  mid-stride  and  froze  on  point,  head  down,  tail  high  and 
straight.  The  other  dog  backed,  and  in  the  dappled  light  it  was  a  scene  from  a  sporting 
print,  only  better.  I  wouldn't  have  minded  staying  put  in  the  wagon  admiring  it  for  a 
while.  •   "Got  a  point,"  the  dog  handler  said  urgently,  and  I  climbed  down  to  shoot. 
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proud.  The  owners  of  these  new  plantations  raised  and  harvested 
a  new  crop:  bobwhite  quail.  ; 

In  the  style  of  hunting  that  evolved,  you  rode  on  a  wagon 
since  there  was  a  lot  of  ground  to  cover  and  walking  couLd  be  un- 
pleasant what  with  the  briars  and  eastern  diamondbacks  and 
such.  The  dogs  were  trained  to  run  big,  and  there  was  at  least  one 
man,  on  horseback,  to  handle  them.  So  the  shooters  rode  in  rel- 
ative comfort,  talking  and  watching  the  show  until  the  dogs 
found  birds  and  it  was  time  to  heave  themselves  down  and  shooti 

This  is  the  moment,  of  course — what  mountain  climbers 
would  call  the  "crux."  You  could  get  enough  of  riding  around  the] 
piney  woods  in  a  mule-drawn  wagon  if  it  were  not  for  this 
The  sense  of  lethargy  began  to  lift  when  my  feet  hit  the  ground 
and  it  vanished  entirely  with  the  decisive  click  of  metal  on  meta' 
as  I  closed  the  action  on  the  20-gauge  side-by-side. 

We  walked  in  on  the  dogs — the  handler,  my  partner  and  I' 
The  dogs  did  not  move.  Even  as  we  moved  past  them,  they  Tti 
mained  staunch  as  sentries  at  their  posts.  Any  bird  hunter  findj 
that  kind  of  dedication  admirable  and  even  thrilling,  but  it  put 
demands  on  you  to  concentrate  and  shoot  well.  You  don' a 
want  to  let  the  dogs  down.  I 

You  expect  the  birds  to  get  up  with  every  step,  and  the  sensi 
of  anticipation  rises  until  you  couldn't  possibly  be  surprised.  But 
of  course,  I  was.  A  dozen  birds,  maybe  15,  came  out  of  the  gras; 
in  a  single,  sudden  burst  of  blurred  wings  and  noise.  By  the  tim( 
this  mass  began  to  separate  into  component  birds,  I  had  the  gu^ 
up.  But  I  was  lagging  and  knew  it.  My  eyes  found  a  single  biri 
but  I  yanked  the  trigger  before  the  barrel  caught  up.  I  knew  I  ha* 
missed,  so  I  yanked  again  in  desperation. 

My  partner  took  a  clean  double. 

The  handler  called  the  pickup  dog — a  black  Lab — off  thi 
wagon.  While  the  pointers  held  steady,  the  Lab  nosed  aroum 
until  he'd  found  both  dead  birds  and  retrieved  them  to  hand. 

"Good  man.  Now  get  back  on  the  wagon." 

When  the  Lab  had  obeyed,  the  handler  blew  softly  on  h:i 
whistle  and  the  pointers  came  off  and  started  hunting  again. 

"Get  after  them,  now,"  the  handler  said  mildly.  "Hunt  'em  upi 


This  style  of  hunting — redolent  of  English  shooting,  with  its  emphasis 

on  ritual  and  lots  of  staff — is  the  creation  of  Northern  industrialists! 


» 


In  the  world  of  field  sports,  plantation-style  quail  hunting  is 
high-church  stuff.  If  you  didn't  know  better,  you  would  think 
that  its  roots  were  in  the  Old  South  and  that  Rhett  Butler  prob- 
ably went  quail  hunting  this  way  when  he'd  had  all  he  could  take 
of  Scarlett's  noise.  Actually,  this  style  of  hunting — vaguely  redo- 
lent of  English  shooting,  with  its  emphasis  on  ritual  and  lots  of 
staff — is  the  creation  of  Northern  industrialists  who  wintered 
in  Thomasville  around  the  turn  of  the  20th  century.  The  women 
kept  themselves  busy  with  parties  but  the  men  were  bored.  They 
asked  the  locals  what  was  available  in  the  way  of  sport,  and  once 
they  had  experienced  the  local  quail  hunting,  they  began  buy- 
ing up  land  on  the  cheap  (the  boll  weevil  had  aiined  it  for  cotton 
farming)  and  built  grand  houses  that  would  have  done  Scarlett 
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The  bobwhite  quail  is  the  perfect  bird  for  this  kind  of  hun  1 
ing.  He  behaves  himself — doesn't  run  on  the  dogs  or  flush  wi] 
very  much — and  he  is  exceedingly  challenging  to  shoot,  esp< 
cially  on  the  covey  rise. 

The  country  could  not  be  better  in  spite  of  the  four  lanes  o 
through  it  and  the  strip  malls  and  franchise  places  that  have  a] 
peared  around  the  edges  of  the  old  towns  like  Thomasville : 
Georgia  and  Monticello  just  across  the  Florida  line.  But  tl 
hearts  of  those  towns  still  look  like  the  South  of  50  or  60  yea 
ago.  Out  in  the  countryside  you  still  see  unpainted  clapboai 
shacks,  primitive  Baptist  churches,  stands  of  old-growth  longle 
and  cotton  fields  ready  for  picking.  Time  hasn't  gotten  aroui 
to  this  place  yet;  it  has  been  too  busy. 


1 


... 

i\nd  the  plantation  life  that  took  root  here  has  survived  and  There  were  eight  of  us,  some  members  of  a  sporting  club  and 

ven  prospered,  becoming  a  kind  of  cross  between  Field  &  some,  including  Griffm,  guests  of  members.  It  was  an  annual  trip 
'treafn  and  Town  &  Country.  Ted  Turner  owns  a  vast-^read  and  rnj3^t  of  us  were  repeaters.  None  of  us  would  have  returned 
.ereabouts,  and  so  did  Tom  Wolfe's  Charlie  Croker.  The^ie= — ifthe  shooting  hadn't  been  good,  but  the  atmosphere  and  ameni- 


ional  protagonist  of  ^  Man  in  Fu/lwzs  exceedingly  proud  of  his 
lantation,  where  he  entertained  lavishl)'  and  became  a  boy  again 
/•hile  his  bankers  back  in  Atlanta  worked  like  moles  to  under- 
line his  empire.  If  Jay  Gatsby  had  cared  about  the  things  that 
re  really  important,  instead  of  being  infatuated  with  some  air- 
.ead,  he'd  have  bought  10,000  acres  near  T-ville  and  started 
iTorking  on  a  string  of  dogs. 

rhe  plantation  life  is  well  beyond  the  reach  of  most 
people,  which  accounts  for  operations  Uke  the  one 
where  I  was  shooting  so  poorly. 
Live  Oak  Plantation  is  one  of  several  places 
where  you  can  pay  for  a  simulacrum  of  the  planta- 
tion experience.  There  are  no  cotillions  here  as  far  as 
I  know,  but  the  pine  trees  and  the  gum  swamps  look 
he  same  here  as  they  do,  I'm  sure,  on  Ted  Turner's  place.  The 
ogs  at  Live  Oak  were  all  very  good  and  one  was  even  a  field  trial 
hampion.  The  mules  were  certainly  authentic;  there  is  no  fak- 
ig  them  or  their  sweet,  specific  smell. 

Still,  there  is  the  question  that  any  experienced  hunter  asks 
/hen  he  visits  one  of  these  places — "How  do  the  birds  fly?" 

It  is  impossible  to  run  a  commercial  quail  plantation  without 
lUtting  out  pen-raised  birds.  The  best  quail-hunting  habitat  will 
ot  support  enough  wild  birds  to  make  the  operation  work.  In 
few  days,  hunters  will  have  killed  off  virtually  all  the  wild  birds, 
nd  subsequent  paying  customers,  who  want  action,  will  be  dis- 
ppointed,  at  the  least. 

In  mv  experience,  quail  that  have  been  raised  in  pens  and  put 
ut  in  the  wild  never  fly  like  wild  birds  and  the  worst  of  them  al- 
lost  do  not  fly  at  all.  A  wild  quail  flies  with  a  kind  of  urgency  and 
etermination  that  comes  from  dodging  Cooper's  hawks,  foxes, 
Dyotes  and  a  host  of  other  predators.  They  did  not  get  to  be  fiill- 
rown  wild  birds  by  being  dumb  or  slow.  Pen-raised  bird^are  soft. 
But  they  can  learn,  and  some  operations  do  a  better  job  than 
thers  of  teaching  them.  Going  by  what  I  saw,  and  the  way  I  was 
looting,  these  were  educated  birds. 

And  my  companions  agreed  with  me  that  evening,  when  the 
looting  was  done,  and  we  were  back  at  the 
)dg^,  still  wearing  our  boots  and  briar- 
roofs  and  drinking  whiskey  before 
inner.  I  considered  them 
Xpert  witnesses,  since 
ley'd  done  a  lot  more  of 
lis  than  I  had.  The  most 
anspicuous  of  them.  Bill 
utterworth,  a.k.a.  the  author 
^.E.B.  Griffm,  Uked  to  go  bird  hunt- 
ig  in  Scotland  tor  driven  shoots  be- 
veen  books.  He'd  done  some  missing, 
)0,  and  had  some  wonderfully  profane 
lings  to  say  about  the  way  Live  Oak's  birds 
ew.  Very  compUmentary  stuff. 


ties  counted,  too.  The  lodge  is  comfortable  in  a  sort  of  contem- 
porary rustic  way — bare  wood,  heavy  furniture,  high  ceilings, 
sporting  prints  and  mounts  on  the  walls,  and  big  fireplaces. 
There  are  five  bedrooms  in  the  main  lodge  and  three  in  an  annex. 
We  ate  around  a  large  table,  family  style,  and  the  food  was  good 
with  the  stress  on  hearty,  especially  at  breakfast — eggs,  ham, 
sausage,  grits  and  biscuits.  We  had  big  fires  in  the  fireplace  and 
loud  conversation  around  the  bar  before  dinner.  Naps  after  lunch. 

By  the  end  of  the  second,  and  last,  afternoon,  I  was  shoot- 
ing better  and  even  managed  to  make  a  couple  of  doubles  on 
covey  rises. 

That  evening,  I  was  standing  on  the  porch  with  another  club 
member.  We  were  cleaning  our  shotguns  and  looking  out  at  the 
soft  sunset  beyond  a  cypress  pond  where  a  blue  heron  had  struck 
a  pose  in  the  shallow  water. 

"So  what's  next?"  I  asked  the  man.  He  was  retired,  I  knew, 
and  lived  for  sport. 

He  told  me  about  his  plans  for  the  next  few  months.  Trout  in 
Argentina.  Bonefish  in  the  Bahamas.  Driven  birds  in  England . . . 

It  sounded  good  in  the  way  that  things  in  the  future  always 
do.  Better  than  the  here  and  now  could  ever  be. 

"Well,"  I  said,  "I've  enjoyed  shooting  with  you." 

"Likewise,"  he  said.  "You'll  be  coming  back  next  year?" 

"I  think  so,"  I  said.  "What  about  you?" 

"Quail  hunting  in  Georgia?"  he  said.  "Man,  I'd  give  up  a 
whole  lot  of  things  before  I'd  quit  doing  this." 

In  addition  to  quail  shooting.  Live  Oak  Plantation  offers  bass  fishing 
and  a  small  golf  course  (three  holes  with  nine  different  tee  set-ups). 
There  is  also  a  trap  range  where  you  can  warm  up  before  you  go  out 
in  the  morning  and  a  shop  where  you  can  buy  shells,  hats,  vests  and 
the  like.  The  price  for  a  full  day  of  shoot- 
ing, with  lodging  and  meals,  is  $6^0  per 
person,  single  occupancy;  $55°,  double  occu- 
pancy. Someone  from  the  lodge  will  meet  you  if  \ 
you  fly  in  to  Valdosta,  Georgia.  If  you  drive,  you'll 
need  directions.  Write  Live  Oak  at  Box  jo8,  Route 
#2,  Adel,  Georgia  J1620  or  call  (800)  682-HUNT. 


\ 

\ 


*^^ 


Whatever  your  present  sentiments  sbout  the  French,  it's  still 
la  belle  France.  An  American  family  bikes  through  the  storied  Val  de  Loire, 

land  of  chateaux,  Leonardo's  last  home,  pique-niques  musicaux 
six-course  dinners  and  pierced  chairs.  By  Christopher  Buckley 
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lad  we  arrived  in  the  midst  of  some  sort  ot  hommage  to  Sartre? 
'n  the  way  from  Charles  de  Gaulle  to  the  Montparnasse  train 
iation,  a  half  dozen  posters  hanging  from  lampposts  proclaimed, 
'enfer,  c'est  les  aiitres.  ("Hell  is  other  people."  Only  a  Frenchman 
uld  have  formulated  such  a  sentiment.  Though  the  line,  from 
s  play  Huis  C/os,  which  opened  during  the  Occupation,  may 
ive  been  more  aimed  at  lesAllemands  than  lesautres.)  Or  was  this 
ubde  entre-nous  dig  among  the  natives  about  the  swarms  of  for- 
gn  summer  visitors?  At  this  point  a  darker  thought  intruded 
)on  my  leg-lagged  brain.  We  were  embarking  on  a  group  "fam- 
'" holiday.  Perhaps  what  the  walleyed grand-p'ere of  existential- 
■n  really  meant  was,  "Hell  is  other  people's  children." 

We'd  taken  the  precaution  of  bringing  with  us  some  extra  chil- 
en  for  padding,  along  with  their  parents.  These  particular  par- 
its  had  gone  against  the  current  fashion  and  raised  theirs  with 
cabularies  that  included  such  quaint  outdated  phrases  as 
lease"  and  "thank  you."  As  it  turned  out,  two  thirds  of  the  other 
lildren  on  the  trip  were  perfecdy  delightfiil;  but  it  must  be  noted 
at  they  were  not  American. 

The  TGV  train  whisked  us  in  a  blink  from  Paris  to  Tours, 
lere  we  installed  ourselves  in  an  unusual  hotel  on  the  outskirts 
town  that  consists  of  a  series  of  caves  dug  into  a  limestone  cliff 
ove  the  Loire  River.  Caves  are,  let's  face  it,  inherently  damp  and 
anular,  no  matter  how  intensely  you  dehumidify  them.  But  now 
:an  truthfiilly  say,  "I  have  slept  in  a  cave."  No  wonder  Osama 
n  Laden  is  a  grouch  with  health  problems. 

The  Loire  would  be  our  organizing  principle  for  the  next  four 
ys;  our  principal  organizers  being  the  ever-superb  Butterfield 


6c  Robinson  adventure  travel  outfit  of  Toronto.  We  had  recently 
been  on  another  of  their  bicycling  excursions,  to  Tuscany.  After 
a  week  of  that,  I  concluded  that  Tuscany,  for  all  its  glory,  basically 
consists  of  a  series  of  steep  hills  connected  by  groans.  They  ought 
to  rename  it  Advilany.  At  any  rate,  according  to  their  brochure, 
the  Loire  trip  offered  "flat,  scenic  biking."  I  leapt  at  this  felicitous 
topographical  description,  on  legs  still  charley-horsed  and  reek- 
ing of  medicinal  liniments  from  fierce  Tuscan  ascents. 

The  Loire  Valley,  or  as  the  French  insist  on  calling  it,  the  Val 
de  Loire,  is  perfectly  suited  to  family  bicycling.  In  addition  to 
being  flat  as  day-old  Perrier,  with  endless  fields  of  sunflowers  and 
truffle  woods,  it  is  fiaU  of  extravagant  casdes  that  might  even  make 
your  ten-year-old  forget  all  about  Cinderella's  castle  at  Disney 
World.  Add  to  this  a  diet  consisting  of  90  percent  butterfat  and 
you  have  the  three  essential  ingredients  of  adolescent — or,  for 
that  matter,  middle-aged — bliss.  For  Mom  and  Dad  there  are,  in 
addition  to  the  pleasures  above,  the  very  fine  local  grape  juice,  in- 
cluding Vouvray  and  Sancerre,  as  well  as  a  profiasion  of  hotels  that 
began  in  anciens  regimes  as  ducal  abodes  and  over  the  years  evolved 
into  oases  for  les  autres,  complete  with  pools  and  Michelin  stars. 

To  see  this  landscape  through  the  pre-  and  adolescent  eye  is 
to. .  .Well,  there  we  were  on  the  first  day,  standing  in  the  garden 
of  Chenonceau,  which  is,  after  Versailles,  probably  the  most  pho- 
tographed chateau  in  France,  listening  to  our  rather  exigent  local 
guide  describing  its  particulars.  The  kids,  already  hot  and  tired 
and  thoroughly  bored — we  were,  after  all,  a  good  two  hours  into 
the  four-day  trip — were  starting  to  punch  one  another  in  the 
shoulders  and  poke  at  ants  with  twigs  ripped  from  rosebushes 
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planted  by  Catherine  de  Medicis.  But  now  their  antennae 
twitched  at  something  the  guide  was  saying.  She  had,  somewhere 
in  her  gloss,  gotten  onto  the  subject  of  "pierced"  chairs. 

"Of  course  in  those  days,"  she  was  saying,  "the  diet  consisted  of 
game  and  very  few  vegetables,  so  they  were  obliged  to  spend  a  very 
long  time  on  the  pierced  chairs." 

Whudshesay?  Dadwhudshesay? 

Where  was  this  going,  I  myself  wondered. 

"So  it  became  the  custom"  she  continued, 
"for  the  king  and  his  nobles  to  receive  visi- 
tors in  the  mornings  while  they  were  sitting 
on  them." 

My  friend  Jerome  remarked  that  this  had 
also  been  the  custom  with  our  late  president 
Lyndon  Baines  Johnson,  who  had  once 
received  the  refined  Israeli 


current  incarnation  of  Chenonceau  was  built  by  a  i6th-centur. 
tax  collector  and  variously  inhabited  by  Fran9ois  I  and  his  soj 
Henri  II.  Henri's  wife  was  the  pious  and  plain  Catherine  d 
Medicis,  who  became  mother  to  no  less  than  three  French  kings 
This  being  16th-century  France,  her  husband  was  allowed  to  havi 
a  mistress,  in  this  case  the  beautiful  Diane  d 
Poitiers,  who  used  to  swim  au  naturelle  in  the  water 
of  the  Cher  River,  which  runs  underneath  the  casi 
tie  that  she  helped  to  build. 

Catherine  had  little  choice  but  to  cope  with  tk 
menage,  but  in  the  end  she,  as  do  most  wives,  hai 
the  last  laugh.  At  the  wedding  in  1559  of  one  of  thei 
daughters.  King  Henri  was  mortally  gashed  in  th' 

si 


biked  past  signs  advising  ths 


deputy  pr  me  m mister    jf  was  f orbiddcn  to  Hunt  f ot  truff  Igs.  a  good  tiling 

Abba  Eban  in  the  Oval  U  ,  .      -  --.  .       u     U"     J  "       lAf        U"     t* 

Office  while  astride  the  presidential  potty  Of  all  the       I  tl  lOtt  rtiy  trUttlO  pig  DGninCl  in  WaSning 

great  moments  in  history  I  wish  I  had  witnessed,  that 


« 


one's  up  there. 

"And  when  finally  there  was  something  in  the  pot,"  our  guide 
continued — the  children  were  now  silent  and  mesmerized  — "it 
would  be  taken  out  and  everyone  would  bow  at  this  wonderful 
product  of  the  Sun  King." 

The  kids  were  now  sold  on  France.  Though  after  this  delicious 
bit  of  historical  detail,  the  Renaissance  grandeur  of  Chenonceau 
stood  little  chance.  But  for  the  record,  let  me  duly  relate  that  this 
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head  during  a  jousting  exhibition  with  the  captain  of  his  Scottis 
Guard,  one  Gabriel  de  Montgomery.  Henri  died  an  agonizing 
slow  death  of  his  wounds  ten  days  later.  After  that,  Catherii 
gave  Diane  the  old  heave-ho — au  revoir,  sa/ope!  Diane  merely  hi 
to  move  a  few  kilometers  down  the  road  to  a  breathtaking  cast 
called  Chaumont,  overlooking  the  Loire.  I  don't  know  what  haj 
pened  to  Count  Montgomery,  but  killing  his  patron  cannot  ha 
greatly  enhanced  his  career  prospects  in  the  royal  household. 


!l 


Sartre's  quote  came  to  mind  as  we  attempted  to  jimmy  our  way  (Kidding!)  At  any  rate,  it's  a  wonder  they  left  Michelangelo  alone, 

rough  Chenonceau's  rooms,  teeming  with  sweaty,  T-shirted  Le  Clos-Luce  was  a  fine  stop  along  the  way,  worth  a  pilgrim- 

tres.  Our  guide  straightforwardly  advised,  "In  France,  the  way  age  in  itself.  The  walls  are  adorned  with  Da  Vinci's  philosophi- 

get  through  is  to  say, ' Pardon' d^nd  give  a  good  shove."  I  must  try  cal  aphorisms:  "Do  not  scorn  me  so!  I'm  not  poor.  Rather,  poor 


s  next  time  I  find  myself  in  a  traffic  jam  on  the  L.A.  freeways. 
From  Chenonceau  we  hiked  through  a  shady  forest  past  signs 
vising  that  it  was  forbidden  to  hunt  for  truffles.  A  good  thing 
had  left  my  truffle  pig  behind  in  Washington.  This  prohibi- 
n  whetted  the  appetite  for  lunch.  Alas,  no  truffles  awaked  us, 
t  the  tartes  Tatins  were  delicious. 

Le  Clos-Luce,  a  few  kilometers  on,  is  the  tidy  little  chateau 
lere  Leonardo  da  Vinci  lived  out  the  last  three  years  of  his  life 
16-19)  ^s  the  guest  of  Fran9ois  I.  Poor  old  Leonardo  had  been 
liged  to  leave  Italv  on  the  back  of  a  mule.  In  his  leather  sad- 
:bags  he  brought  his  three  favorite  paintings,  including  an  un- 
ished  portrait  of  one  Mona  Lisa  di  Anton  Maria  Gherardini, 
;  third  wife  of  a  Florentine  businessman  named  Francesco  del 
ocondo,  which  is  how  the  world's  most  famous  paint- 
;  arrived  in  France.  ^JS      1 

The  peninsula  of  Italy  has  given  the  boot  to  some 
its  spectacular  minds.  Dante  died  cursing  his  native 
)rence,   GaUleo  had  to  defend  himself  before  the 
juisition,  Giordano  Bruno  was  burned  alive 
he  stake  tor  believing  in  atoms  and  monads. 
ichiavelli  was  tortured  and  imprisoned; 
onardo  had  to  hump  the  world's  most  fa- 
»us  painting  over  the  Po.  Poor  old  Mussolini 
s  strung  up  upside  down  like  a  salami. 


is  the  man  who  desires  lots  of  things."  One  wonders  what  Bill 
Gates,  who  bought  Leonardo's  codex  for  $30.8  million,  would 
make  of  that  one.  There  was  this,  too:  "He  who  has  a  flill  day  has 
a  good  rest.  He  who  lives  a  flill  life  has  a  tranquil  death."  Jacques 
Barzun,  in  his  From  Dawn  to  Decadence^  says  that  Leonardo  re- 
ally does  not  deserve  to  be  called  a  Renaissance  Man,  since  he  left 
no  worthwhile  writings.  Mr.  Barzun  is  a  tough  grader.  The  base- 
ment here  is  fijll  of  models  made  by  the  IBM  Corporation  from 
blueprints  of  his  inventions:  catapults,  the  first  tank,  parachute, 
double-hulled  ship,  swing  bridge,  a  mechanized  siege-ladder.  One 
leaves  Le  Clos-Luce  with  a  fresh  depreciation  of  one's  own  worth. 
It  had  been  a  fiiU  day,  to  quote  Da  Vinci,  and  it  was  fine  to  dis- 
cover that  the  short  ride  to  the  lovely  Choiseul  hotel  in  Amboise 
was  mostly  downhill,  and  that  a  cool  pool  awaited. 
'PAUXE  In  the  evening  our  French  Canadian  guides. 


Loire 


OURS. 


'  Villc/t^DFl'y. 

hZtCf 


au-C3R»^i.4- 


MONTB^ZON 


Jean-Louis  and  Genevieve,  showed  up  for  cocktails 
dressed  as  Henri  II  and  Diane  de  Poitiers,  which  provided 
an  excuse  for  more  pierced  chair  jokes.  B&R  guides  are 
nothing  if  not  game.  They  are  always  unfailing 
in  enthusiasm,  competence  and  cheer.  Into  the 
bargain  this  time,  they  were  marvelous  with  the 
kids  and  undertook  dining  duty  with  them  on 
two  of  the  evenings,  thereby  qualifying  for 
membership  in  the  Legion  d'Honneur. 
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DINNER  THAT  NIGHT  AT  LE  CHOISEUL'S  STARRED 
Michelin  restaurant  was  pretty  superb  all  in  all,  starting  with  the 
amuse-bouche,  an  amazing  confection  of,  as  the  waiter  explained, 
"foie  gras  flan  with  oyster  cappuccino."  This  was  followed  by  a 
gazpacho  with  courgette  mousse  and  roast  prawns.  Afterward 
there  was  a  choice  of  crispy  lamb  or  peanut-encrusted  salmon. 
Then  cheese.  Then  salad.  Then  dessert.  Then  petits  fours.  Then 
a  night  of  tossing  and  turning  and  the  most  vivid  dreams.  In  mine, 
I  fell  through  the  pierced  chair.  It  was  awful. 

We  had  four  such  dinners  during  the  four  nights  of  the  trip,  for 
an  aggregate  time  at  the  dinner  table  of — by  my  count — 13.75  hours. 
That's  a  lot  of  dinnertime  with  young  children,  for  my  argent. 

The  French  regard  eating  as  the  early  church 
did  the  Mass:  as  a  sacramental  pageant  presided 
over  by  a  bishop  (the  chef)  and  various  lesser 
priests  (the  waiters)  and  attended  by  a  worshipflil, 
if  not  awed,  congregation  (us).  Properly  con- 
ducted, this  ritual  ought  to  take  no  less  than  three 
hours.  This  is  all  well  and  fine  for  a  gourmand 
whose  idea  of  heaven  is  six  courses  and  256  cheeses. 
To  a  12-year-old,  it  is  one  definition  of  hell,  what- 
ever Sartre  says  and  no  matter  how  exotic  it  is  to 
order  frog  legs  or  snails.  As  for  moi,  three 
hours   a  table — even   amidst  wonderful       |3  GnOUE^Il 
company  and  food — is  enough  to  glaze  my 
eyeballs  and  set  me  to  fantasizing  about  McDonald's  drive-thru. 

During  that  aggregate  half-day  spent  at  the  dinner,  one  or  two 
pensees  occurred.  The  first  was  that  however  glorious  French 
cooking  at  its  best  is,  it's  all  about  the  artistry  of  the  chef,  rather 
than  the  food  itself.  In  Italy,  the  food  itself  is  the  thing:  Freshness 
is  all.  The  fanciest  meal  we  had  in  France  couldn't  top  the  sim- 
ple bowl  of  pasta  with  truffles  we  had  in  Florence  on  our  B&.R 
trip  there. 

This  lightning  bolt  insight  came  to  me  one  night  as  I  pondered 
the  following  item  on  the  menu:  Grosses  langomtines  "bretonnes" 
poelees  a  la  mousseline  de  petits  pais frais  et fives,  huile  au  basilic.  (The 
translation  hardly  did  it  justice:  "Big  fried  prawns  served  with 
mashed  peas  and  broad  beans,  basil  oil.")  At  such  moments  one 
thinks  of  the  movie  Amadeus,  when  the  Austrian  emperor  airily 
informs  a  fuming  Mozart  that  his  new  opera  simply  had  "too 
many  notes." 

HOW  PLEASANT  THEN  IT  WAS,  TWO  DAYS  LATER,  TO 
find  at  the  end  of  the  ten-mile  morning  ride  a  picnic  spread  laid 
for  us  at  the  edge  of  a  wood  on  the  grounds  of  the  ruins  of  a  12th- 
century  priory.  Jean-Louis  had  gone  to  the  market  early  that 
morning  and  bought  the  makings  for  a  perfect  dejeuner  surl'herbe: 
quiches  so  creamy  that  I  mistook  them  for  dessert  custards,  saucis- 
sons,  exquisite  tomatoes,  crusty  farm  breads,  the  tiny  juicy  plums 
called  mirabelles,  crunchy  radishes,  rillettes  (the  local  version  of 
pulled  pork),  Pont-L'Eveque  cheese,  salads,  olives,  cornichons,  a 
raspberry  tart  that  made  us  taint,  wild  strawberries  that  made  us 
moan,  a  pleasant  young,  raw  red  wine  called  Chateau  des 
Couldraies — all  this  we  ate  and  drank  in  the  shade  of  an  ancient 
wood  while  listening  to  two  pretty  young  women  play  Veracini 
and  Chopin  to  us  on  harp  and  flute.  If  Bette  Davis  had  been 
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along,  she'd  have  lit  a  cigarette  and  said,  "Who  needs  Michelin': 
stars  when  we  have  the  moon?" 

After  lunch,  an  engaging,  kindly  retired  television  produce 
named  Martin  Derasse  showed  us  around  his  12th-century  pri 
ory.  His  father  had  bought  it  and  spent  his  life  restoring  it  and  hac 
passed  along  this  passidti  to  his  son.  It  had  been  home  to  one  0 
the  Knights  Templar,  who  had  built  it  upon  his  return  from  a  cru 
sade.  Martin  took-us  up  to  the  loft,  where  19  monks  once  slep 
through  bone-chiUing  winters.  He  pointed  out  a  piece  of  graffiti 
etched  into  the  soft  stone  sometime  between  1450  and  150c 
showing  a  cartoonish  man  kneeling  on  the  ground,  having  hi 
head  chopped  off  by  a  man  with  a  sword.  In  the  ruins  of  the  re 
fectory,  he  pointed  to  wooden  beams  that  had  been  tree 
a  thousand  years  ago,  and  in  the  courtyard  showed  us  thi 
three-leaf-clover  motif  on  the  old  well  that  might  ha' 
been  the  influence  of  a  visiting  Irish  monk.  We  left  thi 
Prieure  St-Jean-du-Grais  feeling  unworthy  but  inexpli 
cably  happy,  a  mood  that  did  not  dissipate  during  the  ai  j 
ternoon's  ten  miles  to  our  new  chateau-hotel. 

The  reason  for  that  I  ascribe  to  the  company  of  m 

s  for  mo'u  three  hours  a  tabh 
to  set  me  to  fantasizing 
about  McDonald's  drive-thru. 

eight-year-old  son,  who  was  that  day  undertaking  his  first  2; 
mile-long  bicycle  trip,  and  without  a  word  of  complaint.  There* 
no  use  pretending  that  I  am  a  Da  Vincian  exemplar  of  the  ma 
who  can  do  without.  I  require  more  or  less  every  amenity  that  ci\ 
ilization  (and  B&R)  can  lay  at  my  feet,  and  even  then  I  suspei 
that  some  goody  is  being  withheld.  Here  we  were  with  our  e. 
pensive  B&R  custom-built  Cannondale  hybrids,  cycling  from  i 
pique-nique  musical  to  a  three-star  hotel  and— groan — anoth 
six-course  dinner.  The  pages  of  the  morning's  Internatiom 
Herald  Tribune  had  been  duly  checked  to  see  how  certain  mutui 
ftinds  were  doing.  Our  cups  were  very  foil.  Yet  my  best  memoi 
of  the  whole  trip — more  castles,  feasts,  an  amazing  afternoon  1 
a  fencing  academy,  after-dinner  Armagnacs  and  Cuban  cigars 
the  town  square,  Ustening  to  medieval  music — had  nothing  to  ( 
with  the  material  delights.  It  was  that  afternoon's  pedal 
Montbazon  with  my  little  boy  along  those  sunflowered  roac 
seeing  the  brave  old  world  through  his  eyes — Weren't  the  men 
cold?  How  could  the  horses  carry  the  knights  with  all  that  armc 
Would  they  sink  if  they  fell  into  the  river?  Did  it  hurt  to  have  yc 
head  cut  off? — seeing  his  confidence  build  to  such  a  point  that 
he  could  say,  all  he  wanted  to  say,  as  he  passed  me,  squeezing  t 
alligator  horn  on  his  handlebars,  shouting  with  purpose  a 
delight,  was,  "On  your  left.  Dad,  on  your  left!"  • 


The  cost  of  the  six- day/five-night  Loire  Valley  Biking  with  the  K 
Departure  is  $j,j% per  person,  for  children  eight  years  and  up.  DepartUt 
June  2()-]uly  4,  July  ij-iS,  August  j-8,  August  ij-22.  Butterfield 
Robinson,  70  Bond  Street,  Toronto,  Ontario,  Canada  MjB  iXj,  (4 
864-1^^4  or  (800)  6j8-ii4j,fax  (416)  864-0^41,  www.buttetfteld.a 
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I  prices  approximate;  for 
tails,  see  last  page.  Silk  jacket, 
'295,  vest,  $500,  cotton  shirt, 
!65,  and  wool  pants.  $695,  by 
[Iph  Lauren  Purple  Label.  Linen 
kidkerchlef  by  Robert  Talbott. 
25.  Shoes  by  Sergio  Rossi. 
45.  Opposite:  Chiffon  dress 
Valentino.  $6,950.  Pastel  Ete 
ilticolored-diamond  necklace 
white,  yellow  and  pink-gold 
Van  Cleef  &  Arpels.  $2,250,000. 
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Wool  tuxedo  by  Brioni.  $5,400 
Cotton  shirt.  $245,  silk  tie, 
$75,  and  linen  handkerchief, 
$125,  by  Robert  Talbott. 
Diamond-,  gold-and-onyx 
cufflinks,  $5,425,  and  studs, 
$2,500,  by  Kwiat.  Gold  watch 
by  Cartier.  $6,500.  Opposite: 
Dress  by  Chanel.  $4,680. 
Diamond  earrings  in  platinum 
and  white  gold  by  Kwiat. 
$47,725.  White-and-pink 
diamond  ear  clips  (set  in  hair 
by  tVlartin  Katz.  $375,000. 
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*"'$i!k  dress  by  Roberto  Cavalii. 
$2,240.  Shoes  by  Manolo 
Blahnik.  $465.  Diamond-and- 
\  piatinum  necklace  by  Martin 
Katz.  $340,000.  Diamond-and- 
jilatinum  bracelet  by  Mouawad. 
$235,400.  Opposite:  Wool 
tuxedo,  $1,745,  and  cotton 
pique  shirt,  $210,  by  Armani 
Collezioni.  Silk  tie  by  Paul 
Stuart.  $40.  Silk  handkerchief 
by  Robert  Talbott.  $75.  Vintage 
go!d-and-sapphire  cufflinks 
and  studs  at  Camilla  Dietz 
Bergeron.  $3,350.  Gold  watch 
by  Hermes,  $5,700.  Sunglasses 
by  Oliver  Peoples.  $225. 
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Wool-and-mohair  suit,  $1,395.  ! 
cotton  shirt,  $360,  and  tie, 
$95,  by  Calvin  Klein  Black 
Label.  Alligatoi  belt  by  Martin 
Dingman.  $345.  Wiiite-goltl 
watch  by  Vacheron  Constantin.  : 
$7,500.  Opposite:  Dress  by 
Tom  Ford  for  Gucci.  $775.  Bag  i 
by  Judith  Leiber.  $1,400. 
Diamond-and-piatinum  earrings  j 
by  Harry  Winston.  $105,000.     j 
Hair  by  Roberto  DiCuia  @  I 

TRAFIKinc.com.  Makeup  by 
Terri  Apanasewicz  for  cloutier- 1 
agency.com.  Nails  by  Sofia 
Shusterov  for  SEE  Management.! 
Props  by  Michael  Reynolds. 
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to  buy  it 


Armani  Collezlone:  Armani  Colkzioni  stores 

and  select  Giorgio  Armani  boutiques, 

www.giorgioarmani.com 

Brioni:  To  order,  at  Brioni,  New  York,  Aspen 

and  Beverly  Hills 

Calvin  Klein  Black  Label:  Calvin  Klein, 

New  York  and  Dallas 

Camilla  Dietz  Bergeron:  Camilla 

Dietz  Bergeron,  New  York,  (212)  794-9100,  by 
appointment  only 

Cartier:  all  Cartier  locations,  (800)  CARTIER 
Chanel:  select  Chanel  boutiques,  (800)  550-0005 
Gucci:  select  Gucci  stores,  (800)  234-8224 
Harry  Winston:  Harry  Winston,  (800)  988-4110 
Hermes:  Hermes  boutiques,  (800)  441-4488, 

wviov.hermes.com 

Judith  Leiber: 

Judith  Leiber, 
New  York, 


Las  Vegas  and  South  Coast  Plaza,  CA 

Kwiat:  Kwiat,  New  York,  (800)  927-GEMS, 

wwfw.kwiat.com 

ManolO  Blahnik:  Manob  Blahnik,  New  York, 

(212)  582-3007;  and  Bergdorf  Goodman,  New 

York,  (800)  558-1855 

Martin  Dingman:  Martin  Dingman,  (800)  955- 

2358,  www.martindingman.com;  Khakis,  Carmel, 

CA;  Stanley  Korshak,  Dallas;  and  Mario's,  Seattle 

Martin  KatZ:  Martin  Katz,  Beverly  Hills, 

(310)  276-7200,  and  by  appointment  in  New  York,; 

(212)  759-7900 

Mouawad:  Mouawad,  New  York,  (866) 

MOUAWAD 

Oliver  Peoples:  Oliver  Peoples,  (888)  568-1655,1 

www.oliverpeoples.com 

Paul  Stuart:  Paul  Stuart,  New  York  and 

Chicago,  (800)  678-8278 

Ralph  Lauren  Purple  Label:  select  Ralph 

Lauren  stores,  (888)  475-7674, 
www.runway.Polo.com 

Robert  Talbott:  Robert  Talbott,  (800)  747-877^ 
www.roberttalbott.com;  shirt  also  at  Khakis, 
Carmel,  CA,  and  James  Davis,  Memphis;  tie 
also  at  Mitchells  of  Westport,  Westport,  CT,  and) 
Baumans  Men's  Shop,  Little  Rock,  AR 
Roberto  Cavalli:  select  Neiman  Marcus  and 
Nordstrom  stores 

Sergio  Rossi:  Sergio  Rossi,  New  York 
(212)  327-4288,  and  Beverly  Hills  (310)  271-011 


Constantin,  (877)  862-7555, 

www.vacheron-constantin.com 
\     Valentino:  all  Valentino 
I      boutiques 

■     Van  Cleef  &  Arpels: 

Van  Cleef  &  Arpels,  New  Yor 
Palm  Beach,  Bal  Harbour, 
Beverly  Hills  and  Costa  Mesa, 
CA,  (800)  VCA-5797 
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Think  of  it  as  a  Mute  button  for  the  world  around  you. 

Whether  it's  the  engine  roar  on  airplanes,  noise  of  the  city,  bustle 
in  the  office  or  the  hlare  of  neighborhood  yard 
work,  this  headset  lets  you  hush  them  all.  And  it 
does  it  with  the  flick  of  a  switch.  You  savor 
delicate  musical  nuances  in  places  where  you 
couldn't  before.  And  when  you're  not  listening  to 
music,  you  can  use  it  to  quietly  enjoy  a  little 

peace.  Clearly,  the  Bose  QuietComfort  headset  is  no  ordinary 

headset.  It's  no  exaggeration  to  say  it's  one  of  those  things  you 

have  to  experience  to  believe. 

Reduce  noise  with  Bose  technology. 

ASt'hoU;  Earth  describes  this  headset 
as  "perfectly  wonderful,"  especial- 
ly when  you  "need  to  listen 
anywhere  there  are  a  lot  of 
background  distractions." 
That's  because  the 
QuietComfort  headset 
actively  monitors  and 
counteracts  unwanted 
noise  and  reduces  it 
before  it  reaches  your 
ears.  It  recognizes  what 
you're  about  to  hear  and 
compares  it  with  what  you 
want  to  hear  -  music,  or 
silence  itself.  Patented 
Bose  technology  then  coun- 
teracts the  noise  and  delivers 
the  sound  you  want.  Upscale 
magazine  calls  this  headset  "revo 
lutionary."  Respected  columnist  Rich 
Warren  hails  it  as  his  "product 
Df  the  year."  He  explains:  "If  you  know  someone  who  travels 
a  lot  by  air  or  rail,  these  phones  will  save  her  or  his  hearing 
and  sanity." 

Enjoy  your  music  with  Bose  sound  quality.  The  QuietComfort 

leadset  arrives  ready  to  use  with  your  portable  CD/DVD/MP3 
player,  home  stereo,  laptop  or  office  computer  and  in-flight  enter- 
tainment systems.  As  Men's  Journal  reports,  it  "puts 
the  wearer  in  a  zone  of  blessed  quiet,  then  fills  the 
ears  with  rich  stereo  sound."  The  Boston  Globe  calls 
the  audio  quality  "superb."  Travel  expert  Rudy  Maxa 
finds  It  "stunning."  Just  what  you  expect  from  the 
most  respected  name  in  sound. 


So  comfortable,  you  may  forget  you're 
wearing  it.  With  a  weight  of  only  5.4  ounces, 
the  QuietComfort  headset  nestles  lightly  around 
your  ears.  Audio  critic  Mark  Fleischmann  calls  it 
"the  most  comfortable  flill-sized  pair  of  head- 
phones I've  ever  used,"  with  the  "softest  earpads  I've  encountered  in  30 
years  of  wearing  headphones." 

Try  the  QuietComfort  headset  for  yourself  risk  free.  We  don't 
expect  you  to  take  our  word  for  how  dramatically  this  headset  reduces 
noise,  how  great  it  sounds  and  how  comfortable  it 
feels.  You  really  must  experience  it  to  believe 
it.  Call  toll  free  to  try  the  QuietComfort 
headset  for  30  days  in  your  home,  at 
the  office  or  on  your  next  trip  -  satis- 
faction guaranteed.  Use  it  to 
think,  work  and  relax  in  peace. 
Listen  to  music  or  an  in- 
flight movie  with  its  clear, 
rich  sound.  If  you  love  this 
headset,  keep  it.  If  you  can 
bear  to  part  with  it,  simply 
return  it  for  a  full  refund  of 
the  purchase  price.  No 
questions  asked. 

Call  1 -800-600-2073, 
ext.  Q1958  today.  This 
headset  is  available  directly 
from  Bose,  and  Airfax.com 
reports  that  "you  will  not  regret 
one  penny  spent"  on  it.  You  can 
also  take  advantage  of  our  installment 
plan  and  make  12  interest-free  monthly 
payments.*  Order  your  QuietComfort 
headset  now  and  get  a  complimentary 
flight  certificate.  When  you  buy  a  roundtrip 
ticket,  your  companion's  airfare  is  free.** 
Call  today  to  enjoy  a  very  different  kind  of  headset  -  the  Bose 
QuietComfort  headset. 

1-800-600-2073,  ext.  Q1958 

For  intormation  on  all  our  products:  www.bose.com/ql958 
Name_ 


FREE  companion 

airfare.  Order  by 

May  18,  2003. 


Address 

City 

State 

Zip 

Dav  Phone 

E-mail  Address  (Optional) 

Eve.  Phone 

Mail  to.  Bose  Corporation.  Dept,  DMG-Q1958 
The  Mountain,  Framingham,  MA  01701-9168 


^^2003  Bcse  Corporation.  Paiern  nghts  issued  and/or  pending.  'Installment  payment  plan  not  to  be  combined  with 

ny  other  offer  Of  applied  to  previous  purchases,  and  available  on  aedil  card  orders  only  Payment  plan  is  subiect 

]  credit  approval,  and  ottier  conditions  may  apply  Your  credit  card  will  be  debited  each  month  with  no  interest 

harges  from  Bose.  Credit  card  rules  and  inieresT  may  apply  First  paymem  to  include  shipping,  handling  and  apph- 

atfe  sales  ta  Payment  plan  subject  to  change  without  notce  Risk  free  refers  to  30-day  trial  offer  only  "To  qualify  for  the  complimentary  companion  fare  on  the 

Hitcal  itmerary,  the  minimum  published  roundtnp  coach  class  fare  of  S349  low  season  19/15-1/151  or  $379  high  season  (1/16-9/14],  before  applicable  taxes,  pas- 

engerWity  cJarqes  and  surdiarges.  applies  for  the  purchased  ticket:  Airline  participation  vanes  Valid  between  most  maior  airports  and  on  most  maior  airlines 


Better  soiMid  throu^  researctt® 


within  the  continental  U.S.  Passenger  facility  charges,  taxes  S  surcharges  for  complimentary  companion  fare  are 
passenger  responsibility  Blackout  dates  apply  Subject  to  availability  Additional  significant  terms  and  conditions 
apply  This  offer  has  no  cash  value  Under  the  terms  of  this  o%  all  tickets  must  be  purchased  through  API  Quotes 
are  repnnted  with  pemiission  Whole  Earth,  12/00,  Candis  Dickerson  and  Constance  E  demons,  Upscale.  3/01, 

Rich  Warren,  Hem-Gaiette.  1 1/27/00:  by  Mike  Steere  from  Wens  Jouwdl.  October  2000,  by  Men's  Journal  UC  2000,  All  Rights  Reserved,  Repnnted  by  Permission; 

Jerry  Moms.  Sosfon  Globe,  10/24/99  on  the  original  airline  headset,  Rudy  Maxa.  publisher  of  a  travel  newsletter  at  ^vwwJ^Jd^maJt3.com,  10/8/00  column;  Mark 

Reischinann,  author  of  Pidcticdl  Home  Jheatef.  7/5/00  column,  wwwairfax  com,  6/00 


Virtual  Train-Spotting  |  Old  and  New  Film  Noir  |  A  Big  Book  of  Blues  Musicians  I A  Kinder,  Gentter  Punk  Rocker  |  The  Birdsong  of  Berkeley  Square 
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ULTIMATE  TRAINZ  COLLECTION; 

Strategy  First;  $40 


a  SINCE  SEPTEMBER  11,  TRAIN-SPOTTING  HAS  BECOME 
an  endangered  avocation.  In  the  United  Kingdom,  the 
birthplace  of  the  hobby  (which  involves  standing  around 
railroad  tracks  and  jotting  down  the  particulars  of  whatever  rolls 
by),  enthusiasts  have  been  accused  in  the  press  of  potentially  aid- 
ing terrorists  by  publishing  the  schedules  of  trains  carrying  nuclear, 
military  and  other  sensitive  cargoes.  Compounding  the  problem 
is  the  fact  that  there  aren't  as  many  choo-choos  out  there  to  count 
as  there  used  to  be. 

So  where  are  the  train-obsessed  turning? 
To  cyberspace,  of  course,  where  addicts — and  the  merely  curi- 
ous— can  mainline  the  main  line  with  the  next  best  thing:  train  sim- 


ulators. The  latest  and  greatest  of  these  sims  is  Ultimate  Train 
Collection,  which  surpasses  its  predecessors  for  sound,  graphic 
and  playability.  It  comes  with  seven  simulated  worlds — Alpine  Pass 
Gum  Tree  Australia,  etc. — and  more  than  130  engines  and  cars  t 
chug  around  them  in.  Its  "Surveyor"  function  allows  you  to  creat 
your  own  train-spotting  Shangri-la:  raising  mountains,  digging  lakes 
laying  tracks  and  erecting  bridges  and  all  manner  of  buildings,  the  , 
filling  the  station  platforms  with  people,  the  prairies  with  animal 
and  the  roads  with  moving  cars.  Or  you  can  log  on  to  the  Interne 
and  download  the  gigantic  virtual  worlds  made  by  other  players. 
Then  you  drive.  Step  into  the  cabin  of,  say,  a  coal  train  on 
route  through  rural  England  and  watch  the  countryside  scroll  pa! 
from  behind  the  BR  Class  37's  authentically  re-created  control! 
or  look  down  on  your  whole  "consist"  of  engine  and  cars  from  th 
sky,  as  if  from  a  helicopter.  Or  even  better,  hit  the  function  th< 
places  you  atop  the  nearest  hill  or  rise,  looking  down  as  your  trai 
rolls  by.  From  up  there,  it  feels  like  you're  a  train-spotter  yoursel 
watching  the  10:48  to  Grave  Yard  Junction.  —THOMAS  JACKSO 
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ERNEST  HEMINGWAY'S 
THE  KILLERS,  1946  and  1964; 
Criterion  Collection;  $40 

NYPD  BLUE,  SEASON  01; 

Fox  Home  Entertainment;  $60 

TO  MAKE  A  FILM  NOIR,  COMBINE  THE  FOLLOW- 
ing  ingredients  in  a  slow  cooker?  one  hero  who 
should  know  better  but  can't  leave  well  enough 
alone,  one  two-faced  bombshell  to  play  him 
like  a  cheap  fiddle  and  a  generous  handful 
of  amoral  hoodlums.  Fold  in  long  shadows, 
ominous  music  and  a  dash  of  fatalistic  hero- 
ism, and  you've  got  yourself  a  potboiler. 

That  bitter  recipe  was  cooked  to  perfection 
in  two  cinematic  takes  on  Ernest  Hemingway's 
1927  story  The  Killers,  the  first  directed  by 
Robert  Siodmak  in  1946,  the  second  in  1964 
by  Don  Siegel.  New  digital  transfers  of  both 
films  have  just  been  released  by  the  Criterion 
Collection  in  a  hard-boiled  two-DVD  set. 

Siodmak's  starts  like  this:  Two  scrappy  hit 
men  from  the  big  city  enter  a  diner  in  sleepy 
Brentwood,  New  Jersey,  in  search  of  a  local 
man  they  have  some,  er,  business  with.  "I'll 
tell  you  what's  gonna  happ'm,"  one  of  them 
snarls  at  the  man  behind  the  counter.  "We're 
gonna  kill  the  Swede." 

He's  referring  to  Ole  Andersen  (Burt 
Lancaster),  our  tragically  flawed  protagon- 
ist, who  does  indeed  get  pumped  full  of  lead 
before  the  film  is  15  minutes  old.  But  in  a 
perfect  expression  of  heroism  in  a  hopeless, 
noir  world,  he  accepts  what's  coming  to  him. 
did  something  wrong  ...  once,"  he  says. 

That  "something,"  we  learn  in  a  series 
of  flashbacks,  is  falling  in  love  with  a  sassy, 
chrome-plated  dame  called  Kitty  (Ava  Gardner), 
then  joining  up  with  her  crooked  boyfriend's 
gang  to  pinch  a  quarter  of  a  million  from  a  hat 
factory.  An  orgy  of  double-crossing  ensues, 
dramatized  by  gunplay,  fast  driving  and  a 
stinging  scene  in  which  Kitty  grabs  the  dough 
and  ditches  our  man  in  Atlantic  City.  He  ends 
up  broken  and  burnt-out,  as  most  noir  heroes 
do,  pumping  gas  in  boring  Brentwood  until 
the  day  those  hit  men  show  up.  Just  like  he 
always  knew  they  would. 

A  film  doesn't  have  to  follow  the  recipe  ex- 
actly to  be  noir,  of  course.  Siegel's  Killers  is  the 
visual  opposite  of  its  older  sibling.  Originally 


made  for  television,  it  was  filmed 
in  bright,  supersaturated  color — 
there's  nary  a  shadow  to  be  seen 
anywhere,  much  less  a  long  one. 
Othenwise,  the  atmosphere  of  ob- 
session and  greed  hovers  as  thickly  as 
ever.  In  this  version,  the  Swede  becomes  a 
racecar  driver  named  Johnny  North,  played 
by  John  Cassavetes.  Angle  Dickinson  is  the 
double-crossing  dame,  and  Ronald  Reagan, 
in  his  last  screen  role,  is  her  white-collar-crim- 
inal husband.  Lee  Marvin  is  stellar  as  an  aging 
hit  man,  Clu  Gulager  hilarious  as  his  sadistic, 
health-obsessed  partner. 

Both  films  come  with  the  abundant  spe- 
cial features  Criterion  is  known  for,  including 
a  1949  radio  adaptation  starring  Lancaster 
and  Shelley  Winters,  and  the  Hemingway 
story  itself  read  by  Stacy  Keach.  The  first  film, 
by  the  way,  launched  Lancaster's  career,  but 
the  second  never  made  the  small  screen.  Too 
violent,  TV  execs  said. 


ABC's  cop  drama  NYPD  Blue  somehow 
did  get  on  TV  back  in  1993,  despite  the  cen- 
sor-taunting bare  butts  and  bad  language  it 
quickly  became  famous  for.  The  excellent  first 
season,  just  out  in  a  six-DVD  set,  is  noir-defy- 
ing  in  some  ways — there  are  no  femmes  fa- 
tales,  the  music  is  less  ominous  and  some 
characters  have  the  genre-busting  audacity  to 
have  a  hopeful  outlook.  But  the  show's  harsh 
view  of  dark,  labyrinthine  Manhattan  comes 
straight  from  the  noir  tradition.  Detectives 
John  Kelly  (David  Caruso)  and  Andy  Sipowicz 
(Dennis  Franz)  face  a  complicated  world  that 
often  forces  them  to  exercise,  shall  we  say,  sit- 
uational morality.  Swede  and  Johnny  North 
would  have  understood  that  perfectly. — TJ 


ALL  ABOUT  EVE;  Fox  Studio  Classics;  $20 


All  About  Eve 


ONE  OF  THE  BEST-WRITTEN— AND  DEFINITELY  THE  BITCHIEST— FILMS 
ever  made,  Joseph  L.  Mankiewicz's  lacerating  look  at  the  theater 
world  depicts  human  impulses  at  their  most  self-destructive.  Bette 
Davis'  Margo  Channing,  an  aging  queen  of  the  stage,  becomes  more 
complex  and  poignant  with  every  viewing;  Anne  Baxter's  sinister  Eve 
is  a  masterpiece  of  subtly  shaded  psychosis;  and  the  only  thing 
George  Sanders  lacks  as  the  evil  Addison  DeWitt  is  cloven  hooves. 
The  banter  is  fast,  literate  and  biting. 

Supplementary  material  features  a  bizarre  three-way  conversa- 
tion between  Christopher  Mankiewicz,  who,  no  fan  of  his  father's, 
repeatedly  rattles  family  skeletons;  an  elderly  and  breathless  Celeste 
Holm,  who  played  Karen,  the  unwitting  agent  of  Channing's  redemption  and  Eve's  downfall;  and 
Kenneth  Geist,  author  of  a  Mankiewicz  bio.  Their  three  voice-overs  cleverly  echo  a  narrative 
device  used  throughout  the  actual  movie.  Another  commentary,  by  Sam  Staggs,  author  of 
All  About  "All  About  Eve," atitis  to  the  backstage  intrigue.  But  more  fun  are  the  trailers  and 
promotional  shorts  made  during  filming,  in  which  the  actors  remain  in  costume  and  discuss 
their  characters  as  if  they're  stopping  by  for  dinner  that  night.  —Lorraine  cademartori 
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JACKIE'S  BAG,  by  Jackie  McLean; 
Rudy  Van  Gelder  Editions, 
Blue  Note  Records;  $13 


GREAT  RECORDING  ENGINEERS  AREN'T  KNOWN  FOR  ACHIEVING 
the  vaunted  status  of  musicians.  Except  for  Rudy  Van  Gelder. 
He  played  a  central  role  in  the  golden  age  of  post-bop  jazz,  recording  almost  every  album 
put  out  on  the  venerable  Blue  Note  Records  label  during  the  1950s  and  '50s,  includ- 
ing Miles  Davis'  Birth  of  the  Cool  and  Herbie  Hancock's  Maiden  Voyage.  Today,  Van 
Gelder  is  digging  through  his  own  brilliant  career,  personally  remastering  the  best  of 
his  recordings.  The  latest  to  come  out  is  Jacl<ie's  Bag,  alto  saxophonist  Jackie  McLean's 
hard-driving  album  recorded  in  separate  sessions  in  1959  and  1950.  The  lineup  could- 
n't be  sharper:  Donald  Byrd  on  trumpet;  Sonny  Clark  on  piano;  Paul  Chambers  on 
bass;  Philly  Joe  Jones  on  drums,  to  name  a  few.  And  the  sound  quality  is  rich,  clean  and 
three-dimensional;  McLean's  aggressive  alto  comes  so  alive  it  cuts  through  the  air.  — TJ 


ILLUMINATION,  by  Paul  Weller;  Yep  Roc  Records,  $16 

THIS  NEW  RELEASE  FEATURES  A  PHOTOGRAPH  OF  WELLER  STROLLING  DOWN 
A  London  street,  looking  every  inch  the  dandy  he  was  during  his  days  fronting  The 
Jam  and  Style  Council.  This  is  his  best  solo  effort  since  1993's  Wild  Wood,  jazzier  and 
more  soulful,  and  reminiscent  in  places  of  the  angry  young  man  who  first  was  a  proto- 
punk,  then  the  leading  light  of  England's  blue-eyed  soul  movement.  (Always  popular 
across  the  pond,  Weller  remains  enigmatic  in  the  States;  his  last  two  records  weren't 
even  released  here  despite  a  cult  following.)  Standouts  include  the  razor-edged  "Call 
Me  No.  5,"  the  elegant  crooning  of  "Bag  Man"  and  the  typically  impeccable 
guitars  of  "One  x  One."  Lush  organs,  the  occasional  soaring  harmonica  and  horns  o' 
plenty — it's  more  soulful  than  Motown  but  slicker  than  Memphis's  Stax. — LC 


\ 
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That  certain  night, 

the  night  we  met 
There  was  magic  abroad 

in  the  air 
There  were  angels 

dining  at  the  Ritz 
And  a  nightingale  sang 

in  Berkeley  Square 

WHEN  "A  NIGHTINGALE  SANG  IN         I 
Berkeley  Square"  reached  the 
airwaves  in  1 940— the  Manning 
Sherwin  and  Eric  Maschwitz  ballad 
was  featured  in  the  London  stage 
show  New  Faces— \\  was  immediately  j 

recorded  by  no  fewer  than  four  American        i 
stars,  including  Bing  Crosby  and  Glenn  MillerJ 
One  of  the  sweetest,  suavest  songs  ever 
written  about  the  transporting,  fairy-tale  qualiti  I 
of  falling  in  love,  its  escapism  found  even 
greater  resonance  back  in  England,  where      I 
what  was  actually  "abroad  in  the  air"  during  i 
that  year  of  the  Blitz  was  the  Luftwaffe. 
Between  sirens,  Berkeley  Square  became        | 
a  destination  for  strolling  lovers,  and  at  | 

least  one  Canadian  soldier  couldn't  resist  f 
trying  his  birdcalls  there.  He  didn't  have  a  | 
nightingale  in  his  repertoire,  only  a  I 

whippoorwill,  but  no  matter — he  sent  couples|j| 
scurrying  to  stare  up  into  the  branches. 

The  first  version  of  "Nightingale"  many 
Britons  heard  was  the  1 940  recording  by  Anm 
Shelton,  miraculously  deep-voiced  at  age  13. 
(Hear  it  on  Songs  That  Won  the  War,  Pearl 
1999).  Far  more  accomplished  is  the  versionni 
by  Shelton's  tremolo-voiced  rival  Vera  Lynn,  i 
"The  Forces'  Sweetheart."  Lynn  seems  to 
have  reconstructed  the  song's  pacing,  giving) 
it  the  urgent,  romantic  intensity  of  a  wartime  i 
love  affair  {Sincerely  Yours,  Prism  1999). 

"A  Nightingale  Sang  in  Berkeley  Square"  i 
has  now  been  recorded  numerous  times. 
But  there  are  two  renditions  that,  in  different  i 
ways,  find  new  mystery  and  poetry  in  this 
lovely  song.  Anita  O'Day's  1955  recording 
U3ZZ  'Round  Midnight,  Verve)  takes  the  beatl 
down  tempo,  with  her  impossibly  lush,  j 

smoky  voice  giving  the  words  a  blues  feel     ;  . 
that  opens  the  song  to  another  meaning: 
the  aching  memory  of  a  momentary  peak  of 
bliss.  On  Tony  Bennett's  1 992  album  of         . 
Sinatra  covers,  Perfectly  Frank  (Columbia),    ' 
he  replaces  the  master's  studied  cool  on  this 
song  with  a  silky-voiced,  unembarrassed 
romanticism.  Set  to  a  loungy,  minimalist 
accompaniment— mostly  just  a  tinkling  plan 
and  brushed  cymbals— it  combines  a  crisp 
beat,  seamless  phrasing  and  a  slightly  gidd) 
sense  that  the  human  heart  might  have  some 
surprises  in  store  for  us.  —RICHARD  NALLEY 
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7}     MUSIC  MAKERS:  Portraits  and  Songs 

^^     from  the  Roots  of  America,  edited 

■N    by  Timothy  Duffy;  Hill  Street  Press;  $35 

TIMOTHY  DUFFY  GOT  INTO  THE  BUSINESS  OF  LOOKING 
after  elderly  musicians  in  1989,  when  he  found  blues  vet- 
^J  eran  Guitar  Gabriel  squeaking  by  on  welfare  in  the  projects 
of  east  Winston-Salem,  North  Carolina.  The  two  men  struck 
I  deal  by  which  Gabe  would  teach  Duffy  about  blues  music  and 
)uffy  would  manage  Gabe's  career,  as  well  as  help  him  with  ne- 
lessities  like  food  and  medical  care.  (If  Duffy  ever  cheated  Gabe, 
he  agreement  went,  then  Gabe  could  shoot  him.)  With  that  sym- 
)iotic  arrangement,  Duffy  stumbled  on  his  dual  calling:  to  not  only 
cour  the  American  South  Alan  Lomax-like  for  undiscovered  or  for- 
;otten  musicians,  but  also  to  lend  a  hand  to  the  ones  he  found  liv- 
ng  on  the  skids. 

With  Gabe's  help,  Duffy  quickly  acquired  a  coterie  of  artists  in 
leed.  including  a  singing  former  snake  charmer  named  Willa  Mae 
Juckner  (who  would  eventually  perform  at  Carnegie  Hall)  and  a 
ueternaturally  deep-voiced  man  called  Captain  Luke,  who  has  put 
»ut  an  excellent  CD  with  guitarist  Cool  John  called  Outsider  Lounge 
Vusic.  Duffy  helped  them  in  little  ways  at  first,  driving  them  in  his 
lid  van  to  get  their  checks  cashed  and  their  prescriptions  filled, 
ind  later  by  buying  musical  instruments  for  them,  booking  gigs  and 
ecording  their  music.  To  make  it  official,  he  formed  the  Music 
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Maker  Relief  Foundation,  initially  headquartered  in  a  tin  shack  be- 
hind his  rented  house  outside  of  town.  Since  then,  the  organiza- 
tion has  put  on  hundreds  of  concerts,  released  31  CDs  and  raised 
$1.5  million  in  private  and  corporate  donations.  Eric  Clapton  has 
lent  a  hand,  as  have  B.B.  King,  Bonnie  Raitt  and  Taj  Mahal,  who 
is  now  on  the  board  of  directors. 

MMRF's  latest  fund-raising  drive  comes  in  the  form  of  this 
new  book,  which  profiles,  in  words  and  pictures,  70  of  the  artists 
who  have  benefited  from  the  foundation's  largesse.  Buckner  and 
Captain  Luke  are  among  them,  as  is  Cootie  Stark,  a  blind  musician 
from  Greenville,  South  Carolina,  whose  bumpy  road  has  ended  with 
a  regular  slot  on  the  blues  festival  circuit.  His  second  CD,  Raw 
Sugar,  will  be  out  this  month. Mus/c  Maker  Relief  Found- 
ation; (919)  643-2456,  www.musicmaker.org.  — TJ 
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The 

independent 

spirit. 

Distilled  by  an  independent  family  company. 

Bottled  as  Glenfiddich,  which  means  "valley 

of  the  deer."  Matured  at  its  own  Highland 

jwi 

distillery  for  a  full  15  years  —  our  Solera 

Reserve  single  malt  features  delicious  notes  of 

oak,  honey,  vanilla  spice,  fruit  and  sherry. 
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A  Brief  History  of  Directions 

by  Christopher  Buckley 


3297  B.C.  A  Bronze  Age  hunter-gatherer,  tired  of  woolly  Mam- 
moth jerky  and  shivering,  sets  out  from  his  village  in  what  is  now 
the  Tyrolean  Alps  for  what  is  now  Italy,  where,  he  has  heard,  the 
food  is  better  and  there  aren't  as  many  sabre-toothed  tigers.  The 
village  shaman  tells  him  to  head  due  north.  His  body  is  found  by 
hikers  in  1991,  clutching  directions  drawn  on  lamb  skin. 

1275-1235  B.C.  Moses  and  his  brother  Aaron  spend  40  years 
leading  his  people  from  Egypt  to  the  Dead  Sea,  a  distance  of  250 
miles  (San  Francisco-Lake  Tahoe).  Moses  is  righteous  and  brave, 
but  clueless  when  it  comes  to  following  directions.  He  misses  an 
important  exit  on  the  Thebes-Red  Sea  Beltway,  finding  himself 
and  his  people  waist-deep  in  water. 

Moses's  people  eventually  chafe  at  making  only  .027  miles 
progress  per  day  and  begin  worshiping  the  Golden  Calf  and  prac- 
ticing unsafe  sex.  Moses  climbs  Mount  Sinai  in  what  scholars 
consider  the  first  recorded  attempt  by  a  male  to  ask  directions  of 
a  higher  power.  The  Ten  Directions,  later  "Commandments," 
lead  the  way  to  the  Land  of  Milk  and  Honey  and  usher  in  the  start 
of  the  3,000  Years  Middle  East  Peace  Process. 

1184-1174  B.C.  Odysseus,  King  of  Ithaca  and  master  mariner, 
takes  ten  years  to  return  home  from  Troy,  a  distance  of  approxi- 
mately 650  miles  (New  York-Cincinnati).  Fearing  that  his  wife, 
Penelope,  will  hurl  priceless  amphorae  at  him  upon  his  arrival,  he 
commissions  a  handicapped,  out-of-work  poet  to  concoct  an  epic 
excuse  based  on  having  been  given  faulty  directions  by  a  vengeful 
sea  god.  Penelope,  meanwhile,  hoping  to  divert  his  attention 
from  the  108  young  bachelors  who  have  been  hanging  around  the 
house  for  a  decade,  draining  the  amphorae  of  his  best  retsina,  pre- 
tends to  believe  the  so-called  "Odyssey,"  though  she  makes  him 
clean  up  the  house. 

4  B.C.  Three  westward  leading,  still  proceeding  Oriental  kings 
on  their  way  to  the  annual  meeting  of  the  KOTA  (Kings  of 
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Orient  Trade  Association)  in  Damascus  become  disoriented  by  a 
light  in  the  sky  and  end  up  in  a  crowded  stable  in  Bethlehem  dur-i 
ing  the  annual  Christmas  outbreak  of  violence  there. 

1306  A.D.  Florentine  poet  Dante  becomes  lost  in  a  dark  wood 
{selva  oscura)  while  trying  to  find  an  Amoco  (Latin:  "I  love  oil 
companies")  station  and  accepts  directions  from  the  ghost  of  thei 
Roman  poet  Virgil.  Virgil  leads  him  straight  to  Hell. 

1336  A.D.  ItaUan  poet  Petrarch  climbs  Mount  Ventoux,  not,  asi 
scholars  have  suggested,  to  usher  in  the  Renaissance,  but  to  findi 
the  way  to  Milan,  where  he  is  eager  to  attend  the  first  recorded; 
runway  fashion  show.  Pope  Livid  VI,  disapproving  of  the  "shame-  f 
less  display  of  ankles  and  wrists  by  the fashionisti  Milanese,''  has  or- 1 
dered  Milan  to  be  erased  from  maps  so  that  no  one  can  find  it. 
Petrarch's  bold  initiative  represents  the  attempt  by  man  to  wrest 
the  direction-giving  power  away  from  the  Church.  In  retaliation,  •:: 
Livid  orders  Manolo  Blahnik,  a  cobbler,  burned  at  the  stake. 

1492  A.D.  Genoese  navigator  Christopher  Columbus  buys  a 
map  showing  a  "short  route  to  the  Indies"  from  a  man  he  meets 
in  a  bar  in  Seville.  After  two  months,  Columbus's  men  tire  of  eat- 
ing barnacles  and  licking  dew  off  the  deck.  To  divert  them, 
Columbus  discovers  the  Bahamas  instead  and  encourages  the 
crew  to  infect  the  local  population  with  the  many  wonderfial  dis- 
eases they  have  brought  with  them  from  the  Old  World. 

1847  A.D.  The  Donner  Party  takes  a  left  instead  of  a  right  and 
spends  a  long  winter  eating  bark,  among  other  things,  in  what  is 
now  California.  Governor  Gray  Davis  blames  the  crisis  on 
Republicans. 

1964  A.D.  In  J  Hard  Day's  Night,  John  Lennon  tells  reporters 
who  ask  how  the  Beades  found  America,  "Turn  left  at  Greenland. 

More  British  rock  bands  follow  John's  directions,  though 
upon  reaching  Greenland,  Rolling  Stone  Keith  Richards  at- 
tempts to  snort  it  and  comes  down  with  a  severe  head  cold.  • 
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